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2009 has now downgraded to neutral, but believes the selloff in risk assets
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“Shallow & unsynchronised recovery remains underway with brighter
developed market (DM) prospects (low oil price + healthier labour markets
+ friendly fiscal policy) and emerging market (EM) fragilities a key
downside risk (excess capacity + tepid credit growth + falling commodity
prices).”
Interestingly enough, the NASDAQ comment below by our technical
analyst, Ernie Gruhn, highlights the need for a rebound if the index is not
to deliver a “premature” verdict to the contrary.
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An assessment of the weekly chart of the NASDAQ over the
course of the past 20 years clearly reveals that recent trading
action has had a discernible impact on the overall trend. The

SHANGHAI STOCK EXCHANGE

resistance area at just beyond 5000 points has become a
significant hurdle to additional upside with the one-year moving
average and the hundred week rate of change curve now trending
lower. In the short term clear support will have to emerge if
further technical damage to the IT heavy index is to be
avoided.

China grasps the nettle
Having promised ambitious market reforms over two years ago
the new Chinese leadership has, at last, announced specific
details of plans to close outdated, inefficient state owned
industries including steel manufacturers who produced 804mt last

Despite persistent attempts at intervention by Chinese authorities

year (864mt in 2014) of which 112mt was exported (94mt in

the Shanghai composite has exhibited meaningful technical

2014). Surplus capacity is said to amount to some 200mt, so

damage in recent months. The loss of traction has occurred at an

there is a long way to go given that steel demand is unlikely to

exceptionally high rate of change with the one-year moving

get anywhere near recent levels for years to come. This of course

average turning negative. Additional downside to the area at

plays to the much publicised narrative of Chinese commodities

around 2480 points represents a realistic target in the

demand continuing to decline, together with the challenge of

weeks and months ahead.

retraining miners and steelworkers (into IT techies?!). Having,
perhaps prematurely, had the renminbi granted enhanced status
by the IMF, the Chinese are also facing the acute dilemma of how
to cope with an apparently overvalued currency. Bear in mind,
incidentally, that much of the capital outflow is from Chinese

Emerging Markets-and now for deleveraging

companies wanting to repay dollar loans before further weakness.
From among various unpalatable options, the Chinese
government has, however, chosen that of stimulus with three
months over three months growth in government spending, rising
to 30%. Chinese car sales have been growing at 20% recently
with growth in automobile product inventory, which evaporated
last year, showing signs of stabilising. In addition, property prices
in Beijing and Shanghai are rising strongly while growth in capital
projects started, which declined from 2012 to 2015 are now
growing at 15%. Nevertheless, while the hard data confirms a
strong move towards a more consumer oriented economy, public
perceptions of Chinese financial and economic management have
been strongly influenced by last year’s unexpected currency
devaluation, as well as ongoing attempts to manipulate stock
exchange prices. As regards the latter, more downside seems
likely right now but, longer term, we have no doubt the Chinese
economy will resume a strong growth trend albeit nowhere near
double digits.

In the IMF World Economic Outlook forecasts in January 2016,
widely regarded as somewhat optimistic, the world is seen as
growing from 3.1% in 2015 to 3.4% in 2016, with the advanced
economies, achieving 1.9% and 2.1% as against emerging and
developing economies at 4% and 4.3%. This includes China at
6.9%, India 7.3%, Mexico 2.5%, while Brazil and Russia shrink 3.8% and -3.7% respectively. South Africa is pencilled in at 0.7% for 2016 after 1.3% 2015. All of this is of course a far cry
from the 6% plus rates recorded in the noughties in what turns
out to have been fuelled by an increase in non-financial private
debt from around 70% of GDP in 2005 to nearly 140% in 2015.
Developed market strategists are accordingly emphasising the
dangers facing those EMs with twin (government and balance of
payments) deficits and corporate sectors funded by dollar loans.
Although South Africa is far from being as vulnerable as most it
has of course been tarred with the same brush as regards
securities sales and currency weakness.
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Emerging Markets- the Brics are dead!

In the past two weeks the DAX, which serves as the “strongman”

Long live the Ticks!

year moving average for only the third time in more than a

Despite the general EM sell-off an FT report of 29 January 2016
with the same heading as the subtitle to this paragraph highlights
global investor appreciation of the non-homogeneity of emerging
markets. Thus consumer facing, tech heavy Taiwan and South
Korea have edged out commodity heavy Brazil and Russia to
make a trendy new acronym describing more consumer services
oriented EM destinations. As it happens, Taiwan, India, China and

index for the European region has exhibited a reversal in its onedecade. The lack of traction from German equities clearly reflects
growing concerns with regard to global growth as exports out of
Germany find increasingly challenging conditions on global
markets. In the short term the DAX is much oversold but on
balance the overall technical structure has deteriorated
sufficiently to suggest further losses are the most likely
outcome.

South Korea are also mostly (India has a small deficit) in balance
of payments surplus.
Structural factors are also said to be at play with, for instance,
online shopping likely to become far more dominant in China
than, say, the US. The report quotes a fund manager enthusing
“The established incumbent legacy [shop] network is not there [in
China],” he says. “You go to a third tier city in China and you
don’t have swanky malls.”

