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BUYING IS CRITICAL BUT SELLING IS ALSO IMPORTANT 

Korner Perspective agree with Buffet’s philosophy of ‘our 

favorite holding period is forever’, and as such focus by far the 

majority of our energy on what and when we buy, as getting this 

right is probably 90% of portfolio management. 

We are, however, in spite of our long term, buy and hold 

approach and careful selection process occasionally forced to sell 

shares, as things quite frankly change. 

We would look to sell shares when we see (at times a blend of): 

 A fundamental change in the company (e.g. in management 

or strategic direction). 

 A major change in the environment (e.g. on the back of 

heightened competition). 

 The inherent, trapped value being unlocked, and 

 The price action resulting in extreme weightings, and/or 

when we see the valuation as excessive (e.g. when a PE is 

pushed on a share with deteriorating fundamentals). 

The challenge is really to ensure that one stays sufficiently open 

minded (and diligent) to spot fundamental shifts in the business 

or its outlook, while remaining focussed on the long term story 

(e.g. trusting proven management to continue performing). 

Below are some shares we sold over the past few of years. 

 

PICK AND PAY 

Pick and Pay was for us (like most investors) seen as a royal blue 

chip, and featured prominently in many client portfolios for many 

years, as it was (say ten years ago) by far the best retailer in SA.  

Pick and Pay’s blue chip status was well founded as it was well 

run, defensive (as a food retailer), had an great history of earnings 

growth and paid a very attractive dividend yield. 

 

You simply want to acquire, at a sensible price, a 

business with excellent economics and able, 

honest management. Thereafter, you need only 

monitor whether these qualities are being 

preserved. 

Warren Buffet 1996 

Then, about six years ago, things suddenly seemed to start 

going wrong for Pick and Pay, evidenced by: 

 Meaningful and consistent loss of market share 

to rivals such as Shoprite and Woolworths.  

 Too many management changes at critical times. 

 The decision to maintain the dividend and not 

invest in growth and efficiency. 

 Their ill-timed expansion into Australia. 

o  

o The net effect hereof was that Pick and Pay posted poor 

results (EPS and DPS) over a 5 or 6 year period. 

  

 

o While we feel that Pick and Pay are making progress (e.g. 

in fighting back market share or expansion into Africa) and 

could well offer an opportunity in the future, we feel that 

our decision to sell was a good one, as: 

1. The current price is still below where we sold. 

2. The turnaround (in results) is still far off. 

3. The unwinding of the premium rating would (at best) 

weigh on performance for some time, and 

4. The capital was redeployed into other, better 

prospects. 

 

http://www.kornerperspective.co.za/
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PPC 

PPC featured prominently in most client portfolios over the past 

few years, as we saw PPC: 

1. As a direct beneficiary of the incredible (planned) 

government and parastatal infrastructure spend. This was 

expected to sustain demand for cement well into the future. 

2. Demand had steadily grown into the supply, and not much 

new capacity was coming online. Margins were therefore 

seen as relatively secure. 

3. As the best run cement producer in the country, with a 

focus on improving efficiencies. 

4. Strong cement demand from the rest of SADC, on the back 

of strong regional GDP growth. 

5. As a great dividend payer with relatively steady income. 

 

In truth, PPC’s performance has been disappointing for 

some time (through little fault of their own).  

This poor performance coupled with our assessment that 

the significant new cement capacity (coming online in 2014) 

will seriously disrupt the market for PPC for some time 

(effectively threatening EPS and DPS on the medium term) 

forced us a couple of weeks ago, to conclude that we should 

take the recent rally as an opportunity to exit. 

 

TIGER BRANDS 

Tiger Brands was another traditional blue chip that we 

decided to sell in early 2012, given (amongst other things): 

 Pressure on disposable income for the traditional 

middle class consumer (e.g. on energy prices). 

 Far more competition, from both new players and the 

global giants. 

 A big push from the big retailers to store brands labels) 

and direct sourcing, so as to capture market share. 

Our conclusion was that it would be very difficult for Tiger 

Brands to produce much (if any) real earnings growth, and 

yet it traded on a demanding rating.  

 

CONCLUSION  

 

We are not saying that the three companies discussed 

are bad companies, or that their fortunes will never 

change. We are simply saying that the combination of a 

tough outlook and excessive valuations imply muted (if 

any) returns on a medium term outlook (e.g. 3 years). 

Unfortunately, a number of events combined to very 

effectively undermine the PPC story over the past five or six 

years. These included: 

 Significant delays in the unleashing of the government 

infrastructure spending programme. 

 The Eskom (electricity capacity) crisis put many big 

property and mining developments on hold (some have 

still not seen the light of day). 

 Electricity price increases hit industry hard and caused 

margin pressure. 

