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What if there are fewer COVID-19 deaths than predicted? 

Written by: Royce Long, Director, Portfolio Manager at Obsidian Capital  

 

The first case of HIV in South Africa was recorded in 1982. By 1990, just 0.76% of the population was thought to 

be infected1.  After another decade of further, rapid transmission, that figure stood at 22.4%.  

In a report released in November 2002 — stamped and approved by bodies like the Centre for Actuarial Research 

(CARe), the Burden of Disease Research Unit, and the Actuarial Society of South Africa (ASSA) — it was 

predicted that HIV/AIDS fatalities would reach their peak in 2010, with 800, 000 people succumbing to the disease 

during that year. 

The actual peak? Just under 300,000 deaths in 2005. And by the time 2010 rolled around, that figure was under 

200,000. 

 

 

 

 

 

1. Department of Health, RSA. Eleventh National HIV Survey of Women Attending Antenatal Clinics of the Public Health Services. Pretoria, 

2001. 

https://www.commerce.uct.ac.za/Research_Units/CARE/RESEARCH/Papers/Indicators.pdf
https://www.commerce.uct.ac.za/Research_Units/CARE/RESEARCH/Papers/Indicators.pdf
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Source: https://www.spotlightnsp.co.za/2019/07/18/hiv-in-sa-seven-graphs-that-tell-the-story 

Predictions are important 

Overestimating the number of people a virus will kill does not diminish its seriousness as friends and family are 

still tragically passing away. But if we’re too pessimistic about the number of deaths coming, then our policy- and 

decision- making will be based on incorrect information.  

Below is a chart — you’ve probably seen some version of it — from PANDA that illustrates the different predictions 

made regarding the number of deaths COVID-19 would cause in South Africa. 

The most pessimistic prediction is around 54,000 and the most optimistic around 32,000. Actual deaths (in black) 

are currently circa 17,000.  

Source: PANDA 

https://www.spotlightnsp.co.za/2019/07/18/hiv-in-sa-seven-graphs-that-tell-the-story
https://www.spotlightnsp.co.za/2019/07/18/hiv-in-sa-seven-graphs-that-tell-the-story
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For some time, PANDA have argued strongly against the methods and models used to make the predictions 

above; their own models have turned out to be far more accurate in forecasting the actual number of deaths.  

Their frustration is compounded by their modelling of the economic fallout caused by the government-sanctioned 

lockdowns, justified by these draconian death predictions. However, the government is not the only entity using 

these numbers to inform their decision-making. 

Insurance provisioning for deaths 

South African listed insurers will suffer financially should death rates exceed those embedded in the pricing of 

their existing life insurance policies. If they expect this to happen, then they are required to make provision for 

those deaths when they report their financials. The table below shows how many total COVID-19 deaths each 

insurer expects; their earnings growth for the first half of 2020 as per their last set of financials; and what their 

earnings growth would have been were it not for COVID-19. 

 

Given the novel nature of the COVID-19 pandemic, it makes intuitive sense for insurers to play it safe when 

predicting mortality rates. In addition, the reporting of their 2020 first half results coincided with peak infections, 

further underpinning a need to be conservative. Apart from Sanlam — who can afford to be less pessimistic thanks 

to their conservative accounting practices — most SA insurers have followed national or industry prediction 

models like those put forward by the ASSA. 

To be sure, the industry-wide contraction in earnings is not only because of the provisions made to account for 

excess deaths. The millions of jobs lost mean more people are unable to pay their insurance premiums causing 

policies to lapse or be surrendered; and many of the assets the insurers invest in (to match their liabilities) have 

performed poorly. Both these dynamics negatively impact reported earnings.   

It could be argued that South African insurers are among the most vulnerable businesses in the face of COVID-

19. Our next chart plots the share price performance of the listed insurance companies in question. It’s quite clear 

that the market is concerned about their prospects. 

