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MUCH THE SAME!! – ALL EYES ON CENTRAL BANKS 

The focus of the markets in Q3 2014 was once again on the 
outlook for monetary policy. What was different this time 
though, is, that it is no longer just a question on when the Fed 
would move, but what other central banks (mainly the ECB and 
BoJ) are likely to do in the coming months, given the very 
different performances of and outlooks for the major economies.  

We sense that the different phases of the US Fed and BoE on the 
one hand, and the ECB and BoJ on the other are causing a fair 
degree of unease/confusion in markets. This ‘unease’ is being 
compounded by fears that the ECB will fail to follow through on 
its ‘we will do anything rhetoric’, due to division within the ECB. 
 

THE US 

The US Fed is in a very difficult situation as QE (new buying) is set 
to end soon, and forward guidance indicates rates will be raised 
in mid-2015 (the Fed have not however provided clarity on the  
metrics that will drive this decision). Whilst the recent economic 
data has been overidingly positive (and generally surprising on 
the upside), this growth is still seen as fragile, and vulnerable to 
the pulling of the stimulus safety net. Positive data included 
unemployment data (5.9%), manufacturing PMI, strong export 
figures, positive Q2 GDP revisions (+4.6% Q2), and  positive 
prospects for the 2

nd
 half of 2014 as pent-up demand in the 

cyclical sectors such as housing and auto sales pick up.  

US markets however failed (in the quarter) to respond to this 
data and the optimistic outlook for the rest of 2014, with the S&P 
500 retreating 0.1%, and the Dow up a modest 0.5%. Techs had a 
good quarter though, with the NASDAQ up by 4%, buoyed by 
IPOs and belief in the changing role of tech in markets.  

We remain concerned about the ever growing US debt position, 
a view shared by the IMF. 

 

THE UK AND EUROZONE 

The UK has slowly, but surely emerged from recession, and is 
looking like the star performer (good growth and reasonable 
momentum) given forecasts of upbeat economic data over the 
next year or two. The UK is showing some sustained momentum 
in growth, solid production output, lower unemployment rates 
(predominantly younger and lower income earners), adding to 
the case for monetary policy tightening, as has been indicated by 
Marc Carney and the BOE.  

The FTSE however retreated by 2.7% as fears around Europe and 
concerns over tax receipts dampen the general economic mood. 

Europe in contrast, is being characterised by: 
1. Poor economic performance (and confidence), including 

anaemic growth (if any) in most countries.  
2. Policy uncertainty (within the region, countries and the ECB). 

 

Source: http://www.ibdeditorials.com/cartoons 

3. Geopolitical tensions (most notably as Europe bears the 
brunt of sanctions on Russia). 

4. Concerns over the national finances of a number of 
countries (e.g. France’s push for a larger than 
‘acceptable’ budget deficit), and 

5. Largely negative equity returns as investors react to the 
uncertainty. 

While our last newsletter spoke of pockets of Europe looking 
better, this recovery seems to have been short lived, given 
the issues raised above. 

Eurozone unemployment, inflation (a real fear of future 
deflation), and production data has indicated that the 
broader Eurozone economy faces renewed headwinds. This 
is particularly prevalent in the peripheral countries with 
large debt piles, and structural challenges. The ‘’back-bone’’ 
of the Eurozone (Germany), has also showed signs of slower 
growth, disappointing production data, and tougher 
economic conditions.  

This has forced Mario Draghi and the ECB to embark on an 
additional stimulus package (of Asset backed securities (ABS) 
purchases) over and above the current low lending rates and 
long term refinancing program, as they try and contain the 
economic downturn and minimise the risks of deflation.  

 Country 

GDP % Growth Market Performance 

2013 2014E 2015E Market 
Q3 
Return 

USA 2,2 2,2 3,1 S&P500 -0,05% 

UK 1,7 3,2 2,7 FTSE100 -2,7% 

Eurozone -0,5 1,2 1,5 STOXX 600 -0,5% 

Germany 0,5 1,4 1,5 DAX 30 -4,3% 

France 0,3 0,4 0,9 CAC 40 -1,0% 

Italy -1,9 -0,2 0,9 FTSE MIB -3,1% 

 Source: IMF - GDP Data, Thomson Reuters – Market Data 

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

We stated some time back that we see Abenomics as an 
experiment, and consistently questioned how effective 
Abenomics would be on the medium to long term, taking the 
view that the experiment is in effect an accident waiting to 
happen. While the initial stimulus and efforts to weaken the 
Yen were effective on the short term, the benefits were quite 
short lived (and are now proving counterproductive) and will 
ultimately fizzle as the real issues (e.g. labour market reform, 
wholesale fiscal reforms) are not tackled.  

