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Proponents of passive investment (i.e. where one simply tracks a 
benchmark by holding replicant funds/tracker funds) argue that 
the average manager will, statistically, after costs underperform 
their benchmark. 
 
This argument actually has considerable merit in situations 

where: 

1. An active manager essentially replicates the benchmark. 

2. Money is automatically put into the market, regardless of the 

level (price), and 

3. Model holdings are mechanically added, regardless of the 

level of those assets or the outlook. 

Korner Perspective would however argue that there is a strong 

case for active portfolio management when one avoids the 

pitfalls above. We will discuss each item in more detail below. 

ASSET SELECTION IGNORING THE BENCHMARK 

We firmly believe that good, risk appropriate assets, with good 

medium term prospects should be included in an appropriate 

ratio (regardless of the benchmark) and inappropriate assets 

should be avoided completely, regardless of benchmark weight. 

Illustrated opposite are our over and underweight positions (as at 

Jan 2012) on some of the bigger positions in the Korner 

Perspective model portfolio (a balanced/moderate growth 

portfolio) compared with the JSE Top 40 index at that time. 

As can be seen, some of our ‘conviction bets’ at the time, 

included an 8% overweight position in British American Tobacco 

(it was not even a Top 40 constituent due to its inward listed 

status), a 6.6% overweight position in Bidvest, a 6.3% overweight 

position in RMB Holdings/FirstRand, and a 4% overweight holding 

in Steinhoff. We also had a significant allocation to non-top 40 

shares, including Distell and Astral Foods, each representing 5% 

of the model portfolio. Our satellite holdings were also non-top 

40 shares (e.g. Zeder and City Lodge). 

Our conscious decision to be underweight resources (e.g. Anglo 

holding was 5% versus a benchmark weight of over 11%) and 

specifically to have no model allocation to single commodity 

shares (e.g. gold, platinum or iron ore), resulted in aggregate 

targeted resource exposure of just over 20% (including Sasol), 

effectively less than half the 45% weighting of resources shares in 

the Top 40 index at the time. This greatly helped our relative 

returns as gold and platinum shares have performed very poorly 

over the last few years. 

 

While we missed out on some of the great performers (e.g. 

Naspers or Richemont), we are happy with our 

outperformance of the market (driven by the avoidance of 

resources shares and the really solid performance of most 

of our overweight holding such as Bidvest, BAT, RMB 

FirstRand and Distell). Possibly even more gratifying 

though is how well these shares hold up in falling markets. 

Our overlap of the Top 40 (at Jan 12) was well below 50%. 

 

-6% -4% -2% 0% 2% 4% 6% 8%

Anglo American

BHP Billiton

MTN

Sasol

Standard Bank

Steinhoff

Truworths

Astral

Distell

RMB / FSR

Bidvest

British Amer Tobacco

KP model holdings over/underweight vs. 
Top 40 (at Jan 2012) 

Share 
5 Year Return 

(Price) 
(Under) Weight 

AngloGold -67% -4% 

Implats -63% -3% 

Anglo American -33% -5% 

BHP Billiton 5% -5% 

Astral 71% 5% 

JSE Top 40 76%   

Distell 116% 5% 

Bidvest 143% 5% 

BAT 161% 8% 

SAB Miller 180% -9% 

Steinhoff 221% 4% 

RMB Holdings 224% 6% 

Richemont 322% -6% 

Naspers N 405% -4% 

 

An active manager therefore who opts to largely model their 

portfolio around the benchmark (holding near benchmark 

weightings) will have great difficulty in generating the 

outperformance needed from the rest of the portfolio to 

offset the fees, effectively guaranteeing underperformance. 
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AUTOMATICALLY PUTTING CASH INTO THE MARKET 

We also seriously question the logic of automatically and 

mechanically deploying new cash into the market, with no regard 

for the price level. 

While those who immediately push new cash into assets argue 

that no one is clever (or lucky) enough to predict markets/asset 

prices and that it is time in the market that is important, and not 

timing the market. We question this rationale, as we believe that 

significantly overpaying for any asset will have a material impact 

on your returns over the medium term. Our simple view is that 

buying shares at or below fair value not only gives you a high 

probability of achieving decent returns, but critically protects one 

against violent corrections. 

The damage of pushing new cash automatically into the market 

is even more pronounced where the manager looks to add 

strongly performing market darlings. 