 Sluggish economic growth, on the back of the global 

financial crisis, with the mining sector being 

especially  hard hit (especially given cost increases), and 

 Increased cement imports. 
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GREEN SHOOTS 

The explosion of social media and online presence of Joe public 

has resulted in a worldwide trend of buzz words/terms ripping 

through the world’s media. The latest of these buzz words is 

‘Green Shoots’. 

While not new (we were bombarded with ‘green shoots’ in 

2009), it has seen a rebirth, especially among those who see 

these early growth signs (like new green shoots in nature) as 

clear and powerful evidence of a big economic recovery (like the 

shoot that turns into a giant Redwood tree).  

The key question however is whether this new growth is real, or 

simply the response to the very accommodative monetary 

policies followed by central banks, who have (with the exception 

of a few emerging nations) kept interest rates at virtually zero, 

and added additional stimulus in the forming of money printing 

and asset purchases (QE), thereby fuelling the economic engines 

to produce some sort of positive results. 

 

THE DATA LOOKS GOOD 

We have had a flurry of economic data that suggests that growth 

momentum is returning. The US (for example) has seen:  

 Improved growth (GDP) numbers. 

 Improved consumer confidence translating in to positive 

home starts, and vehicle sales data etc., and 

 The employment situation is slowly improving. 

The ‘Green Shoots’ are not limited to the US, given: 

 Europe has finally emerged from its prolonged recession. 

 Abenomics appears to be having a real effect in Japan. 

 The UK is making (albeit slow) economic progress, and 

 Fears of a hard landing in China seem to be receding.  

THERE IS ANOTHER SIDE TO THE STORY THOUGH 

Sitting on the other side of the fence though, we see that 

the core, underlying issues (that we so often discuss) 

haven’t actually been addressed. 

When looking at the US, the underlying issues include: 

 The large twin deficits (current account deficit and 

budget deficit),  

 The massive and growing debt burden (nearing $17 

trillion). This debt is not only the result of stubbornly 

high budget deficits, but may well have become 

unsustainable (e.g. servicing the debt). 

 The inability of the democrats and republicans to reach 

agreement on any important issue. This is highlighted 

by the current US government shutdown and the 

upcoming debt ceiling, and 

 Quantitative Easing (QE) tapering will happen and this 

will have a dampening effect on growth. 

Source: coveringdelta.com 

http://www.kornerperspective.co.za/
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When looking at other regions, we must also concede: 

 That Europe’s emergence from recession is largely technical 

(off a low base) and growth still very fragmented. 

 The UK is looking better, but a big questions remain on how 

it will drive growth in the new world (e.g. with financial 

services under pressure). 

 That Chinese growth rates will be lower than the past and 

fears around bubbles (e.g. property or loans) are founded. 

 That emerging market growth is slipping (see below). 

 

THE EMERGING MARKET FACTOR 

The world relied heavily (if not entirely) on emerging markets 

(for growth, funding etc.) after the collapse of Lehman Brothers 

and the consequent credit crises. 

While the growth and financial strength of the BRICs (Brazil, 

Russia, India, China) was critical in preventing a global recession, 

we believe it is important  to recognise that the prospects of a 

number of emerging economies have changed over the last five 

years and that the BRICS will not be able to do this again.  

Morgan Stanley recently placed South Africa in what it calls the 

fragile five (along with Indonesia, Brazil, Turkey and India). The 

fragile five (three of which are BRICS members) are seen as 

vulnerable to a tapering of QE by central banks, as all these 

countries run big current account deficits. This largely returns 

the task of driving global growth back to developed economies. 

This could have a profound effect on the Rand over the coming 

months. 

 

WHAT THIS MEANS 

Considering all things, we feel that global growth remains 

vulnerable to a wide range of potentially ominous factors that 

essentially overshadow the current green shoots.  

This is especially true given the rather muted growth we have 

seen after more than five years of immense and intense 

stimulus. 

With asset markets seemingly well ahead of their fundamentals, 

we believe further that less monetary policy stimulus will also 

weigh on asset prices (mainly equities). 

In short, we believe that the end is nigh for the QE fairy tale. 

 

http://www.kornerperspective.co.za/
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ASSET MARKETS REVISITED 

We presented a strong view in our previous newsletters (mainly 

the early editions) that we expected market determined rates to 

rise quite significantly over the short to medium term, based on: 

1. Our view that inflation would accelerate (on cost push 

inflation). 

2. Our belief that investors would increasingly demand returns 

to compensate for rising risk (e.g. on SA’s deteriorating 

national accounts), and 

3. Most importantly the effect of the likely tapering of QE in 

the relatively near term. 

 

BONDS 

While bond yields have come down slightly of late (and prices 

gone up), prices on say 20 year SA government bonds are still 

around 8% lower than the prices at end December 2012 and 

yields are almost one full percentage point higher. 

We expect bond yields to rise further over the coming months,  

with potentially violent moves possible given South Africa’s 

dependency on foreign flows and the delicate state of global 

markets (on QE)..  