Commodities – dead cat bounce or final
bottom
According to the BCA the long-term trend in real industrials prices
since 1800 is down with a good many years to go in the current
downswing, but it has recently been expecting a contra cyclical
rally in both commodities and emerging markets. Thus in the case

Europe

of oil, for example, where the price should be set by cost at the

According to the BCA, GDP growth has benefited to the extent of

could drop to $35/bbl at by 2020. With massive speculative

some 2% of potential GDP from growth in non-financial private

activity ongoing, however, it could just as easily bounce $10 or

sector debt during 2015 but this will fade in 2H16. While this will

more in the next month or so.

put more pressure on Mr Draghi to be more accommodating, BCA
points out that there are limits to his famous “whatever it takes”
which was preceded by the caveat “within terms of our mandate”
which, BCA pointed out, does not include the monetisation of
Italian government debt. At 140% of GDP this requires to be
reduced to 120%, which will be facilitated, as the IMF has handily
assumed, by a healthy increase in Italian private sector spending.
This, according to BCA, is simply not going to happen! ECB
accommodation will therefore be needed for some years to come.

margin, this means that the breakeven cost of shale now $50/bbl,

Meanwhile, the ZAR/metals graph below shows that, while our
financial Ministers merry-go-round did not help, it was global
metals demand that drove our currency. Our view is that, while a
rally is possible, it is likely to take longer for the bottom to
emerge. Meanwhile, the Rand by any measure, is way oversold
and may, just possibly, have seen the worst for the time being,
although, if the apparent correlation depicted holds good, it will
have to wait for a commodity demand turnaround before it does.

DAX

Source: INET BFA, Momentum Investments
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Interest Rates and Gold

Advice

BCA has pointed out that, with investment remaining at lower

Rand hedge stocks have duly served their purpose, but, in

levels in developed countries, interest rates will have to stay low

general, should of course be retained although investors could

for much longer than anticipated. It is even suggested that

consider some rebalancing to take advantage of over punished

negative nominal rates might be necessary for the US! Be that as

industrials and financials. Resource stocks, have bounced

it may, there is no doubt that lower interest rates have proved

somewhat from levels anticipating disaster and we believe that

beneficial for the bullion price in as much as it lowers the

the upcoming reports for the period to December will enable us to

opportunity cost of holding the metal. Given the likely tapering of

sort the wheat from the chaff or, as Buffett would say, who has

mine output, no lack of geopolitical uncertainties and the prospect

been swimming naked. In other words, we believe this may not

of multi-year low interest rates, the outlook for bullion is positive.

be the final bottom and investors can afford to take their time.

South Africa

Accordingly, in addition to stocks highlighted in this newsletter

The South African Reserve Bank flexing its muscles with a 50 bp
hike in interest rates sets the stage for an equally tough Budget
with Mr Gordhan likely to use the considerable leverage he
enjoys, perhaps only momentarily, in a do or die attempt to stave

the stocks below appear attractive.
Financials- Capitec, Investec, RMI, Old Mutual, Hyprop,
Industrials-Nampak, Remgro (17.3% discount), Kap, Mondi
Small caps- Torre/Stellar, Micromega, Sasfin

off a downgrade.
Albeit for good reason, it is probably fair to say that a
combination of global volatility and local missteps has created
both an atmosphere and opportunity akin to those prevailing after
Sharpeville, Soweto and the turmoil of the early 90s.
Of course, the flipside of the commodities crash means that South
Africa, along with the US, Europe, India and China, inter-alia, has
yet to benefit from lower oil prices , the short-term effect of which
has been concern at banks’ exposure to energy companies’
expansion which has comprised a healthy portion of global capital
spending.

Most recent trading action on the JSE-INDI has allowed the index
to break back ahead of its 200 day moving average which is a
crucial development for an index which is playing a dominant role
in supporting the overall performance of the JSE. The 200 day
moving average remains positive but the increase in volatility
clearly hints at a less secure trading environment for industrials.
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ASSORE – 8600 – 1H16 trading update

Stocks

Priced at 26/01/2016

8540

BASIC MATERIALS
GFIELDS – 5465 – production update
Priced at 27/01/2016

5670

Upper

Lower

Trading Update summary

1H 16

1H 16

Growth Range (%)

-32%

-45%

Ordinary headlines (cps)

651,2

531,3

Significant inroads have been made in aligning the Group's cost

Rolling

2044,2

1924,3

profile to accommodate a lower gold price environment and we

Applicable PE (x)

4,2

4,5

are relatively optimistic on the group's overall prospects. Pending

Assore issued a trading update on 25 January 2016 for 1H of

the release of results on February 18, we maintain our HOLD

FY06/16 in which it expected headline EPS to decline by between

recommendation.

32.1% and 44.6% to between 531c and 651c. This is due to a

ARM – 5234 – call update
Priced at 27/01/2016

5240

decline in export selling prices for all of its products, including iron
ore, the average price for which was $51/t down 38% from $82/t
in 1H 15.
The Thomson Reuters consensus forecasts for FY16 of 705cps
would require second half eps of only 54c - 174c to achieve. As
can be seen from the graph below, iron ore and manganese ore
prices are likely to be lower still in 2H16 but 2H earnings should
nevertheless comfortably exceed the consensus forecast bearing
in mind continued rand weakness.
While the manganese ore price continues to linger at a multi-year
low, the iron ore price, at around $41/t, is some 12% above its
$37/t low in December. We believe that Assmang will be cash
positive, if not profitable, at these levels, whereas the recent
market price seemed to anticipate much worse. We believe,
however, that investors should await the upcoming interims to

The nonferrous interests of ARM are not likely to add significantly

assess the extent to which costs have been controlled. In

to its attractions, but, like its JV partner, its operations are

addition, although we may have seen cyclical low points in the ore

nowhere near in as perilous a state as those of some of their

prices, this is by no means certain. A further contraction in

larger peers. The same applies to debt which, at R3.9bn,

Chinese steel production is likely due to the restructuring of its

comprised only 14% of total equity of R26.9bn. HOLD pending

economic model and the unsustainability of its attempts to foist

interims

its surplus steel production on the already oversupplied rest of
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the world. Overall consumption of iron ore is therefore likely to

guidance for FY16 is for gold production in excess of 110koz at

continue to decline and any resumption of strength of the iron ore

Barberton Mines, 100koz at Evander Mines, and platinum group

price will depend on closures by high-cost Chinese producers. It is

metal production of approximately 10koz at Phoenix Platinum.

probably fair to say they have been as "sticky" as have the shale

With operational performance picking up and the weakening Rand

producers in the US!

sheltering the company's margin from the falling $ gold price, we

So, while we believe that both commodity shares and prices are
oversold and due for a rally, is too early for an investment call.
HOLD in the meantime.

to the rand/gold price. ADD recommendation maintained. Interim
results will be released on or about 25 February 2016.