We sense that the positive kicker of the copious monetary 
stimulus is already starting to wane, as recent data suggest that 
inflation is not increasing at expected pace, and export and 
consumer spending data has disappointed of late. 

The BOJ has embarked on an even more aggressive stimulus, 
including higher volumes of asset purchases, and a planned 
second round of tax hikes to fund the budget deficit. We 
remain sceptical on this approach, without structural reforms.  

The Nikkei 225 however cheered this added stimulus (and the 
impact of the Yen) adding 5.5% in the quarter.  
 
CHINA 

7.5% is not only the targeted growth rate for China, but is also a 
seemingly critical psychological level (of growth); with many 
fearing that GDP growth below this magical level will somehow 
point to a soft (or not so soft) landing. 

While China’s recently added a small stimulus package (to 
combat recent growth headwinds), may be seen as evidence of 
the determination of the Chinese authorities to achieve their 
targeted (7.5%) growth rate, we believe that they are generally 
accepting of a lower growth path and the likely J curve impact 
of transforming the Chinese economy away from export to 
local demand. 

We still believe that the world’s fastest growing economy will 
come in for a soft landing in the next year (2015 growth will be 
closer to 7%). In the meantime, the credit extension is having 
its desired effect as PMI has shown favourable movements of 
late, filtering through to gains in equities. 

The political tension in Hong Kong however poses the risk of 
pro-democracy contagion in other parts of China. We are 
therefore carefully watching how Beijing handles Hong Kong. 

The Chinese market produced strong gains over the period, 
with the Shanghai Composite increasing 15.3% (this return is 
however exacerbated by the low base and disconnect from 
euphoric markets). 

While the recent performance of the Shanghai index may have 
been positive, we remind readers of the dismal performance of 
Chinese equities over the past 5 years (see chart opposite). 

SOUTH AFRICA 

The South African economy is still struggling to find its feet, 
after a very difficult and protracted strike/industrial action 
period, which had a huge effect on growth (especially in the 
first quarter of 2014).  With inflation (6.4%) still running 
ahead of the upper target range (6%), interest rates may 
well be increased again in the near future. 

The latest current account and trade balance data have also 
been disappointing as we struggle to close this deficit. This 
twin deficit is adding more pressure to the Rand, which is 
itself adding to the deficits. 

Unfortunately, all of these factors filter down to the 
consumer on the street, where disposable income is under 
massive pressure, as evidenced in the African Bank 
situation.  

While many South African households have consciously 
reduced their debt levels over the past few years, we 
believe that many lower LSM groups are saddled with 
excess debt, and that this will not only add to bad debts for 
lenders, but will greatly impact consumer spending over the 
next year or two. 

Our local market reflected the disappointing economic 
fundamentals, with the all share losing 4.2% in the quarter. 

 

Country 

GDP % Growth Market Performance 

2013 2014E 2015E Market Q3 Return 

Japan 1,5 0,9 0,8 Nikkei 5,5% 

Russia 1,3 0,2 0,5 
Russia 

RTS -17,5% 

China 7,7 7,4 7,1 
Shanghai 

C. 15,2% 

South Africa 1,9 1,4 2,3 JSE ALSI -4,2% 

 Source: IMF - GDP Data, Thomson Reuters – Market Data 

http://www.kornerperspective.co.za/
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COMMODITIES 
Commodity markets had a very difficult quarter on a 
combination of lower demand (mainly on Chinese growth 
concerns) and progressively more supply (especially in the likes 
of iron ore and coal).   
 
Gold lost a modest 1.2%, boosted by its safe haven status. 
Platinum however lost 14% over the third quarter, indicating that 
the strike action and lower production, has not materially 
impacted the supply/demand dynamics, but rather that 
alternatives (such as Palladium) are used instead of the 
traditional platinum, disrupting the demand for the metal. 
 
Copper and Oil fell sharply, losing -6.4% and -15.7% respectively. 
Iron Ore remains in a bear market having decreased 18.2% (over 
50% in last few years) in the quarter, impacted heavily by lower 
demand from China.  
 
BONDS AND PROPERTY 
While local bonds yields rose in the previous quarter (on the back 
of SA ratings downgrades and the rate hikes of the SARB), these 
yields recently retreated (e.g. the R186 yield from +- 9% to 8.1%), 
we have (previously) indicated that we expect market rates 
(mainly bonds) to somewhat dislocate from official rates. We are 
weary of SA bonds given persistent inflation risk, downgrade 
risks and tighter monetary policy. Investors should avoid fixed 
coupon, long dated bonds. 
 
Local listed property had a positive quarter, with the SA Listed 
Property Index recording a capital gain of 4.6%. Local listed 
property was buoyed by listings, investors scratching for yield 
and generally greater risk appetite.  
 