 
LISTED PROPERTY  

This increase in bond yields also had a profound effect on the 

listed property sector, with the SA listed property index roughly 

16% off the highs of May 2013. The sector has however (like 

bonds) recovered some losses, with the index down over 25% in 

August (from its high). 

We still (in spite of the weakness) see the listed property sector 

as expensive and vulnerable to capital losses given: 

 The fact that yields are still low (e.g. 7%) 

 Our expectation that bond yields will rise further. 

 Dull distribution growth rates (e.g. +-6%) 

 
CASH 

Money market rates have also edged higher, in spite of the Repo 

and prime lending rates remaining unchanged (and probably set 

to remain so for some time). 

We would expect money market rates to move higher over the 

time, but not much and not in the short term. 

Higher money market rates will put pressure on banking margins. 
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A NEW NORMAL OF LOWER EARNINGS GROWTH? 

The March to June earnings season was actually quite a 

noisy period, with different sectors and companies 

producing very different results. What did emerge was: 

 EPS growth rates (current and near term forecasts) are 

(generally) lower than historic growth rates.  

 EPS growth is highly company dependant. We believe 

that companies that are disruptive, be it in their 

offering, their business model, use of technology etc. 

will still produce EPS growth rates than the ‘market’. 

 Top line growth is critical and many sectors are 

experiencing price pressure due to competition.  

The reasons for lower EPS growth include: 

1. The global economy has been in a low growth scenario 

with key regions still battling very difficult conditions. 

2. Some of the larger caps (BATS, SAB, Bidvest etc.) are 

battling to grow top line (volumes), with some markets 

becoming saturated/ex-growth. 

3. The opportunity to drive EPS growth through efficiency 

(cost cutting) is diminishing, as many companies have 

already aggressively cut their cost basis 

4. Strike action/politics (mainly in South Africa) has 

hampered production, demand or disposable income. 

5. Companies are battling to pass on inflation, effectively 

squeezing margins. 

It is important to remember (as previously highlighted) that 

actual EPS growth rates are probably lower than those 

shown, as we have to also remember that EPS growth is 

being boosted by the scrapping of Secondary Tax on 

Companies (STC) as well as the weaker rand.  

There are still (and always will be) companies that are able 

to produce superior results (e.g. Discovery, Aspen, Steinhoff, 

Woolworths). 

 CONCLUSION 

We see the latest earnings season, in which corporate South 

Africa delivered pretty poor growth rates as reflective of the 

new normal of lower EPS growth rates.  

We feel it vital to consider this lower growth outlook when 

deciding on the ‘sensible price’ to pay for any company (i.e. 

relate the PE back to growth rate). 
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PORTFOLIO AND MARKET COMMENTARY 

The JSE Top 40 index posted a 12 month (to 10
th

 October 2013) 

capital gain of 19.8%. 

The performance was however very mixed, with resources once 

again underperforming (many prices were below the levels of a year 

ago) and industrials once again stealing the show, with a handful of 

shares (Naspers and Aspen) really driving the index. 

 

WHAT WE GOT RIGHT 

Overall we are happy with the performance of the model (and actual 

client) portfolios, as our generally very underweight resource 

positions shielded us against the poor performance of resources 

shares (e.g. Anglo is down 8% on a 1 year view).  

Good value was added by sizeable (largely equal) weightings in a 

handful of core holdings, which (generally) did well, for example:  

 Bidvest (+25.9%) 

 FirstRand (+29%) 

 Steinhoff (+36%) 

 Discovery (+49%) 

 Sasol (+30.5%) 

 MTN (+26%) 

 Naspers – in certain risk appropriate portfolios (+69%) 

More value was however created by meaningful (but not excessive) 

exposure to a few small and mid-caps, including: 

 Zeder (+57%) 

 City Lodge 40% 

 Capevin and Distell (34% and 39% respectively). 

 

WHAT DIDN’T WORK SO WELL 

While underweight resources, we still have some (diversified) 

exposure. Anglo in particular performed poorly, being almost 9% 

down on a 1 year view. Astral also performed poorly (-8.4%).  

We had generally limited exposure to a few superstars (e.g. Aspen 

and Naspers). 

All in all, our actual client performance is very similar to the market, 

but generally with much lower volatility. We also believe we are 

more protected than the market against an inevitable correction. 
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JSE and select share performance (1 year) 

Index 1 mth 3 mth 1 yr

ALL SHARE INDEX -0.5      9.3        19.8      

RESOURCES -5.8      14.4      -2.5      

FINANCIAL 2.3        8.7        21.9      

INDUSTRIAL 0.7        7.4        37.6      

MID CAPS 3.0        6.6        14.0      

SMALL CAPS 4.1        10.1      27.8      

SA LIST PROPERTY 1.7        -0.5      6.2        

Index change over
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