ANGLOPLATS – 21574 - FY12/15 trading update

PAN-AF – 245 - trading update statement
Price at 30/11/2015

think there is potential for generous dividend distributions subject

Price at 25/01/2016

154

18832

Upper

Lower

Trading Update summary

2015

2015

85%

Growth Range (%)

-82%

-92%

10,4

Growth 2H on 2H (%)

-470%

-483%

Ordinary headlines (cps)

54,2

24,1

Applicable PE (x)

352,9

794,0

Upper

Lower

Trading Update summary

1H 16

1H 16

Growth Range (%)

85%

Ordinary headlines (cps)

10,4

Rolling

16,4

16,4

Applicable PE (x)

9,5

9,5

In its trading update announced on the 26th of November 2015
Pan African Resources expected headline eps for 1H of FY06/16 to
increase by at least 85% to 11.37cps (1H15: 5.61cps). Reuters’
consensus of 4 analysts had forecast a 173% rise in headline eps
for the full FY to attain which would require 2H headline eps
growth of 255% or 21.52cps. Included in the 1H15 earnings were
hedging profits amounting to R44.8m or 2.4cps. 1H16 earnings
are expected to be boosted by an improved operating
performance from both Barberton and Evander Mines, as well as
an increase in the Rand gold price received by the operations. For
the 4-month period ended 31 October 2015, the rand weakened
by 13.37% against the pound (£) to R20.26/£ (1H 15: R17.87/£).

Anglo American Platinum's headline earnings for FY12/15 are
expected to be between 25cps - 55cps, a decrease of between 82
- 92% from 301cps reported for FY14. The I-Net consensus of 10
analysts had forecast a 59% decrease in headline eps for the full
FY to 485.6cps. The expected decrease in HEPS is largely
attributable to the write off of Atlatsa loans (a loss of 686cps
post-tax), restructuring costs (a loss of 325cps post-tax) and the
increase in inventory based on the result of an annual inventory
count (a gain of 599cps post-tax). Excluding these one-off items,
the headline earnings performance would have improved by a
total of 412cps.

The Group's net debt position is R70m (1H15: R321m). The
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We expect that management will meet its production guidance for
FY15 of between 2.3 - 2.4Moz and spending of around $4bn. By
1H15, Amplats' mix of metals had returned to normal

INDUSTRIALS
TORRE – 360 - Torre Equipment Africa

compositions as all mines are producing at normal rates. During
its 3Q15 statement, management stressed that disciplined capital

Price at 05/01/2016

360

allocation remained a priority. We think that the weak Rand has
maintained income at a survivable level for most of the local
mining houses. We maintain our ADD recommendation on a
platinum equities relative basis.

CONSTRUCTION MATERIALS
PPC – 1271 - trading update
Price at 25/01/2016

1240
The equipment market has been under major strain due to the
commodity price slump which has affected a number of African
economies. This in turn has led to a downturn in the stock
valuations of capital equipment suppliers. Although the equipment
retailers are under pressure, Africa will continue to invest in
infrastructure and sales in this specific component are likely to
remain resilient.
The Torre share price has largely taken into account the negative
market sentiment in equipment sales while aftermarket parts and
servicing will provide an avenue for growth as clients refrain from
purchasing new equipment. Torre offers an African exposure
which will offer substantial growth opportunities and it is
reasonably priced at these levels. ADD recommendation
maintained.

Mamba Cement is now in production having signed an offtake
agreement with Cashbuild for its 'Champion cement'. Mamba’s
entrance will see the decline in margins intensify. It will be naïve
to assume that prices will be unaffected in a more competitive
environment. Successful cement price increases may become

FOOD PROCESSORS
AVI – 7750 - trading update.
Price at 26/01/2016

7492

increasingly difficult in an industry environment characterised by
excess cement capacity. Although PPC Zimbabwe is currently a
dominant player, its position could suffer from increased
investment in the sector by competitors (e.g. Dangote). We
expect that PPC's FY15 earnings will be negatively impacted by
the full impact of the finance charges. Considering the
competitive environment, the lack of massive infrastructure
spend, excess cement capacity and the change in the dividend
policy we maintain our FULLY VALUED recommendation.
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Upper

Lower

Trading Update summary

1H 16

1H 16

Growth Range (%)

12%

10%

Ordinary headlines (cps)

283,2

278,2

Rolling

450,0

445,0

Applicable PE (x)

17,3

17,4

This is a very strong result from Truworths and displays the
resilience of the upper LSM group during these times with the
consumer under ever increasing strain. As highlighted in the last
sales update, Naartjie and Earthchild only added 3% to sales and
are thus relatively small in the context of Truworths. The recent
acquisition of Office provides Truworths with a new avenue for
growth and a rand hedge component which will prove useful in
countering rand weakness but for these results the effects remain
minimal as it was only included for just over 3 weeks. We still
remain a little concerned around the progress of a change in
upper management. This result sees the Truworths share price
unwind down to between 13.8x and 14.1x on a rolling basis and
This is a good result considering the current trading environment
in which we find the consumer under more and more strain. Spitz

we feel it offers good value at these levels. We maintain our ADD
recommendation with results expected out on 18/02/2016.

is likely to display resilience due to its upper LSM target market
and I&J should continue to benefit from the depreciation in the
rand. The stock price is rather lofty at these levels and we feel it
would be good value lower down. Pending results expected on

STEINHOFF –7499 - announcement: no allegations
Price at 04/12/2015

7650

07/03/2016 we maintain our HOLD recommendation.