EQUITY 
Global equity markets had a tough quarter, with the MSCI World 
Index losing 3.2%. We firmly believe that global markets have 
started to gradually correct, where prices will slowly correct (a 
‘slow puncture’ rather than a tyre burst). This was also seen in 
the first couple of weeks of the new quarter. We see this 
correction as healthy, and look forward to buying good 
companies on reasonable valuations in the coming months. 
 
The JSE All Share was also weaker, shedding 4.2% over the 
period. Resources weighed heavily on the broader index as the 
Resources index lost a hefty 10%. Financials and Industrials (still 
on lofty PE multiples) saw slightly more modest declines, 
decreasing by 2.4% and 2.6% respectively. Mid-caps however 
managed to buck the trend, showing a slight increase of 0.33%. 
 
The rand was 5.8% weaker against the dollar during the period, 
as international investor sentiment waned. The weaker rand 
protected our market against larger declines in Q3, given the 
large offshore company component. 

Index END Q2 2014 
END Q3 

2014 
Period 
Return 

JSE ALSI 51480 49336 -4,2% 

JSE Top 40 46481 44160 -5.0% 

Resources 58371 52556 -10.0% 

Financials 14609 14265 -2,4% 

Industrials 59925 58371 -2,6% 

Mid-Caps 64273 64484 0,3% 

Listed 
Property 516 540 4,6% 

 

 

http://www.kornerperspective.co.za/
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2014 – THE YEAR GEOPOLITICS BECAME RELEVANT AGAIN 

It is quite amazing, upon reflection, just how little impact 
geopolitics has had on markets over the past few years (say in 
the five years between 2009 and 2013), given the rapidly 
rising political tensions in so many areas. 

We sense however that geopolitical and social developments 
are likely to have a greater impact on the world (and markets) 
over the next few years, given the growing number of 
hotspots, and how some of these areas appear to be 
approaching a tipping point.  

Below some of the more concerning geopolitical and social 
areas that pose near term threats.  

THE UKRAINE 
 
While the Ukrainian situation in itself may appear somewhat 
limited/isolated, it is important for three reasons, namely:  

1. The US and its allies have clearly taken a stand, and this 
has the potential to draw us back into a cold war type 
environment (at least for the next couple of years). 

2. It is causing an ‘us and them’ polarisation in the world, 
with China for example not backing sanctions (against 
Russia), and 

3. It is likely to have a significant impact on regional growth, 
with Russia and Europe especially hard hit. 

 
IS (THE ISLAMIC STATE) 
The aspirations of the IS to redraw the map of a portion of the 
Middle East is important for a number of reasons, namely: 

1. It is obviously having a destabilising effect on Iraq and 
Syria, and causing a humanitarian crisis. 

2. It appears to be causing significant tension within the 
Middle East (inside countries, between states and 
between the US and a number of their traditional allies), 
and 

3. It is also likely that strikes by the US, the UK and France 
on IS can result in an increased threat of terror activity in 
the US, UK etc.. 

NORTH KOREA 
While the world has become accustomed to the Sabre rattling 
of North Korea, we fear that North Korea is becoming 
increasing ‘desperate’ and as such ever more likely to cause a 
major incident. 

 

 

 

Risk Potential Impact Probability of 
Impact short term 

The Ukraine Very High High 

Russia  
(ex Ukraine) 

Very High Low but rising 

IS (Islamic State) High Very High 

North Korea High and rising High 

Terrorist activity 
(in US, UK etc.) 

High and rising High and Rising 

Mid East /  
North Africa 

Moderate and 
Rising 

High 

Israel (Gaza, Iran, 
Syria) 

Moderate and 
rising 

High 

Ebola Uncertain but 
rising 

Moderate but rising 

China sea conflict Very high Moderate but rising 

India Pakistan Very High Low 

Spain Catalonia Low to Moderate Low 

 

Source: http://news.bbcimg.co.uk/media/images/76 1 

 

Source: http://media.cagle.com/205/2013 1 

http://www.kornerperspective.co.za/
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ISRAEL AND ITS NEIGHBOURS 
It sound crazy to say, but it appears as though the Israeli-Gaza 
situation appears to be settling somewhat.  

The region remains a hotspot though with the long standing 
animosity between Israel and many of their neighbours (most 
notably Iran) and it is likely that tensions will escalate, 
especially given the division caused by and apparent progress of 
IS. 

NORTH AFRICA AND THE REST OF THE MIDDLE EAST 
While those states that experienced the Arab spring may have 
seen greater democracy, countries like Egypt, Libya, Tunisia and 
Algeria continue to battle politically.  

Saudi Arabia is also a very important country to watch, given 
their oil production and strategic role.  

EBOLA – IT SEEMS TO BE GETTING WORSE BY THE DAY 
It is realistic to assume that it is just a question of time before 
the UK, other parts of Europe etc. join the US and Spain in 
recording their first Ebola cases, as the death toll nears 
5000.The question is what western governments will do to 
protect their citizens. 