MODEL HOLDINGS ARE MECHANICALLY ADDED 

While we strongly believe that one should continue to hold good 

shares over time (even when they go into a phase of 

consolidation), we question the rationale of continuing to add 

shares that are currently in model portfolios but seem to have 

declining prospects, or offer little probability of inflation beating 

returns on the short to medium term.  

Examples of shares that we currently hold but are reluctant to 

add at present are illustrated below. 

Share Reason for not buying now 
British American 
Tobacco 

Outlook for tobacco is rapidly 
deteriorating given government stance, 
taxes and e cigarettes. 

MTN MTN has fat that can help drive EPS 
growth for a few years, but revenue 
growth will be hard to come by given 
falling ARPUs and saturation 

FirstRand FirstRand has been our bank of choice 
over the past 5 years but may have 
little petrol left in the tank 

Zeder Pioneer Foods looks dear. Zeder has 
almost become a Pioneer foods proxy 

City Lodge While still well run, City Lodge will 
battle to drive EPS growth on 3 year 
view (to unwind the PE) given tough 
environment and  expansion 

 

 

 

Mechanically adding model holdings even when one is 

considering removing (or lightening) them not only makes 

little investment sense, but could also cause tax 

complications (with bona fide capital gains being taxed as 

income). 

Simply put, shares generally progress (over time) from 

being a buy (good prospects and price) through being a 

hold (prospects eroding), until they eventually become a 

sell (when the model changes or outlook deteriorates). 

CONCLUSION 

In spite of our cautious approach (especially in balanced 

and cautious profiles) resulting in us holding more 

predictable and conservative shares, and us ‘missing out’ 

on a few of the real superstars’ (e.g. Naspers or 

Richemont), we are really gratified to have seen our core 

portfolio handsomely outperform the benchmark (on price) 

over the five years to December 2014 (92% versus a market 

return of 75%). Our portfolio also produced much better 

average dividend yields than the market, adding an 

additional 5% to 7% outperformance to the overall 5 year 

return. 

All in all, we feel that our five year compounded annual 

return (including dividends) of approximately 17.5% p.a.  

(when compared with the market’s return of around 

14.5%) provides a strongly counter argument to the passive 

investment argument, especially as these returns were 

achieved with a consistent investment philosophy and 

lower risk (as evidenced by smaller drawdowns when 

markets corrected).  
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It is useful to review 2014 not only to assess key developments, 
but also to revisit our predictions for the year. 2014 is best 
described as a mixed bag. Probably the most interesting point was 
how differently economies reacted to the strategies adopted by 
their governments and central banks. 
 
UNITED STATES AND THE UNITED KINGDOM RECOVERY 
 
Our expectations (in early 2014) were that the US and UK were the 
pick of the bunch, and showing signs of a more sustained 
recovery. This proved correct with both the US and the UK 
showing signs of normalising (economically and in policy). 
 
As expected, the US Fed (under Janet Yellen) continued to reign in 
QE, with no new QE from November. With interest rates 
exhausted and QE suspended, the Fed seems to have adopted 
forward guidance as the primary monetary policy tool. The Fed are 
guiding that interest rates are likely to increase in the 2

nd
 half of 

2015, but remain data dependent, with seemingly shifting targets.  
 
KP has for some time urged for the normalisation of monetary 
policy (i.e. the end of QE and rates normalising). We are not 
however sure on how markets (especially the US) will react when 
this finally happens.  
 
US markets performed well in 2014, with the S&P500 11.4% up, 
the Dow up 14.8% and the NASDAQ up 13.4%. While this is 
probably largely due to US economic growth, we sense that the 
markets are probably not yet factoring in a rate hike in the next 6 
to 9 months. 
 
The UK has shown positive signs of an economic recovery, and as 
we predicted, remains the pick of the economies with the most 
stable economic recovery potential. The housing market still 
remains an issue, but policy normalisation is not far off.  
 
A DREARY EUROPE 
 
A year ago, we commented on how Europe seemed to be slowly 
getting back on the road to recovery, but remained circumspect as 
we still saw aggregate GDP below its pre-crises levels and 
unemployment rates uncomfortably high. Our predictions were 
not too far off as: 
1. Most economies performed poorly. 
2. Geopolitical tension weighed on economic performance 

(especially the sanctions on Russia), and 
3. Policy uncertainty still hampers progress that is needed to 

create a growth friendly environment. 
 
Concerns around deflation have grown, especially given fears that 
the recent fall in energy prices could actually tip Europe into a 
deflationary environment. 
 