RETAILERS
TRUWORTHS –9304 – trading update
Price at 04/12/2015

9249

Steinhoff is a large and complex entity and management
treatment of the technical issues could understandably require
further scrutiny by the tax authorities. At this stage there is no
way of assessing the seriousness or otherwise of the situation. As
Steinhoff continues to expand internationally it, like many other
multi-nationals, is bound to be the subject of interest from the tax
authorities of the various jurisdictions in which it operates each of
whom will seek to ensure that it does not lose out from the
Upper

Lower

Trading Update summary

1H 16

1H 16

Growth Range (%)

23%

19%

Ordinary headlines (cps)

410,1

396,7

Rolling

666,2

652,8

Applicable PE (x)

14,0

14,3

group’s tax planning. Management has offered all the help it can
to the authorities and this is a positive sign. The company
continues to offer a great Rand hedge component and has large
opportunities available to it with the conclusion of the Pepkor
transaction. Steinhoff is in the right market with its low cost
offering and we remain positive on the stock. Add
recommendation maintained.
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RICHEMONT – 10500 – 3Q trading update

positive on the group as a whole but Musica remains
disappointing although this was expected with online becoming

Price at 20/01/2016

10249

the primary route through which music, as well as hardware, is
now being purchased. Sales were well above inflation displaying
considerable real growth.
Clicks is in the right category of retail with its pharmaceutical and
low cost/discount offering. This type of offering has proved to be
very resilient while consumers are put under more financial
strain. Low GDP and increased unemployment does not bode well
for general purchases but we believe that Clicks remains a solid
company and, if one is looking for a food and drug retailer, this is
a good pick. We are nevertheless taking a cautious approach in
the current market and, with Clicks highly rated on a PE of 20.5x,
maintain our HOLD recommendation.

Richemont has proven its resilience in a number of markets and
the continued slowdown through the 3rd quarter was only
mitigated by the devaluation in the Euro. Watch demand

SHOPRITE – 13923 - operational update.
Price at 13/01/2016

13700

continues to slow down in Hong Kong and Macau which could see
further watch sales declines. We remain positive on the
management and its huge war chest of €5.1bn in cash which
could be used to create new growth paths and comprises around
17% of the market cap offering a pronounced Rand hedge.
The recent merger should provide another avenue for growth but
we still feel that at a 19.8x PE on the Swiss stock exchange it is
FULLY VALUED on its current growth trajectory.

CLICKS – 8492 - in the right market.
Price at 22/01/2016

8273
Shoprite continues to grow consistently and the turnover increase
of 8.8% for such a large company is an achievement but is
marginally disappointing considering the PE of 17x. Like for like
sales above inflation and non-RSA growth still in the double digits
is positive (non-RSA sales now account for approximately 16%).
Shoprite will continue to be negatively affected by the job cuts in
mining and labour instability which may lead to strikes. The
increase in maize price due to drought is going to create a large
push on inflation and put more strain on the consumer. We
continue to believe that Shoprite is a great company but the
African component remains too small to have a major impact on
growth. We therefore believe the stock remains FULLY VALUED at
these levels.

This is a good set of results in the current market (limited
economic growth) and came in above expectations. We remain
9|P a g e

THE FOSCHINI GROUP – 11893 - sales update

on the day (down 5%) largely reflected that. There were
nevertheless some positives with Massbuild still growing in the

Price at 11/01/2016

11423

double digits as well as all comparable sales above inflation,
displaying real growth. We are still of the view that Massmart is
too expensive for its current growth on a PE of around 20x. With
results expected out on the 25th of February we maintain our
recommendation of a SWITCH into Woolworths (WHL).

WOOLIES – 9002 - trading update
JSE CODE

WHL

Price at 14/01/2016

Sharename

WOOLIES

9417

Results came in above expectation with Phase Eight contributing
well for the period while results excluding it were still
commendable. Turnover growth was above inflation but same
store growth was marginally below merchandise inflation (7.5%)
at 6.9% showing a quantity decrease in existing stores. Higher
cash than credit sales growth continues to support our view that,
although the credit market may be improving slightly, cash sales
still have more legs.
It is a well-priced retailer on a PE of 12.4x as against Truworths
on 14.9x and Mr Price on 19.2x. Expected growth puts it on a PEG
marginally below 1x. We remain positive on the stock despite a

Upper

Lower

Trading Update summary

1H 16

1H 16

Growth Range (%)

35%

25%

increased import costs due to the weakening rand which will put

Ordinary headlines (cps)

262,0

242,6

pressure on prices and margins. We feel the stock is good value

Rolling

437,6

418,2

at these levels and maintain our ADD recommendation.

Applicable PE (x)

20,7

21,6

MASSMART – 8642 - sales update.