While these governments appear reluctant to implement full 
scale formal screening, or adopt other strategies to limit Ebola 
risk (e.g. travel bans), we anticipate the Ebola outbreak to have 
at least a small impact on travel on the near term, but it has the 
potential to have a bigger impact in the coming months if we 
don’t see a moderating of the incidence. 

South Africa will probably be more impacted than most 
countries, given our geographic and economic positioning.  

OTHER POSSIBLE HOTSPOTS 

INDIA AND PAKISTAN 

India and Pakistan are important given the population sizes and 
that both nations possess nuclear capability. While the India-
Pakistani situation remains tense (and is seemingly getting 
worse), we don’t see this as a major risk on the short term but 
see it having the potential to be a major issue in the medium to 
long term. 

CHINA AND ITS NEIGHBOURS 

We also see China increasingly flexing its muscle in the Pacific 
and China seas. This in part seems to be part of a longer term 
strategy to challenge the ‘authority’ of the US as the 
peacekeeper/enforcer in the region, but also seems to point to 
a desire to lay claim to potentially disputed areas (such as the 
recent Senkaku Island dispute with Japan).  

Source: http://jasonkim29.files.wordpre 1 

 

The tension between China and Japan, and China and other 
nations is also clearly steadily rising with incidents between 
the respective navies, coast guards and civilian fleets 
becoming more frequent and occasionally spilling into 
conflict.  

HONG KONG 

The protests in Hong Kong are important, as it will give some 

guidance on how Beijing will handle social unrest on the 

mainland. It is important to remember how many mainland 

Chinese probably visited Hong Kong over the past few weeks 

and how these citizens would have seen the handling of the 

Hong Kong protests and this message will probably get back 

to many typical Chinese citizens. 

 

Ebola Deaths by country (source http://www.bbc.com/news) 

http://www.kornerperspective.co.za/
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KÖRNER PERSPECTIVE 
PORTFOLIO COMMENTARY 
 

We have for some time now held the view that value has been hard 
to find in our local market (the market was generally overvalued), 
based on most shares on historically demanding PE’s, but with EPS 
growth rates lower than the past.  
 
We were forced therefore, with value hard to find and some assets 
very overvalued, to not only be very vigilant when buying (making 
sure we paid the right price for the realistic prospects), but were 
also forced to take some money off the table (for some clients) in 
order to protect the portfolios against corrections. 
 
While the JSE All Share returned +12.2% on a 1 year view, the last 
quarter was difficult, with the All Share losing 4.2% in the period. 
 
WHAT WORKED 
 
We are especially pleased with the really solid performance of 
(most of) our core holdings. Examples of this good (relative) 12 
month performance (relative to the All Share’s 12.2% gain) include 
Steinhoff (+52%), Firstrand (+25%), Sasol (+28%), BAT (+21%), 
Discovery (+21%), MTN (+20%) and Bidvest (+15%). 
 
KP has also for some time now stressed the importance of medium 
and small caps, and how we expect these to boost the returns of 
portfolios. Balance must however be found when looking for return 
boosting small and mid-caps, as small and mid-caps can introduce 
more risk (due to various including volatility and lack of liquidity).  
 
We are pleased that our widely held mid and small caps worked 
well on a one year view. These include Grand Parade Investments 
(+98% - We only added GPL to portfolios in the last 3 months 
though, returning +25%), Astral (+61%), Zeder (30%), Reinet 
(+31%), and Capevin (+16%). 
 
Our cautious stance on resources and deliberately underweight 
resource equity holdings (with virtually no single commodity 
exposure) also protected us (our clients) against the very poor 
performance of the resources sector (on both a three month and a 
one year view). Resources posted very poor returns in the quarter 
(compared to the ALSI’s loss of 4.2%) in Q3, with BHP Billiton down 
12%, Anglo American 7% lower, Impala Platinum down over 20% 
and Kumba Iron ore down by almost 22%. 
 
Our decision to sell out of PPC in the previous quarter also worked 
well, not only because of the poor share performance (PPC lost 
7.6% in the quarter) , but there seem to be some fairly big 
problems in the boardroom and questions raised over Africa . 
  