Source: www.sun-sentinel.com 

Deflation would not only have a catastrophic impact on 
spending (and by impact growth) in Europe, but also on the 
global economy. The ECB has delivered on the call for 
stimulus, as it ‘does whatever it takes’. Fresh concerns over 
an exit of Greece from the single bloc currency could cause 
some contagion, but the exit will not have as big a 
consequence as previously expected a few years ago. 
 
CHINA AND THE JAPANESE ECONOMIC EXPERIMENT 
 
Our prediction of a soft landing for China has been 
confirmed; however we have seen slightly lower GDP growth 
than what was initially predicted. The recently announced 
stimulus package (which included a bout of infrastructure 
spend), showed clear intent from China to intervene if 
growth fell, while thet wait for the transformation to a new 
economic path (driven by domestic consumption). 
 
In our December 2013 issue we presented our sceptical view 
on Japan/Abenomics and predicted that it would prove to be 
more difficult to achieve a sustainable turnaround in Japan 
than the early strategies of devaluing the Yen and raising 
taxes. We remain unconvinced that the “economic 
experiment” will work. 
 

Country – 
GDP Growth* 

GDP Outlook Monetary Policy 

US – 2.2% 
Stabilising and 

improving 
Still accommodating but outlook 

normalising 

UK- 3.2% Improved outlook 
Accommodating with an interest 

rate increase on the horizon 

Euro Zone – 
0.8% 

Deteriorating 
Large stimulus (QE) imminent  

i.e. more accommodation 

Japan – 0.9%  Disappointing  Large scale stimulus 

China – 7.4% Slowing 
Small pockets of stimulus - Lower 
rates and reserve requirements 

South Africa- 
1.4% 

Improving but still 
below average 

Interest rate hiking cycle (could 
change as inflation decreases) 

 * IMF 2014 Forecast 

http://www.kornerperspective.co.za/
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GLOBAL EQUITY MARKETS 
 
Global equity markets produced a very mixed performance 
(especially in the last 6 months). US markets enjoyed a particularly 
good year, with the S&P and the NASDAQ showing a strong 
performance relative to the rest of the world. The withdrawing of 
QE did not have a visible effect on the market, with equities still the 
preferred asset class in a market of lousy alternatives. 
 
Europe’s economic and policy woes are reflected in their market 
performances, especially in the last 6 months. Amid rising interest 
rates, fears of deflation and renewed fears of the Euro minnows 
(Greece, Spain and other), we feel that these markets will remain 
under some pressure. 
 
The Japanese market had a strong 6 month returning 13.9%, as the 
Yen continues to devalue to record low levels. The 1 year return is 
however more tepid, being 7.1%. 
 
The JSE had a difficult year only increasing 7.6%, we will have a 
more in-depth look at our local bourse later in this newsletter. 
 
CONNECTING THE DOTS ON RESOURCES 
 
Korner Perspective has for some time consciously run underweight 
resource positions (on fears around metal prices and the index 
weightings). Our key concern for some time was on the supply side 
(given much more supply coming on line) at a time when demand 
was not growing much or even waning.   
 
The impact of this new supply demand environment is well 
illustrated in Iron Ore. The big mining houses (Glencore, BHP 
Billiton, even Anglo) were bringing more and more (big) projects 
online, which would increase supply by well over 5%.  
 
While many people automatically assumed that China’s GDP 
growth alone would translate in demand for more resources, we 
questioned this as: 
1. We sensed a shift in the growth focus in China (away from 

infrastructure to domestic), which would translate into a lower 
correlation between GDP growth and demand for resources. 

2. China already represented a massive part of demand 
(disproportionate to GDP size) in many commodities. 

3. China’s growth rates are slipping (e.g. 10% to 7%), and 
4. We didn’t expect China to warehouse additional resources. 
 
Other commodities suffered the same fate as copper declined 16% 
and coal saw a drop of 17%. 
 
While our assessment of the shifting situation (especially the 
change in the supply/demand dynamic) in iron ore, coal and copper 
markets (at the start of the year) was correct, we were surprised by 
the magnitude of the fall in prices, and were frankly surprised by 
the massive decline in the oil price. 
 