This is another good result with the inclusion of David Jones which

Price at 14/01/2016

through which to launch the Country Road brand in Australia.

consumer under strain with increasing living costs across the
board. Nevertheless the stock has largely priced this in as well as

9275

has shown increasing returns and provided a new platform
Growth from the Australian and New Zealand subsidiaries will be
enhanced by the weakening of the Rand against the Australian
Dollar. Multiple growth opportunities remain available in the
Australian and New Zealand markets for the medium term.
Comparable store sales in the main South African components,
namely clothing and food, showed double digit growth with above
inflation growth in comparable stores showing real growth in the
existing base. Headline growth puts Woolies on a PEG ratio below
1 and a PE between 21.7x and 22.7x on a rolling basis. It is
reasonably priced for its current growth and offers a Rand hedge
against the Australian/New Zealand Dollar with around 40% of
revenue from the region.

Results came in below expectation and the share price movement
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We maintain that Woolies is an excellent company with good

outlook remains progressive and encouraging, but downgrade

prospects going forward. ADD recommendation maintained:

from Add to a HOLD.

results due on 11/02/2016.

FINANCIALS

TMT

BARCLAYS GROUP AFRICA – 13700 - parent out of

TELKOM – 6370 - long road to travel?

Africa? Hello China!

Price at 27/11/2015

Price at 31/12/2015

6318

Growth

1H16 (cps)

1H15 (cps)

Revenue

5%

3226

3063

Headline eps

-65%

70

201

NAV

9%

4513

4147

Total Debt

-4%

967

1007

Cash

-82%

138

766

EV/EBITDA

4,7

Price/Earnings

13,52

EBITDA yield

21,22%

Price/Book

1,40

Market Cap(m)

31775,01

Dividend Yield

3,88%

Fixed-line penetration continues to fall, fixed-voice revenue
continues to decline and mobile operators continue to self-

14320

% growth

1H15

1H14

Net interest income

9,4%

1759

1608

Headline eps

10,6%

798

721

NAV

6,5%

9860

9261

Dividend

12,5%

450,0

400,0

Credit loss ratio

-0,1%

1,1%

1,2%

CAR (%)

0,1

Price/Earnings

8,4

ROE

16,4%

Price/Book

1,4

Market Cap(m)

111428

Dividend Yield

7,15%

provide, which places pressure on Telkom's leased-line rentals.

Management’s take on the outlook at interims was decidedly

Despite cutting its workforce, Telkom is still facing a heavy cost

muted as it envisaged a slight widening of the net interest margin

base that must be trimmed. We think that restructuring is still an

and mid-single digit loan growth with CIB’s faster than RBB’s.

imperative to right size the organisation and secure its long-term

Management was also looking to improved cost to income and

and sustainable growth. Further reductions in head count are

credit loss ratios, leading to a further increase in ROE. Rest of

expected as management maintained its cost:revenue ratio

Africa earnings were expected to grow faster than SA’s.

guidance at 25%. Telkom has the largest infrastructure network
in SA and, with the rise in demand for data, its network could be
a money-spinner - regardless of whether it is transmitting its own
traffic or that of its rivals. We think management has developed a
coherent and effective data and mobile offering to complement its
fixed line offering. The BCX acquisition will certainly help leverage
its asset base and there are potential synergies that the tie-up
may bring. Using 1H16 trends, we think Telkom's operational
11 | P a g e

In other words, management did not proffer any outright
optimism, other than as regards Rest of Africa, which may
indicate some more fair value adjustments to the private equity
portfolio. Market volatility in the second half may have militated
against a recovery in income from trading and investment
activities. None of this, however, remotely justifies the
overreaction in share price to the likelihood of downgrades, the

changes in Finance Ministers as well as the global investor

sustainable and superior returns.” In addition, the stronger

aversion to emerging markets in the wake of Fed lift off. Nor do

investment realisation cycle in private equity will offset downside

we think the parent company, as mooted recently in the media,

risk on mining, metals, oil and gas and management is looking to

will resort to what would be the ultimate in insane short-termism

some growth from new insurance initiatives while investment

of selling its African operations. Were it to do so, of course, it

management continues to gain long-term traction. Finally,

might benefit shareholders in the short term, since we have no

management is clearly keen to “invest in the rest of Africa growth

doubt that Chinese peers of ICBC (which only has around 20% of

story” but will follow a disciplined approach.

Standard Bank) would pay up to acquire a much bigger stake in a
pan- African Cape- to- Cairo set of businesses! The on-off

First Rand is, and deserves to be, the most highly rated of the big
four banks and is likely to continue to have the edge in EPS

rebranding of Absa in the direction of Barclays needs to be
handled carefully so as not to precipitate further retail account
migration. Although Absa is not our preferred SA banking stock it,
like its peers, is soundly financed and as well or better run than
many developed country banks. BUY.

growth for the next three years, albeit not much above single
digit numbers. Longer term, it will have to work hard to overcome
the larger footprint in the rest of Africa of rivals Barclays Group
Africa and Standard Bank. Like its peers, it has been more than
adequately down rated on adverse economic and downgrade

FIRSTRAND – 4219 - deserves rating

prospects and is clearly a BUY.

Price at 31/12/2015

STANDARD BANK – 10700 - yet another parting

4262

shot from plc !
Price at 31/12/2015

% growth

FY15

FY14

Net interest income

19,4%

592,1

496,0

Headline eps

12,0%

381,4

340,4

NAV

11,8%

1618,3

1447,2

Dividend

20,6%

117,0

97,0

Credit loss ratio

-0,1%

0,77%

0,83%

CAR (%)

0,1

11500

Price/Earnings

ROE

25,4%

Price/Book

Market Cap(m)

227184

Dividend Yield

10,9

% growth

1H15 cps

1H14 cps

Net interest income

10,2%

1125

1021

Headline eps

26,8%

651

513

NAV

6,5%

8806

8269

Dividend

17,0%

303

259

Credit loss ratio (%)

-7,0%

1,19

1,26

CAR (%)

13,7

Price/Earnings

9,0

ROE

1510,0%

Price/Book

1,2

Market Cap(m)