We are happy with the performance of our model portfolios, and 
feel our portfolios are probably going to produce returns similar to 
better that market, but with a lot less volatility, and without 
unnecessarily increasing the risk of the portfolios by adding high 
beta stocks (as is explained later). 
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KP Watchlist (1 Year % Change) 

WHERE WE HAD LIMITED EXPOSURE (MISSED OUT) 

Korner Perspective has consciously (for various reasons) 
run very limited exposure (if any) to some shares that 
have had rather impressive performances of late. These 
shares include Naspers (+33%), Mr Price (50%), Aspen 
(+28%), SABMiller (+25%) and Pick n Pay (24 
 
Even though the general market has been driven by these 
high beta large cap shares, we feel that largely the 
fundamentals are not supportive at these lofty PEs and 
should progressively rerate. It is for this reason that KP 
would rather not chase performance by buying the above 
list. 
 

http://www.kornerperspective.co.za/
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CORPORATE ACTION – IT’S THE LATEST FASHION 

The combination of strong corporate balance sheets, mature business models, a sluggish GDP growth environment (and the impact 
on EPS growth rates), low interest rates, a desire to diversify business model and a desire to attack the cost base (internally and in 
acquisition targets), has resulted in a high degree of corporate M&A activity of late. 

This is also true in South Africa, where almost all our major holdings are involved in some type of corporate action, with many locally 
listed companies either looking for acquisitions or selling off difficult or non-performing assets.  

 
 

While the likes of Naspers may themselves be fairly quiet on the M&A front, they have benefited greatly from M&A elsewhere in 
the industry (e.g. Google and Facebook). 

POSSIBLE LOCAL TARGETS 

Local companies that we feel may be takeover targets include SAB Miller (a tough deal to do), MTN (also difficult deal), Anglo 
American, Pick and Pay, Shoprite, Distel, Truworths, Foshini, Nampak, Grindrod, Reunert, City Lodge, Clover, Spurcorp, Metrofile 
and Telkom. 

CONCLUSION 

While there is little doubt that corporate action has had a massive effect on our market over the past few months (e.g. 
speculation over of SAB Miller being a target for AB Inbev clearly boosted their share price by well over 10%), one senses that the 
M&A frenzy may be approaching an end, especially given the likelihood of rising interest rates in the coming years. 

 
 

 Targeting/ bought Selling 

SABMiller Heineken, Guinness? Distel?, Tsogo Sun 
BHP Billiton  Moving noncore assets to Newco. Possible sales in 

SA (e.g. coal) and Aus 
MTN Possibly Middle east, Africa (e.g. Ethiopia) or India Masts in Nigeria 
Anglo 

American 
 Many unprofitable/ subscale assets  e.g. copper in 

Chile 
Old Mutual Bought Intrinsic Advisors (UK). New African markets Sold Skandia Germany & Austria, Listed US asset 

management business 
Steinhoff Bought Kika-Leiner (Austria), Frankfurt Listing Part of the stake in KAP 
Remgro Distel and RCL (possible) Grindrod and RCL active Flipped TSB into RCL 
Sanlam Targeting 3 or 4 transactions in Africa (e.g. Malawi, 

Angola, Mozambique) 
 

Aspen GSK assets, Nestle nutrition, API  
Bidvest Adcock Ingram, Gruppo DAC (Italy), PCL (UK),  

Grindrod Bank 
 

Woolworths David Jones  
Investec  Australia, Kensington 
NEDCOR Buying additional equity stake in eco bank  
Vodacom Buying Neotel.  

Still probably looking for new markets in Africa 
 

Mediclinic Clinique La Colline in Geneva (via Hirslanden)  
Distel/ Capevin Burn and Stewart. African distribution network  

Zeder Take out of Agri voedsel. Purchase of Capespan Sale of Capevin and other small holdigns 

 

http://www.kornerperspective.co.za/
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The ‘demise’ of African Bank has been well covered by the media. 
While it’s ending seemed abrupt and came as a surprise to many, it 
is an interesting story to analyse to see what went wrong and what 
we (collectively) can learn from it. 

BACKGROUND 

African Bank was until fairly recently (say 18 months back) seen as a 
vibrant company that was well run, well capitalised and generally 
quite stable (albeit in a potentially risky sector). The analysts seemed 
broadly happy with the in business model, and felt management 
knew what they were doing (e.g. were adequately providing for bad 
loans. The best evidence of the comfort of the market in the ABIL 
story lay in the estimates (say 2 years back) of dividend yields 
comfortably above 5% and how the bond market (where most of the 
funding originated) seemed happy with the risks. 

African Bank therefore appeared on the surface (and based on 
analyst forecasts) to be fairly secure and a reasonably safe bet.  

SO WHAT WENT WRONG? 

Under the hood, pressure was building, driven by overly indebted 
customers with ever shrinking debt serviceability.   

The combination of rapid advances growth (in previous years), 
increased loan sizes and long loan terms, strike action and generally 
over indebted borrowers (added to by African Bank) triggered a 
significant deterioration in the loan book, resulting in a massive rise 
in impairments. Neither the bond or equity market however share 
our pessimistic view on African Bank. 

Now almost 2 years after we looked at African bank, we see the 
bank as we know it placed under curatorship, Ellerines under 
business rescue, with African Bank split into a ‘good bank’ and a ‘bad 
bank’. The bailed was engineered by the SARB who arranged funding 
from mainly the big banks. 
 