 

Source: Daryl Cagle – www.cagle.com 

NAME 
6 Mth % 
Change 

1 Year % 
Change 

S&P 500 4,3 11,4 

NASDAQ 6,2 13,4 

FTSE 100 -3,5 -2,7 

DAX 30 -1,0 2,7 

FRANCE CAC 40 -4,2 -0,5 

FTSE MIB -11,8 0,2 

NIKKEI 225 13,9 7,1 

HANG SENG 1,8 1,3 

JSE ALSI -3,3 7,6 

 

OPEC’s decision to not cut production a few weeks back 
was the primary driver behind the massive drop in oil. 
While many believe that OPEC intends simply to kill the 
shale gas/fracking industry in the US, we feel that the 
objective is actually to reassert their power in energy 
markets and change the economics of all energy projects. 
We don’t however see oil below $50 a barrel for too much 
longer as many OPEC countries (i.e. Iran, Venezuela) need 
oil much higher for their economies to survive and we 
believe higher cost production capacity (shale and high 
cost oil and gas) will come off line quite soon 
 

http://www.kornerperspective.co.za/
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A DIFFICULT YEAR AT THE TIP OF AFRICA 
 
2014 can only be described as a disappointing year, given: 

1. Deteriorating politics, especially as South Africa continues to score 
own goals on critical issues, such as policy, governance (many 
parastatals and municipalities are in crisis) and corruption. 

2. Parastatals (mainly Eskom) making little progress in tackling the 
issues, and appearing unable to manage, maintain, and operate 
the assets to deliver what South Africa needs to drive growth. An 
example of this is the growth effect of load shedding. 

3. The impact of lower commodity prices on SA generally. 
4. Intense and protracted industrial action. 
5. The downgrading of SA (by the ratings agencies) to a notch above 

junk status, and 
6. Anaemic economic growth of below 2%. 
 
2014 also saw South Africa change its minister of finance and the 

Reserve Bank governor. While we are pleased with the appointment of 

minister Nene as minister of finance and Lesetja Kganyago as Reserve 

Bank governors, one cannot ignore the concerns these changes cause 

in markets and ratings agencies. 

South Africa is, in many ways, at a critical crossroads. We need a 

greater sense of urgency in accelerating growth. This requires a host of 

matters to be addressed, not least of which is effective parastatals and 

government. This requires policy clarity, execution and accountability. 

THE MARKET OVERVIEW 

The JSE returned (in price) 7.6% last year with the last six months 

weighing on the performance. Most notably, Resources weighed 

heavily on the market’s performance as the index retreated about 18% 

(on the back of most commodities slipping into a bear market). 

Industrials showed average returns of 4.8% (but with widely differing 

performances) whilst the Financials (in particular banks) performed 

well recording an increase of just under 23%. The Listed Property 

Index performed well, increasing 18.6%. 

The Rand weakened against all crosses, but significantly against the 

Dollar, slipping 10.6% in the year (R10.46 to R11.57). The weaker rand 

did however boost the stock market performance, given the big 

weighting of foreign listeds. 

The big caps (in JSE Top 40 index) that boosted the market’s 

performance due to rand weakness include Aspen (51%), Naspers 

(38%), Steinhoff (33%), SABMiller (13.6%), and BATS (+12.8%). The 

currency therefore had an instrumental effect on our 1 year 

performance, even in a market where resources (heavy weighted in 

the index) performed poorly. 

 

Source: Zapiro – www.zapiro.com 

NAME 
3M %  

Change 
6M % 

Change 
1 YR % 
Change 

RESOURCE 10 -18,9 -28,2 -17,8 

FINANCIAL 15 10,3 7,1 22,7 

BANKS 15,1 11,4 26,4 

INDUSTRIALS 3,5 1,6 4,8 

MID CAP 8,4 8,5 16,0 

SMALL CAP 5,7 6,1 15,8 

SA LISTED 
PROPERTY 

10,3 15,0 18,6 

JSE ALSI 1,8 -3,3 7,6 

JSE TOP 40 0,7 -5,4 6,0 

 

NAME 1 YR % Change TOP40 Weight 

BHP BILLITON -23,22 10,0% 

SASOL -16,23 5,9% 

ANGLO AMERICAN -5,97 5,9% 

RICHEMONT 0,4 8,4% 

MTN GROUP 2,02 7,8% 

OLD MUTUAL 5,82 2,8% 

STANDARD 10,86 2,9% 

BATS  12,83 3,5% 

SABMILLER 13,63 10,8% 

BIDVEST GROUP 16,89 1,7% 

STEINHOFF 32,89 2,5% 

NASPERS 38,24 8,5% 

ASPEN 51,09 2,0% 
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KÖRNER PERSPECTIVE 
REVIEWING A FEW OF OUR  
LOCAL MODEL HOLDINGS 
 

Korner Perspective likes Warren Buffet’s “our favourite holding 
period is forever” quote, and firmly believe that one should look 
to buy defensive, predictable companies with good business 
models and cash generation, on a forever view basis, but we 
realise that companies seldom remain in this category ‘forever’.  
 