167975

Dividend Yield

5,95%

2,6
5,04%

Management highlights all the well-known challenges for FY
06/16, including the negative impact of regulatory changes on
certain retail lending and transactional business lines. As against

Since interims Standard Bank and its peers’ share prices have

this, it believes the strength of its balance sheet and resilience of

more than adequately discounted the deterioration in global and

its diverse income streams will enable it, “to continue to deliver

local economic climate, including concerns around “finance
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Minister rotations” and likely downgrades. Standard Bank plc

This was slightly offset by slightly faster growth in average

(now ICBC Standard Bank plc) self-reported an instance of

interest-bearing assets and the net result was that management

corruption in its East African operations some years ago which will

maintained its interims guidance for organic growth in diluted

cost it (and not ICBC) some $38m (R590m) in assorted fines and

headline earnings (DHEPS) per share for FY 15 “to be greater

compensatory payments. Standard Bank remains a sound

than nominal GDP growth.” Management also reduced its GDP

operation with growth plenty of “jam tomorrow” including the

forecast for 2015 to 1.2% and, with CPI at, say, 5% this implies

expected benefits from 2017 onwards of massive spending in

organic DHEPS growth in excess of 6.2% to, say, at least 7% or

recent years on IT (to meet the digital revolution and complete

2211 cps. In fact, with the healthy estimated (by MSPR)

the cleanup of the 30-year-old legacy systems), ongoing growth

contribution from Ecobank of $65m translated at, say, R/$15.3

in the rest of Africa, albeit at a slower rate than hitherto and, in

we expect DHEPS of around 2300c.

all probability, the growth of ICBC Standard Bank plc as a
European base for the expected increase in China's renminbi
transactions. None of this jam is priced in let alone the current
steady, albeit unspectacular, prospects so the share is a BUY.
Because Firstrand is priced on its outperformance of recent years,
and because Standard Bank has the edge in medium to longer
term prospects, it is currently our preferred entry to the sector.

The Ecobank economic contribution, albeit flattered currency
wise, will assist in pushing the Rest of Africa contribution up
towards the 10% mark rather than the 6.5% at interims. Like
most of its South African peers, the bank is soundly financed and
conservatively managed, a fact which seems to have been
overlooked, possibly by global investors, in the general dismay
and fear of rating downgrades following the notorious “finance
Minister rotation” in early December. At these levels, although not

NEDBANK – 18300 - rest of Africa fillip

our preferred stock in the sector, it is a BUY.
Price at 31/12/2015

18879

BRAIT – 16025 - call update due to price action
Price at 10/12/2015

14999

% growth

1H15 cps

1H14 cps

Net interest income

3,4%

1938

1874

Headline eps

13,7%

1128

992

NAV

6,1%

14428

13596

Due to the movement in the Brait share price to below the R150

Dividend

16,7%

537

460

mark, we upgrade our Hold recommendation to an ADD. Brait

Credit loss ratio (%)

-6,0%

0,77

0,83

offers a substantial rand hedge component with New Look, Virgin
Active and Iceland Foods.

CAR (%)

11,4

Price/Earnings

8,0

ROE

16,0%

Price/Book

1,3

Market Cap(m)

86522

Dividend Yield

6,07%

Growth in net interest income and non-interest revenue slowed
slightly for the nine months to September, compared with
interims, while the net interest margin was also slightly lower.
13 | P a g e

REAL ESTATE

It has a loan to value of 23% with distribution growth +15% in

CAPCO – 8506 - Central London focused real estate

NAV growth of +20%. Mega Mall (75000m2, € 160m, Bucharest)

Euros (next 3 years). The forward yield is 4.2% with underlying
is now the biggest asset in NEPI’s portfolio with its 70% stake and

company.
Price at 07/12/2015

10.8% yield (100 000 footfall first 4 days). Its main tenants are
10084

Marks and Spencer, Zara, Peek Cloppenburg, Stradivarius and the
mall has 10 000m2of food and restaurants. ADD

REDEFINE INT – 1080 - Portfolio repositioned and
focused on the core markets of UK and Germany
Price at 07/12/2015

1153

CapCo is on track to achieve £100m estimated rental value (ERV)
in 2017 and annualised organic growth of 10% since 2010. It has
32 renewals and new lettings 11% ahead of Dec 2014 ERV. Like
For Like growth in portfolio value increased 9%. It is now on a
forward P/NAV per share 1.15x with NAV per share growth >15%.
Its Lillie Square phase I significantly sold out and the sales of
phase II are commencing. HOLD

Redefine Int has £1.5bn property value (30% UK, 32% Germany)
with an occupancy rate of 98.1%. Its capital recycling of over
£145m following disposal of non-core assets with Cromwell sold

NEPI – 16800 - most attractive assets in Eastern

realising £57m. It is on a dividend yield of > 5.0% with

Europe

distribution Growth +2.0%. HOLD

Price at 07/12/2015

17649

INTU PROPERTIES – 6710 - Owns 12 of the UK top
25 centres
Price at 07/12/2015

7192

Nepi has some of the strongest anchor tenants with long leases
with inflation indexed rentals. It has a strong development
pipeline with an average yield on development >7.5%. Its
occupancy rates at 98% and has a Moody’s investment grade
rating

Intu has like for like rental growth for FY16 is expected to exceed
1.0%. Its assets have occupancy rates of 98% and it has 96 new
lettings in second half of 2015. Currently it has expansion
potential in both the UK and Spain with average debt to assets of
45%.
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For the new year it has £65m approved capex (Proposed £4 44m)

continue to maintain the established business. Labat is offering

with its yield on new capex >6% and yield on extensions > 7%.