THE EFFECT  
The failure of a bank is always important, as it not only affects 
shareholders, bondholders (limited in their case) and depositors, but 
systemically affects the whole banking environment (and its 
customers). The ripple effect was seen in the ratings downgrades of 
the big banks.  
 
Shareholders who bought African Bank on 1

st
 August 2012 (when the 

market liked the story) would have paid R30 per share (on a PE of 
about 8) and would have lost 99% of their capital as the share price 
dropped to 31c. Bondholders were also impacted as senior debt took 
haircut of 10% on capital, whilst subordinate (junior) debt has been 
completely written off. 
 
All trading in African Bank securities (both debt and equity) has been 
halted, until such a time that the ‘good bank’ is able to trade without 
curatorship. 

Money market and income funds have been ‘forced’ to ‘side 
pocket’ the African Bank exposure so as to accurately 
reflect the fund’s performance going forward. 

WHAT CAN WE LEARN 
Our lessons learnt from the African Bank story are: 
1. Companies can have a profound impact on their 

customers, and in so doing affect their own destiny. 
2. It is normally the combination of lots of small things 

that ultimately kill companies, but that the big issue is 
always the underlying business model. 

3. Failure is normally a process, and not an event. 
4. Leverage magnifies mistakes and this can quickly wipe 

out capital. 
5. Anyone can get it wrong. We saw both the equity and 

the bond market not properly assess the risks. 
6. Even the large institutions (e.g. Coronation or Allan 

Gray) sometimes get it very wrong.  
7. Regulators of key industries (e.g. banks) should have 

the power to ‘intervene’ to protect the system and 
clients, and 

8. Stick to your investment philosophy and continually 
review investments for model changes. 
 

SUMMARY 

African Bank is a sad story, not only due to the losses 
suffered by shareholders and bond holders, but for its 
clients and society as a whole. Our three takeaways are: 

1. Investors can limit the risk of loss clinically assessing 
the business, its risks and the likely returns.  Chasing 
returns is a very dangerous game. 

2. Stick to a trusted investment philosophy. Ours for 
example is to buy assets we understand (and trust) and 
have good long term prospects, at the right price (value 
must be such that reasonable returns are likely).  

3. Direct investing (as opposed to funds) allows one to 
apply strict asset selection criteria. 

"Investors should remember that excitement and 

expenses are their enemies. And if they insist on 

trying to time their participation in equities, they 

should try to be fearful when others are greedy 

and greedy when others are fearful.” 

Quote by Warren Buffet  
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INTRODUCTION 
 
We have, for some time now, expressed the view that (selected) 
offshore companies offer better value than our local market. 
Another benefit of offshore investing includes the ability to gain 
access to markets and industries that are unavailable in South 
Africa. 
 
Volkswagen is a perfect example of such an industry and 
company, and as such forms part of our global model portfolio. 
 
Volkswagen AG (VW) manufactures (Passenger and commercial), 
distributes and provides finance for 12 different vehicle brands 
including VW, Seat, Skoda, Porsche, Bugatti, Audi, Ducati 
(motorcycles), Lamborghini, Bentley, Scania, Man, and VW 
Commercial vehicles.  
 
SALIENT FEATURES 
 
VW is a truly global company, with 109 production plants spread 
across 27 countries worldwide (with the bulk of production in 
western Europe).  
 
The brand footprint is steadily growing and we feel that the 
following support our view that VW is a good long term 
prospect: 
 
1. The VW portfolio offer a good mix of vehicles across 

spectrum (income brackets), from the lower end 
(VW/Skoda) right to the highest earnings bracket with 
brands like Lamborghini and Bugatti.  

2. VW has extensive global exposure, but a strong and growing 
emerging market footprint (e.g. India, Russia, and African 
countries). 

3. VW is seen as an inspirational brand (espically in China),. 
This bodes well for growth China as we see a rapidly 
growing emerging middle-class. The Chinese population are 
also showing favour for Non-Korean and Non-Japanese 
brands. 

4. Environmental controls are becoming stricter in China, 
which will see a greater demand for ‘cleaner cars’ of which 
VW will be a beneficiary. 

5. Management are extremely capable. While not as excitable 
as the management of a lot of the other global companies, 
we feel that they are operationally sound and capable of 
driving growth (mainly off solid organic growth).  

6. VW have a clear strategy of creating a ‘modular’ production 
capability, which will reduce production costs, as cars are 
produced geographically where they are sold. 

7. VW has great strength in their distribution ability. 
8. The rapid growth of sales in China, means that the reliance 

on developed markets (such as America and Europe) is  
rapidly diminishing, which we see as very  positive. 