While the theory of this strategy is very sensible and simple, it is 
actually difficult over time as companies evolve. It is our job as 
asset managers to assess not only the company’s history, but 
also its prospects and it business model viability in the future (in 
a clinical fashion). In this section we look at a few of our core 
holdings and provide a brief commentary on what we feel its 
prospects are when looking at: 
1. The business model  
2. It’s ability to generate growth and profitability, and 
3. In some cases the multiple it trades on. 
 
 
BRITISH AMERICAN TOBACCO 
 
British American Tobacco (for the past 3 years) has been a strong 
performer in model portfolios, showing a compounded annual 
capital return of about 35% with consistent dividend payments. 
We feel however that BATS is moving into a difficult period as: 

 Volumes decline due to a combination of social and legal 
pressure, making it awkward or illegal to smoke in public. 

 Higher taxes making cigarettes almost unaffordable. 

 The rise in popularity of eCigarettes. 

 Declining ability to drive EPS through branding, given 
regulations that will largely nullify branding, and 

 Counterfeit cigarettes impacting volumes. 
 
As such we see headwinds in BATS growing over the comings 
years, and are becoming concerned that management will not be 
able to pull the pricing lever for much longer, with pressure 
possibly on EPS growth in a few years time. We sense that we 
will start trimming our BAT positions in the next year. 
 
MTN 
 
Telephony charges (voice and data) are under pressure 
worldwide, driven by competition and lower interconnect 
charges. While MTN’s subscriber numbers have grown strongly 
over the last few years (offsetting the impact of price), we sense 
that MTN will battle to grow subscribers like that in future, given 
high penetration rates. We also fear disposable income pressure, 
competition and regulation in MTN’s larger contributors to EBIT 
(Nigeria and SA). We sense that MTN has some ability to drive 
EPS through cost cutting, but that this will help for a year or two 
only. MTN’s still pays a decent dividend (and will in future), but 
we feel that this will come under pressure as they struggle to 
grow the bottom line due to margin compression. The newer 
markets (e.g. Syria, Iran) are still too small to make a big impact. 

FIRSTRAND 
 
FirstRand has been KP’s pick of the South African banks for 
some time, and this has been reflected in their relative 
outperformance. We fear however that Firstrand’s energy 
and focus doing the basics right is in the base and worry that 
their lack of a meaningful Africa strategy will impede growth 
given the very competitive South African environment. It is 
for this very reason that we feel Barclays Africa is better 
placed, and as such would rather gain exposure here for 
new inflows. 
 
BARCLAYS AFRICA 
 
We sense that Barclays Africa has emerged from a very 
difficult period with renewed energy and focus, and all 
important African assets. Management looks more 
confident (they appeared lacking previously) and the loan 
book more stable. The acquisition of Barclay’s African 
branch network will boost and diversify the revenue stream, 
as well as provide additional opportunities and synergies. 
Barclays Africa also have a number of levers that they can 
pull, in order to effect profitability, including a high cost to 
income. Thus we feel the Barclays business model is kicking 
into gear, moving into a position with better prospects. 
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DISTELL 

Distell is still a well run company, with a strong brand portfolio.  

We do however have concerns about Distell (and Capevin).  We 

fear that they are overpaying for international assets (e.g., the 

R2.2 bn. price tag of Burn and Stewart, who only posted a 2.4% 

revenue growth (in GBP) 30 June 2014). 

We have the sense that Distell will therefore deliver dull EPS 

growth over the next few years, in spite of Rand weakness.  

We therefore see Distell as very overvalued. Distell’s price action 

puts it on a very demanding multiple (especially the PEG ratio). 

While we are happy to run positions in good companies whose 

short term prospects appear dull, one must consider the high 

probability that Distell and Capevin will slip further given its 

strong run up until a few months ago. 

ASTRAL 

In early 2014, we had a close look at Astral (after the tariff 

increase announced by Rob Davies). Our analysis led us to the 

conclusion (all things being largely equal) this was a game changer 

and that the tariff would almost lock in margins for the local 

producers. We concluded to hold Astral for the market to 

respond, knowing that the conditions would improve. We are 

delighted with the doubling of the share price by year end.  