Reinhardt a BEE rating which is very onerous to acquire and

Currently Intu has a dividend yield of 4.2% in GBP with

provides the ability to service a wider range of clientele which was

distribution growth of >1.5% and it has large centres across the

previously out of reach.

quality spectrum. BUY

The logistics sector remains resilient and offers opportunities

SIRIUS – 809 - German focused industrial property

slowdown of general commodities which may be a headwind to

fund
Price at 07/12/2015

across multiple niche plays. We are, however, concerned at the
the growth of the business. We like the existing client base and

836

the management plan going forward. We believe the size of the
company provides it with an opportunity to grow via acquisition
and big contracts. We feel that it is worth a punt due to the
quality of the latest acquisition and BEE rating providing a large
number of opportunities. SPEC BUY.

Sirius is a R6.2bn inward listed (AltX) fund. Its two main
opportunities for growth are acquisitive growth: €160m pipeline
with +’ve funding spreads ranging from 4.5% to 6% and organic
growth: €13.6m Capex programme returning €5m additional rent.
Sirius’ NAV uplift is due to lettings at higher rentals and its
improving cost of capital due to debt restructurings at lower
margins. It offers a dividend yield of 2.6% in Euros and
distribution growth of >2. BUY

SNIPPETS
LABAT – 139 - Reinhardt acquisition.
Price at 18/12/2015

145

Reinhardt is a well-established player in the dry bulk transport
and logistics sector. The management will remain in place and
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Sub Saharan Africa (SSA)

Africa Portfolio Investment (USD bn)
30

2016 likely to be another challenging
year for SSA exchanges……

20
10
0
2006

-10

It was a sea of red for the SSA stock exchanges under our

-20

coverage in 2015, following the more mixed bag that was 2014,

-30

with only two indices, Uganda’s local index and the BRVM

-40

2007

2008

2009

2010

2011

2012

2013

2014 2015*

Composite, generating a positive return in USD terms.
* - Preliminary
Source: UN/DESA

These negative returns came against the backdrop of inter alia,
the China economic slowdown, lower commodity and oil prices
and the onset of monetary tightening in the USA. One of the most

Looking at our market coverage specifically, the best performing

immediate impacts of the aforementioned factors was that most

index was Uganda’s LSI (local stocks only), which put on 29.33%

emerging

under

in local currency terms and 6.16% in USD terms, while

significant pressure as the dollar strengthened, with SSA being no

Francophone West Africa’s regional bourse, the BRVM, was not far

exception. The impact on single commodity driven economies on

behind, with its composite index having gained 17.77% in local

the continent such as Angola, Nigeria and Zambia was even more

currency or 5.76% in USD. The Namibia and Botswana domestic

severe, leading to increasing fiscal imbalances and broader

indices both closed in positive territory in local currency terms,

macroeconomic instability. It was not all bad news however,

but weakness against the dollar meant a negative hard currency

and

developing

market

currencies

came

where the oil price was concerned, as for oil importers, such as

return for the year.

the majority of SSA countries, the massive drop in the price
would have helped moderate inflationary pressures from the
weakness in their currencies, although the IMF noted the pass
through effects to consumers were weaker than anticipated.

Zambia, hard hit by the drop in the copper price, was the worst
performer in USD terms, having shed 45.75%, closely followed,
perhaps somewhat surprisingly given its relatively lower exposure
to commodities and a more stable currency during the year, by
Rwanda, whose domestic index shed 38.00% in local currency

Reflecting the change in the tide in terms of investment in

and 42.57% in USD terms, primarily due to the poor performance

emerging markets, figures from the Institute of International

of brewer Bralirwa, which had operational challenges during the

Finance which tracks emerging market portfolio flows, showed

year.

that foreign investors in emerging market securities made net

While Nigeria shed 23.99% in USD, a performance that placed it

withdrawals for six consecutive months in the second half of

in the middle of the performance table, one should note this

2015, something that was not seen even during the GFC in 2008.

return was at the pegged official exchange rate. If we used the

Total flows into EM bonds and equities were worth less than USD

parallel market exchange rate prevailing at the end of 2015 of c.

41bn in 2015 from USD 291bn in the previous year and an annual

USD 1: NGN 295, this would make it the worst performer, with a

average of USD 276bn from 2009 to 2014. Africa was certainly

year on year drop of 48.75%.

not spared, with the UN’s ‘World Economic Situation and
Prospects 2016’ report estimating that net portfolio flows to the
continent more than halved from USD 17.9bn to USD 8.2bn in
2015.
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African Stock Exchanges Performance -

Plain English – market speak translated

2015
Index

Open

Close % Change (LC) % Change (USD)

ALSI – All Share Index, AUM – Assets Under

Uganda USE LSI

318.63

412.07

29.33%

6.16%

Management, BOP – Balance Of Payments, BEE – Black

BRVM Composite

258.08

303.93

17.77%

5.76%

Namibia NSX Local

389.02

497.91

27.99%

Economic Empowerment, CGT – Capital Gains Tax, CPS –

(4.74%)

Botswana BSE-DCI

9 501.60

10 602.32

11.58%

(5.28%)

Rwanda ALSI

135.86

130.60

(3.87%)

(10.95%)

Rate, DCF – Discounted Cash Flow, DY – Dividend Yield,

Kenya NASI

162.89

145.70

(10.55%)

(20.78%)

2 073.72

1 811.07

(12.67%)

EBITDA – Earnings Before Interest, Tax and

(22.91%)

Depreciation, EV/EBITDA – Enterprise Value to EBITDA

Mauritius Semdex
Nigeria ASI

Cents Per Share, CAGR – Compound Annual Growth

34 657.15

28 642.25

(17.36%)