 

 
Forecast Covid Deaths Headline EPS growth 

Estimated earnings 

excluding COVID* 

Liberty 54,000 > -100% (loss making) -42% 

Old Mutual National projections -67% -4% 

Momentum Actuarial Society of SA projections > -100% (loss making) 15% 

Sanlam 17,000 - 28,000 -41% 18% 

Discovery 60,000 > -100% (loss making) 25% 

*Estimated operational earnings excluding COVID-19 consequences (market impact, expected economic losses, 

and additional mortality provisions). Not strictly comparable as each insurer is affected differently. 
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Source: INet, Obsidian Capital, October 2020 

None of these businesses paid a dividend for this period, a signal that they themselves harbour some concerns 

(note: Sanlam declares an annual dividend so would not have declared a dividend in any event). Aside from 

Discovery, all SA insurers have underperformed the JSE All Share Index year-to-date.  

What happens if deaths undershoot? 

The next chart is from the SA Medical Research Council, illustrating the forecasted and actual number of weekly 

deaths, for all causes, in South Africa. The material deviation from the forecast during June-July is stark and was 

no doubt a result of the COVID-19 fatalities. 

 

Source: SA Medical Research Council 
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However, with just 17,000 COVID-19 deaths recorded to date, the number of weekly deaths (all causes) has 

dropped back to what we’d see in a non-pandemic year.  

It’s too early to definitively conclude that the insurance companies have overestimated the number of COVID-19 

deaths in South Africa — as a cautionary tale, there are a number of countries still experiencing higher- than- 

usual death rates, Russia being a standout. 

We are encouraged by the current trajectory of COVID-19 deaths in SA, and there seems to be growing 

acceptance that our lower mortality rate is tied to a younger population, a dynamic that isn’t going away. There’s 

also evidence emerging that supports a lower global death count than what was originally expected. 

Europe is currently experiencing a strong second wave of infections. Whilst this is concerning, we draw your 

attention to the lack of deaths accompanying the rise in new infections. 
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Looking at the longer-term death rates in Germany (top panel) and France (bottom panel) — both have older 

populations than SA — there’s little evidence that COVID-19 is adding a material number of fatalities to their 

overall deaths, measured monthly and per million people. 

Source: RMB Morgan Stanley 

 

Source: RMB Morgan Stanley 
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Should trends like this continue, it’s likely that South African insurance companies have overestimated the number 

of people that will die from COVID-19. From a financial perspective, this suggests that their earnings, as reported 

at the end of June 2020, might have taken a bigger hit than necessary due to unnecessarily high provisioning.  

Thanks to base effect, this opens the door to materially better earnings growth in their next reporting packs, which 

will likely be rewarded by the market. 

Contrarianism is an investing essential 

We imagine that turning bullish on listed South African insurance companies may not sit well with many investors. 

Not only do our insurers face many COVID-19 headwinds, but they also fall into the dreaded, beleaguered bucket 

known as SA Inc.  

Investment processes (and the teams that implement them), worth their salt, don’t dismiss ideas based on their 

palatability. In fact, they know that seeking out the discomfort that comes with holding contrarian views is often 

the key to generating alpha.  

This belief, and our assessment of the risks facing our listed insurance companies, has seen us include the likes 

of Momentum, Liberty, and Old Mutual in our portfolios. 

Reflecting on the trajectory of HIV/AIDS in the early 2000s, the initial fatality projections (thankfully) proved to be 

off the mark, with actual mortality in subsequent years far lower than earlier expectations. This proved to be a 

positive tailwind for the insurance companies once they had navigated the initial surge in deaths, and their 

subsequent financial results were boosted by the lower mortality rates.  

We’re looking for a similar outcome with COVID-19, for the sake of our country, and for our investment in South 

African insurers. 
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Glacier Research would like to thank Royce Long for his contribution to this week’s 
Funds on Friday. 

 

 

Royce Long, CA (SA), CFA 

Director, Portfolio Manager at Obsidian Capital 

 

Royce began has investment career at RMB Asset 

Management. During his 14-year tenure, he 

managed money across an array of product, 

eventually finding his niche as Head of Financials 

research. He was also a member of the asset 

allocation committee and played an integral part in 

its decision making. His learnings at RMB formed 

the basis for his multi-asset investment philosophy 

on which Obsidian Capital was founded. Royce 

co-manages the four investment strategies that 

Obsidian Capital offers. He is married, with two 

kids, and spends his downtime with a baited line 

in the Transkei waters. He is also a Comrades 

finisher and avid triathlon competitor. 