While our decision to hold proved correct, we cannot ignore that 

the poultry industry is highly unpredictable (e.g. taxes on some 

European and US imports). We sense that Astral is very 

overvalued on fundamentals and are considering trimming. 

BHP BILLITON 

Korner Perspective has, for quite some time has been 

underweight resources shares, which has worked well for clients. 

Whilst we understand the resource market still faces a few 

headwinds we feel that the time is right (post the recent sell off) 

to gain exposure (still relatively underweight) given: 

1. Lower commodity prices will remove supply as smaller and 
high cost producers (who need higher prices) are weeded out. 

2. The Iron Ore price seems to be creating a base, and 
3. China’s latest stimulus package includes infrastructure spend, 

indicating that the push from an infrastructure driven 
economy to a domestic consumption one is still a way off. 
 

We firmly believe that BHP Billiton is still the best placed 
diversified miner, and would be looking to add to portfolios. 
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CONCLUSION 
 
We believe that we will, in the coming months, be forced to 
make critical decisions about the shares highlighted in this 
piece. Buffet might have stated that his favourite holding 
period is forever, but even the great man himself struggles 
to keep to this. Limiting the downside is as important as 
exposing clients to the upside. 
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The mood on markets seems to have turned very nervous in the 

past few weeks, evidenced by significant volatility/weakness in 

commodities generally, but specifically oil, equity markets and 

currencies (e.g. recent moves in Euro or Swiss Franc). 

We believe that this increase in volatility is the logical response 

of a market that has probably run ahead of itself, and a world 

very uncertain on the monetary policy accommodation (as 

discussed in our previous edition). 

COMMODITIES 

Commodities have been aggressively sold off over the past few 

months, with the broad based CRB commodity index at its lowest 

level in 5 years, and the S&P All metal index just over 20% lower 

than the level in January 2010. 

While we have for some time felt that commodity prices would 

decline (given modest demand growth and significant new 

capacity coming online), we sense the correction is probably 

overdone, as we believe that significant production (in most 

commodities) is probably loss making at current (or even slightly 

higher) levels, and that the inevitable closure of loss making 

production will see supply and demand rebalance at higher 

prices in the next year. 

THE RAND 

As can be seen opposite (see the Rand/Pound graph), the Rand 

looks very oversold at current levels, with the 10 year trendline 

suggesting a level of just over 15 being ‘correct’. While the Rand 

looks oversold (say to the Pound) and appears to be 

consolidating, it is very difficult to predict the path of the Rand in 

2015 with any degree of comfort given: 

1. Deteriorating SA fundamentals (e.g. twin deficits, anaemic 

growth). 

2. Ongoing policy concerns and increasing political tensions. 

3. The real risk of a ratings downgrade, with potentially dire 

consequences, and  

4. The broader risk to emerging markets, given slowing growth, 

tighter monetary policy, weaker commodity prices etc.. 

Our (fairly low conviction) assessment is that the Rand will 

probably regain some of the ground it lost in 2014, but are 

becoming increasingly concerned about the longer term outlook, 

given our apparent inability to tackle core issues. 
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LOCAL EQUITIES 

We sense that equities will either correct further over the 

coming months (as those shares that have held up of late catch 

up with the rest of the market), to reset more to fundamental 

value levels, or alternatively, consolidate around current levels 

for a period of time (12 to 18 months), as the premium is 

unravelled through EPS growth (in most companies). 

Either way, we don’t anticipate 2015 to be a great year for 

equities generally (exceptions always exist). 

Illustrated opposite is a summary of the valuations (historic 

and forecast) for price and EPS growth expectations for a 

number of our widely held stocks and market darlings. 

As can be seen, most shares are trading on historically 

demanding PEs, in spite of the fact that a number are expected 

to deliver EPS growth (next 2 years) below the historic 

averages (especially last five years).  

We sense that financials will probably produce lacklustre 

performances; with the slightly demanding historic PE’s of 

banking shares being offset by EPS growth in the early to mid- 

teens, and the geared market nature of life assurers and asset 

managers possibly weighing as markets ease back.  

Resource shares are the ‘dark horse’ and could finally deliver 

after a few tough years (especially after the heavy sell-off). 

While the sell-off in single commodity shares (e.g. platinum) 

creates the sense off a value build up, we remain cautious, 

opting rather for the diverdified miners (mainly BHP Billiton 

and (to a lesser degree Anglo American). 

