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In this edition, we re-examine many of the themes previously 
discussed (e.g. China) as it would appear as though markets 
recently reached an inflection point. 

 
EVERYTHING WAS GOING ALONG SO NICELY…AND NOW?! 

It is amazing the impact one misplaced (or well placed) statement   
can have on the world. This time round, the statement came from 
the US Fed (Ben S Bernanke) on the 19

th
 June. The Fed hinted that 

it was looking at when it would scale back (taper off) its 
quantitative easing (QE) program (subject to growth, jobs etc.)  

Importantly, they didn’t say that the Fed had made the decision to 
scale back QE, or when it would actually do so. He merely said (the 
obvious) that the Fed would look to scale back QE when they felt it 
right to do so (i.e. when they felt the US economy could stand on 
its own feet). 

The question of course is whether the Fed actually intended to 
shock world markets out of its fairy tale thinking that the Fed 
would continue to inject fresh stimulus (QE) indefinitely. Whether 
intentional or not, it resulted in markets taking a more sober view 
on the future of QE, with most people now facing the reality that 
QE will, one day, have to be scaled back and ultimately reversed,  
and probably before most people would like to see this happen. 

We have, over the past year or so, become increasingly convinced 
that the very easy monetary policy followed by central banks, has 
not only outlived its usefulness, but has actually become quite 
counterproductive, as: 

1. While it has had a profound effect on asset prices (Wall 
Street), it hasn’t had the same effect on the real world (e.g. in 
job creation or economic growth). 

2. The world (markets) has become highly (too) dependent on 
this monetary stimulus and therefore vulnerable to the 
inevitable withdrawal (as seen of late), and 

3. The low yield scenario provides little incentive for lending, 
especially as banks battle with ever increasing regulation. 

  

SO WHAT CHANGED? 

The short answer is that the world seems to now be more 
accepting of the fact that progressive QE cannot continue forever. 
What the world has yet to fully comprehend though is the broader 
implications for asset markets. It has already pushed US bond yield 
sharply higher and caused weakness (and a spike in volatility) in 
equity markets. 

The net effect is that markets are probably going to be a lot more 
circumspect in the 2

nd
 half of 2013, and this will probably weigh on 

returns for a while. 

 

How do I 

say this?! 

http://www.kornerperspective.co.za/
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REVIEWING THE BIG PICTURE  

Herewith our assessment of the extent to which some of the key 

levers/drivers of could affect markets over the short term. 

 

 

 

MACRO ECONOMICS AND POLITICS 
We don’t see macroeconomics or politics driving markets, on: 

1. The (generally) anaemic growth from major economies 

and slipping growth in emerging markets. 

2. Stubbornly high deficits and elevated debt levels. 
3. The political malaise/gridlock in many major economies. 

Of particular concern is the growing risk of slower GDP 

growth and the liquidity crunch in China.  

MONETARY POLICY 
As mentioned earlier, we believe that the monetary policy 

lever has largely been pulled, and if anything will probably 

weigh on markets given the growing realization that QE must 

be tapered off at some point in the future. 

CORPORATE EARNINGS (JSE) 

Our 2 year ‘average’ FY forecast EPS growth of around 10% is 
not only historically low but translates into real EPS growth 
(adjusted for inflation) of only 4%. We don’t therefore see 
earnings being a driver of the JSE over the short term. 
 
COMMODITY PRICES 

While a strengthening in commodity prices could prove to be 
a big driver for the JSE, the current trend (weakness) seems to 
be the new paradigm, as discussed later. 

  
 

MARKET RATING (PE MULTIPLES) 

While many would argue that global markets are not 
expensive, we don’t share this view as many counters 
(generally those one wants to own) are trading on 
historically very demanding PEs, withlacklustre prospects. 

 

CORPORATE ACTION POTENTIAL 
We see corporate action providing little (if any) potential 

momentum to the market given demanding ratings, 

competition issues and increasing government involvement 

in M&A matters (e.g. Telkom, MTN, Anglo). 

LOW YIELDS 
While the low return environment is generally supportive of 

equities, we feel that this is unlikely to drive markets much 

higher given rising yields and the relatively high base effect 

of the market. 

THE RAND 
Our large foreign listed base implies the Rand could prove a 

massive driver of our markets. The question of course is 

whether the Rand is likely to consolidate and firm or if 

factors such as politics make the Rand vulnerable. 