 
 
 

SUMMARY 
 
The core strength of Volkswagen lies in their operational 
competence (mainly the manufacturing of quality products and 
efficient distribution). We see strong organic growth from 
emerging market region, which bodes well as developed 
automotive markets seem to be cooling. 
 
Its product portfolio and geographical diversity, indicates that 
VW is a well-balanced and diversified business. We expect early 
single digit earnings growth in the next two years, placing it on a 
favourable multiple, sweetened by a healthy forward dividend 
yield of 3.3%. 

Western 
Europe 

32% 

Central and 
Eastern 
Europe 

6% 

Other 
Markets 

4% 

North 
America 

9% 
South 

America 
7% 

Rest of Asia 
Pacific 

4% 

China 
38% 

VW Geographic Exposure (Passenger) 

Share Price 
Cur. 
PE 

FWD 
PE 

2 Year AVG 
EPS 

Growth 

FWD 
Divi 
Yield 

Volkswagen €155,15 8,33 7,1 13,70% 3,10% 
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INTRODUCTION AND BACKGROUND 

HSBC really is one of the world’s banking giants (2nd only to ICBC 
in assets), with total assets in excess of USD 2.7 trillion, and a 
market capitalisation of almost USD 200 billion. 

While HSBC rightly brag about a global footprint (given their 
presence in 74 countries, and a staff compliment of around a 
quarter of a million people), HSBC is, in fact, heavily focussed on 
emerging markets, with the majority of their profit made in Hong 
Kong, Asia, Latin America and EMEA. 

HSBC offer comprehensive financial services to customers, but 
report in 3 key segments, namely commercial banking, global 
banking and markets and retail banking and wealth. Global 
private banking seems to be a rapidly shrinking contributor. 

GRINDING BACK TO PRE CRISIS LEVELS 
HSBC is, like all global banks, slowly rebuilding its earnings to the 
pre-crisis levels. We sense that this will take time though, given 
the high base of say 2007.  

We are comfortable however that the EPS (of HSBC) will progress 
over time, and that we could expect see real EPS growth of 5% to 
8% p.a over time. We see these EPS growth rates as very 
acceptable, especially given the PE of 11 times.  

We also feel that HSBC have largely moved on from their ill-timed 
entry into the US property market. 

IT WON’T BE EASY THOUGH (ON THE SHORT TERM AT LEAST) 
Even those of us who traditionally like investing in big banks must 
admit that it is, quite frankly difficult to be upbeat about the 
short term outlook for global banking, given: 

 A much tougher regulatory (e.g. Basel III) and operating 

environment (e.g. cost pressure and little top line growth). 

 Some of the biggest banks being guilty of collusive behaviour 

(e.g. rate fixing), and the ongoing risk of fines. 

 Concerns about the normalisation of monetary policy 

 The need to run high capital and liquidity buffers. 

 Governments looking to cleanup (and punish) the banking 

sector. 

  Greater scrutiny of the business models and massive 

pressure to break banks into logical silos (e.g. to separate 

risky investment banking from bread and butter lending), 

and 

 Anaemic economic growth and low balance sheet growth.  
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KÖRNER PERSPECTIVE 
GLOBAL MODEL HOLDINGS 
HSBC PLC CONT. 
 

LIKE IT OR NOT, THE WORLD NEEDS BANKS 

While governments and citizens around the world are rightly 

taking the banking industry to task for their role in creating the 

global financial crisis and their behaviour (e.g. in conflicts of 

interest, rate manipulation etc.) over the last decade, we believe 

that this too will pass (and the industry is cleaning itself up), and 

that the sooner the world moves on the better, as the world 

desperately needs a sound and confident banking sector to 

grease the wheels of industry.  

While it is likely therefore that that the global banking giants will 

have endure further body blows, in the form of: 

 More fines. 

 A tougher regulatory and compliance environment. 

 A generally nervous environment, and 

 Potentially broken up businesses, we believe that society 

will (sooner or later) recognise the critical role banks play, 

and the degree to which bank bashing is actually part of the 

problem (e.g. in preventing real world lending)  

THE STRONG WILL GET STRONGER 

It is incredibly ironic how the very acts of bank bashing, the hefty 

fines, the regulatory and compliance burdens etc. that were all 

designed to clip the wings of the financial sector, and prevent 

systemic risk (of overly powerful banks) is actually making the 

global giants stronger, and creating a collection firms that will be 

without doubt be too large to fail. 

The giant global banks (the strong) are in the fortunate position 

of having scale, diversification (geography and product), patience 

and access to funding and capital. 

Evidence of the strong getting stronger is seen in the closure of 

smaller/ regional banks in the US (see opposite). 

WHY WE LIKE HSBC 

1. Good geographic diversification, but especially their strong 

emerging market positioning (where the growth is). 

2. Their excellent geographic footprint positions them well to 

benefit from a long term strategic perspective (e.g. in two 

way emerging market trade or new currency settlements). 