Industrials are a very mixed bag. While the high to very high 

PEs on heavyweights like Naspers, Aspen, SAB and MTN imply 

a tough year for the industrial board generally, some shares 

offer reasonable value for the patient investor. 

All things considered, we expect a volatile year, and believe 

that patience will be rewarded. The most sensible approach 

remains to determine the levels at which one sees value and 

then to commit bids (starting small), even if those bids seem 

irrational given current price levels. 

The discipline of having bids in the market helps one avoid 

being sucked into market mood swings. 

We continue to prefer offshore equities on valuations and 

prospects, and would focus on buying there. 

 

Sector Outlook (6 
month) 

Reason Forecast risk 

Banks Modest 
correction 

PE’s are a little 
demanding and 
EPS growth dull 

Moderate 

Platinum stocks Recovery Supply demand 
scenario likely to 
stabilise 

Very high 

Diversified 
miners 

Reasonable 
recovery  

Sell off in 
commodities and 
stocks overdone 

High 

Retailers Reasonable 
correction 

Trading updates 
illustrate 
pressure. Debtor 
book fears 
increase risk. 
High PEs 

Fairly low 

Dual listed 
defensives 
(BAT, SAB) 

Reasonable 
correction 

Demanding 
ratings with low 
EPS growth to 
unwind 

Fairly low 

Life assurers Vulnerable  Geared market 
plays 

Quite high 

 

Share 
Long-Run 

PE 
Current 

PE  
FWD 

PE 
AVG 2YR 
Growth 

10 Year 
Avg. EPS 
Growth 

ASPEN 17.6 38.0 30.1 22% 26% 

BARCLAYS 
AFRICA 

10.2 12.8 11.8 9% 8% 

BIDVEST 13.2 20.4 15.4 22% 13% 

DISTELL 13 18.3 18.8 4% 14% 

DISCOVERY 15.2 32.1 17.5 49% 16% 

FIRSTRAND 11.7 14.2 12.7 11% 13% 

MTN 15.3 14.3 13.3 6% 25% 

NASPERS 22.1 108.7 52.3 79% 23% 

STANDARD 
BANK 

11.3 13.6 12.6 12% 9% 

STEINHOFF 9.4 11.7 13.9 -2% 16% 

SHOPRITE 15.9 25.2 22.3 13% 23% 

SASOL 10.4 7.6 9.5 -12% 15% 
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ESTATE LIQUIDITY 

When we talk about liquidity in an estate, we are actually talking 

about two separate (but ultimately connected) issues, namely: 

1. The need for cash to settle estate expenses (Capital Gains Tax 

(CGT), estate duty and executors fees etc.), and 

2. The need for cash for the spouse and family to carry on living, 

while the estate is being wound up. 

While many wealthy individuals think that their sizeable estate 

deems it unnecessary to consider liquidity, ignoring the simple need 

for cash can have a significant impact on your estate, and create 

massive stress for loved ones at a very difficult time. 

 We think it is crucial that every person planning their estate should 

accurately and continually (given changing circumstances and 

growth) assess the liquidity need and provide for it. 

While liquidity must be considered by all, it is especially important 

where (for example): 

1. Many of the assets are illiquid (e.g. properties or loans). 

2. Many assets are specifically bequeathed to certain individuals, 

and/or 

3. A loan to a trust represents a significant portion of the estate 

and there is little liquidity in a trust. 

 

Illustrated opposite is a simple example, showing how the 

combination of will structure, assets and little liquidity can cause 

significant pressure, even in a sizeable estate. The example shows 

how the cash shortfall in Mr. Smith’s estate will have a major impact 

on his spouse, as the executor would need to liquidate the 

investments, and also (possibly) to sell the primary residence or 

recall some loan account to pay the taxes and estate fees. Even 

more concerning is that this example doesn’t even illustrate the 

living expenses need. 

 

Liquidity could be addressed by (not an exhaustive list): 

1. Holding more cash or readily realisable investments (e.g. money 

market account). Considering that this has growth implications. 

2. Taking out a life insurance contract (this could become 

expensive in later years though). 

3. Investing in an endowment policy.  

4. Arranging for the family trust to provide some liquidity on Mr. 

Smith’s death, and/or 

5. Changing the will to leave more assets to his spouse and only 

bequeath the assets on her passing. 