(23.99%)

Uganda USE ALSI

1 927.00

1 763.75

(8.47%)

(24.87%)

ratio, EPS – Earnings Per Share, EV – Embedded Value,

Tanzania DSEI

2 519.64

2 333.76

(7.38%)

(25.34%)

(F) – Forecast, F1 – One Year Forward, FDY – Forward

Ghana GSE-Composite

2 251.02

1 994.91

(11.38%)

(25.66%)

11 720.43

11 462.87

(2.20%)

(28.53%)

Dividend Yield, FPE – Forward Price Earnings Ratio, FY

Malawi MSE-DSI
Zimbabwe ZSE Industrial
Kenya NSE-20
Rwanda RSI
Zambia LuSE ASI
JSE All Share

162.89

114.85

(29.49%)

(29.49%)

12/14 – Financial Year ending December 2014, 1H – First

5 112.65

4 040.75

(20.97%)

(30.00%)

Half, HEPS – Headline Earnings Per Share, HOH – Half

236.77

146.79

(38.00%)

(42.57%)

6 160.66

5 734.68

(6.91%)

(45.75%)

On Half, IT – Information Technology, Mkt Caps – Market

49 770.60

50 693.76

1.85%

(24.19%)

Capitalisation i.e. price of share multiplied by number of

Source: Momentum SP Reid/Stock Exchanges/Thomson Reuters

shares issued, NAV – Net Asset Value, PE 10x – Price to

The World Bank (WB), in its latest outlook for the region, expects

Earnings ratio of 10 times, PEG ratio – Price Earnings

SSA to continue to face notable challenges in the short to medium

ratio to Growth rate, PV – Present Value, 1Q or 2Q – First

term. It expects commodity prices to stabilise but remain low

or Second Quarter, PPP – Public-Private Partnership, ROE

through to 2017, while the normalisation of monetary policy in

– Return On Equity, ROEV – Return on Embedded Value,

the USA is expected to tighten global financial conditions, a

TNAV – Tangible Net Asset Value, YOY – Year on Year

scenario that has already started to play out with many banks on
the continent reporting a reduction in credit lines and trade
finance facilities from their developed world counterparties.
Although governments are taking steps to resolve power issues,
electricity supply bottlenecks are expected to persist, adds the
WB, with these factors pointing to a somewhat weaker recovery
in 2016 than previously anticipated. After slowing to 3.4% in
2015, activity is expected to pick up to 4.2% in 2016 and to 4.7%
in 2017-18, premised on stable commodity prices and the easing
of

electricity

constraints.

As

always,

there

are

of

course

considerable variations within the region.
While general GDP prospects remain positive, we think SSA
exchanges will have another tough year, especially if the USA
continues to push rates up and its economy strengthens further.
Country specific issues, such as the on-going reticence of the
authorities in Nigeria to devalue the currency will also weigh on
sentiment towards portfolio investment into SSA.
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Stocks ‘n Strategy

Core Equity Portfolio
Sector

New ALSI

Our
Weighting

Holding

OIL & GAS

0,0%

0,0%

BASIC MATERIALS

15,5%

7,4%

Chemicals

3,7%

1,4%

Forestry & Paper

2,6%

0,0%

Industrial Metal

0,0%

0,0%

Diamonds & General Mining

6,2%

2,8%

Billiton

Gold Mining

2,2%

3,1%

Pan African

Platinum

0,7%

0,0%

INDUSTRIALS

5,3%

13,9%

Construction & Materials

0,3%

0,0%

Gen Industry, Pack, Engineering

4,1%

10,2%

Electronic & Electrical Equipment

0,2%

0,0%

Transportation

0,6%

0,0%

Sasol

South Africa

February 2012

Imara S P Reid

4.8 Remgro 5.4 Bidvest

Support Services

0,1%

3,7%

CONSUMER GOODS

31,4%

12,9%

Tobacco

3,3%

0,0%

Beverages

14,9%

0,0%

Food

1,7%

5,6%

3.3 AVI 2.3 Tongaat

Autos+Personal & Household goods

10,8%

7,3%

5.7 Steinhoff 1.6 Richemont

HEALTHCARE

3,5%

9,4%

2.2 Aspen 5.2 Mediclinic 1.9 Adcock

CONSUMER SERVICES

17,9%

3,0%

General Retailers

5,2%

3,0%

Media

12,2%

0,0%

Travel & Entertainment

0,5%

0,0%

TELECOMMUNICATIONS

4,4%

6,5%

FINANCIALS

21,6%

42,1%

Banks

5,8%

9,9%

Non-Life Insurance

0,1%

0,0%

Life Assurance

5,2%

9,2%

3.8 RMI 5.42 Old Mutual

Real Estate

6,2%

3,7%

2.2 Hyprop 1.5 Redefine Int.

Gen Financial & Inv instruments

4,3%

19,3%

4.3 Investec 8.8 Reinet 2.0 PSG 1.5 Zeder 2.7 Transcap
3.0 EOH 1.8 Adapt IT

TECHNOLOGY

0,3%

4,8%

TOTAL

100%

100%

1.8 MMG 1.9 Torre

1.4 Mr Price 1.6 Woolworths

4.6 Vodacom 1.9 MTN
5,1 RMBH 4.7 Standard Bank

Movements: During the months of December and January the Core Equity Portfolio decreased 10.60% while the All Share decreased 8.24%
(both calculations exclude ordinary dividends). Sasfin, Sanlam and Discovery were sold and the proceeds were used to increase holdings in
RMBH, Standard Bank, Old Mutual and RMI. Since inception in October 2003, the Core Equity Portfolio has appreciated by 571.8%, while the
All Share has appreciated by 426.3%.
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