3. A well balanced business model, with retail banking (and 

wealth), commercial banking and global banking and 

markets all contributing meaningfully. 

4. A cost to income ratio that could drive EPS growth for some 

time (e.g. if they go from +- 60% to 50%). 

 

5. Their very strong balance sheet (both capital and 

funding). This means that HSBC will be less dependent on 

potentially volatile funding lines. 

6. (Relatively) very limited exposure to the developed 

markets (especially the US property market). 

7. Their undemanding PE and attractive dividend yield. 

WHAT ARE THE RISKS? 

While we like the medium to long term story for HSBC, we 

recognise that global banking will be tough on the short (to 

medium term), and fear: 

1. Ongoing fines weighing on results and eating into capital. 

2. Running excess liquidity weighs on profitability, especially 

in an environment where there is almost no advances 

growth. 

3. That they may become slightly too accommodating/ 

conservative while placating regulators etc., and 

4. PBT from markets may be harder to come by in a more 

normalised interest rate world. 

Investment is however ultimately about weighing up the 

opportunity (return potential) against the risk. We believe that 

HSBC is a good, well run business, with excellent positioning in 

the world’s key growth zones. We believe further that HSBC 

offers good value (FPE is under 12x and forward dividend yield 

is 5,2%) and as such feel it should be added to client portfolios 

around current levels. 

 Target range 2013 2012 

ROE 12 to 15 9.2 8.4 

Cost efficiency ratio 48-52 59.6 62.8 

Advances-to-deposits 
ratio 

<90 72.9 74.4 

Core tier 1 ratio 9.5 to 10.5 13.6 12.3 
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We have decided to add quarterly column dedicated to fiduciary 

and financial planning matters, as we firmly believe that effective 

money management begins with the right structures. 

While there are a number of changes (and pending changes) 

relating to trusts (e.g. tax or accounting), we believe anyone who 

is in one or more of the situations below should consider 

establishing a trust: 

1. If your dutiable estate (for estate duty purposes) exceeds the 

exempt amount (R 3.5 mil per individual or R 7 mil for a 

couple).  

2. If you hold significant growth assets (e.g. private companies) 

that you plan to leave to your beneficiaries on a long term 

view (such as family businesses and family property assets).  

Transferring such assets into a trust may limit ever escalating 

(future) CGT and estate duty. 

3. If your spouse and beneficiaries lack financial or investment 

skills, or experience. 

4. If you have minor or children and reasonable asset value. 

There are significant long term benefits to establishing an 

inter vivos trust (as opposed to establishing a testamentary 

trust) while you are alive, including: 

a. It will help ensure that the trust and assets are well 

structured, managed and monitored. 

b. It helps to ensure the ‘right’ investment mandate for 

the long term beneficiaries. 

c. It allows the trustees (and family members) to better 

understand your long term financial plan and 

become accustomed to the admin and governance 

around trusts. 

d. It ensures minimal disruption to your family in 

months immediately following your death (e.g. 

almost no stress around daily living expenses). 

5. If you have special needs children. We would also recommend 

families with special needs children/family members to 

consider a special trust for these beneficiaries, as these trusts 

offer significant tax benefits. 

6. If you wish to leave significant amount of money to charity. It 

may be worthwhile capitalising a Public Benefit Organisation 

(PBO)/ foundation or donating assets to an appropriate PBO 

before your passing, as this not offers potential tax 

advantages, but your personal involvement will ensure that 

the foundation operates as you intend it to operate. 

7. If you need to protect the rest of your estate/ family from 

creditors. 

COMMON MISCONCEPTIONS ABOUT TRUSTS 

There are a number of misconceptions about trusts. 

Discussed below are some of the key ones. 

Trusts are only useful 
for tax 

Trusts do still offer tax planning 
benefits. The real benefit extends 
beyond tax, as a trust can 
become the central vehicle to 
house and manage family wealth 

I lose access to my 
money  

The settler/donor still has access 
to capital (via their loan account 
and by being a beneficiary)  

The costs and admin 
are excessive  

While there are some costs 
associated with trusts 
(professional trustee fees), these 
needn’t be excessive if you 
choose the right service 
providers. 

The tax benefits of 
trusts are going 

While SARS will probably remove 
some of the traditional tax 
benefits of trusts (e.g. the ability 
to conduit income and gains) , 
trusts still offer CGT and estate 
duty benefits, by avoiding 
triggering CGT on death and by 
parking growth 

Trusts are only for the 
very wealthy 

While the costs are proportianaly 
higher in smaller trusts (e.g. a 
couple of Million Rand), your 
estate will grow and it is good to 
pay slightly higher proportional 
fees in the early years for the 
long term benefits 

 

Please feel free to contact us for more information on trusts 

or our estate planning services. 
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