 

 

Assume Mr Smith’s estate comprises (ignore joint estate 

issues): 

 

Primary residence     4 000 000 

Own name investments (left to spouse)  2 000 000 

Properties and asset left to beneficiaries 10 000 000 

Loan account to family trust (left to spouse)      4 000 000 

Bank account & term deposits (left to spouse)  1 000 000

  

Total estate    21 000 000 

Taxes and expenses  

Illustrated CGT (base cost of R 11 mil)    1 333 333 

Illustrated estate duty (simple)    1 300 000 

Executors fees          500 000 

Sundry estate expenses        100 000 

Cash required      3 233 333 

Cash on hand      1 000 000 

Cash shortfall      2 233 333 

 
The cash shortfall exceeds the own name investments  

While estate duty can be 

deferred, CGT is triggered 

upon death and the 

amount payable grows 

with your estate 
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The second type of liquidity is simply to provide cash for the 

family to live while the estate is being finalised. 

While creditors and lenders are generally understanding when 

payments are missed (e.g. on a mortgage bond or instalment 

sale) in a deceased estate, the ideal is to honour these 

commitments, mainly as it avoids unnecessary interest charges. 

We would generally recommend that an amount of at least six 

months living expenses (but ideally say 12 months), plus estate 

expenses (e.g. funeral costs) be readily available. 

This liquidity could either be in the form of cash (e.g. a money 

market account with a bank), or provided by an insurance policy 

(life, endowment etc.). 

While the master would normally authorise the executor to 

release cash to the spouse quite soon (assuming the estate is 

obviously solvent) after death, we consider it wise to make the 

spouse (or guardian of children) beneficiaries of a small policy or 

receive a portion of a larger policy as these funds would be 

released almost immediately and largely negate the need for 

other liquidity. 

We hope that this provides useful ideas on how to assess 

liquidity needs and how to provide for it. 

Please call us if you need more information or advice. 

NEW WORLD RETIREMENT SOLUTIONS 

While retirement funds were somewhat of a blackbox twenty 

years ago (with high fees, low transparency and limited options), 

these funds (RA’s, preservation funds etc.) have evolved 

massively, to the point where there is total visibility, and the 

investor not only has the option to select the platform, funds 

etc., but can even go so far as holding a portfolio of shares in a 

personal share portfolio with a preservation fund or RA. 

The law also now allows investors to freely transfer retirement 

assets into new age funds. 

We urge all our clients to look more critically at their portfolio of 

retirement funds, as one is able to achieve significant cost 

savings (e.g. in moving platforms, reducing advisory fees etc.) 

and achive better returns and visibility. 

One way of quickly achieving cost savings is to replace risk 

profiled funds with the underlying components. 

 

CHECKING THE COST OF INSURANCE 
 
We have discussed the possible use of life cover in this 
document to provide for the liquidity required in an estate. 
  
There are obviously other circumstances in which individuals 
may need life cover, such as the high expense years when 
educating children, and many of our clients will have long 
standing life policies to cover a variety of eventualities. 
 
Two issues are important in this regard: 
1. Ensure that you have the right cover (amount and type 

benefits) for your stage in life. One may find for 
example that your need for pure life cover has grown, 
but that your disability needs have reduced, and  

2. Test your costs periodically.  
 
While many people forget to review their existing policies, it 
is vital to check that you have the right benefits and to test 
the costs (re-broke) every so often, as one may be able to 
replace cover with much cheaper new cover. 
  
Please feel free to contact us to do a comprehensive 

analysis of your retirement fund assets or risk benefits, as 

we have found we are often able to materially lower the 

costs and improve the visibility on retirement assets and risk 

benefits for clients. 

 AND ON A LIGHTER NOTE….. 
We had a little space and thought we would share these 
with you. 
 
A market analyst is an expert who will know tomorrow why 
the things he predicted yesterday didn’t happen today. 
  
Q:  A Greek, an Irishman and a Portuguese go into a bar and 
order drinks. Who picks up the bill?   
A:  A German. 
 
President Obama just went to the G20 summit to give 
Europe advice on its debt crisis. Wait, Europe’s getting 
economic advice from Obama? That’s like J.Lo getting 
marriage advice from Kim Kardashian. – Jimmy Fallon 
 
During the global credit crisis it was said one of Chuck 
Norris’s tears would provide enough liquidity for the entire 
financial system...problem is...Chuck never cries.  
 
Q:  Why did God create stock analysts? 
A:  In order to make weather forecasters look good. 
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