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


 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

 

 

 

 

 

 

 

  

 

 

 

KÖRNER PERSPECTIVE 
INVESTMENT NEWSLETTER 
EYES ON CHINA 

VOLUME 3 
JUNE 2013 

THE ‘CHINESE DREAM’ 
While some may question our ‘obsession’ with China, as it is 
still much smaller than the US and not much bigger than Japan 
or Germany, we feel that China is crucial to the world, as: 

1. It has been a massive contributor to global growth for 
some time, and will remain so in an environment of 
anaemic growth in other major economies. 

2. It has a massive effect on growth in other emerging 
markets and assets (e.g. commodities or its Asian 
neighbours), and 

3. It is playing an ever increasing role in fuelling growth in 
developed economies (e.g. US companies are rapidly 
expanding into China and selling to Chinese consumers). 

The question therefore of whether China is expected to 
experience a hard or soft landing in is not an academic one.  

 

MASSIVE TASK BEFORE THE NEW GUARD 
The new guard (leadership) of China, Xi Jinping, has the very 
difficult task of: 

1. Maintaining the giant’s on a high growth rate. 
2. Promoting urbanization and formal employment. 
3. Increasing income levels and improving working and living 

conditions (making life better for the average citizen). 
4. Stabilising the property market. 
5. Tackling issues such as corruption, ever increasing 

pollution and the climate problem. 

The Chinese leadership will therefore need to maintain growth 
rates (above 7%), while improving the quality of growth 
through structural and economic reform, all the while uplifting 
the social welfare of the masses by living the “Chinese Dream’. 

While we believe that the plan to transform the economy will 
prove effective in generating more sustainable long term 
growth (as the consumer demand takes effect), we have 
concerns about the risk of slowing short term Chinese growth 
and its impact on the world. 

XI Jinping - General Secretary of the 

Communist Party of China, the President of the 

People's Republic of China, and the Chairman of 

the Central Military Commission. 

‘The Chinese Dream’ 

Strong China (economically, 
politically,  

diplomatically, scientifically, 
militarily) 

Harmonious China 

 (amity among social classes) 

Civilized China 

 (equity and fairness, rich 
culture, high morals) 

Beautiful China  

(healthy environment, low 
pollution) 

SLOWING GROWTH 
Historically the Chinese economy has grown at about 9.5% per 
annum (which compared very well with developed 
economies). Growth is however slowing, with Xi Jinping 
predicting growth of 7.5% growth for this year.  

This slowing growth in China is of major concern as: 
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SLOWING GROWTH CONTINUED… 
1. China’s major trading partners remain in a very tough 

economic situation, weighing on global growth. 
2. Slowing growth could be exacerbated if widely debated 

Chinese property bubble were to burst. 
3. China remains dependent on exports (for now) and it will 

take time for the new model to take off. 

The PMI at levels not far off of 50 indicates that the Chinese 
growth is unlikely to accelerate in the near term. 

 
 
LIQUIDITY CRISIS 
All hell seemed to break loose in the Chinese Banking system in 

June, on the back of a spike in interbank lending rates. This caused 

tremendous strain for a few days and sent shock waves through 

global markets. The situation was however diffused when the PBOC 

(Peoples bank of China) intervened by providing the liquidity 

required by the Chinese banking system. 

While the ‘crisis’ was apparently caused by tighter technical  

controls over smaller banks (Larger Chinese banks (usually state 

owned) are heavily regulated by the People’s Bank of China 

(PBOC)), it did raise some concerns over Chinese banking system, 

especially given the significant advances growth of the past few 

years.  

The cash crunch came when smaller banks experienced difficulty in 

finding liquidity from the larger banks (following tighter 

regulations), resulting in a massive jump in SHIBOR. This ‘crisis’ 

also, once again, raised questions about the size and scope of 

‘shadow banking’ industry in China. While the PBOC’s action 

resolved the immediate issue, many feel it highlights the need for 

wider/greater banking reform in China. 

CONCLUSION 
Whilst we see a slowdown in Chinese growth, we feel that there is 

a greater chance that we will only see a soft landing for this 

economic giant. The search for a more sustainable growth path 

outlined by new leadership is to be welcomed, but this will cause 

pain in the short term. Though we anticipate a soft landing for 

China, we are still fearful that a black swan event could have a 

major effect on global markets, possibly causing a meaningful 

correction. 
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"It is important that we should 
shift the growth model, adjust 
the economic structure, make 
development more cost effective 
and make life better for our 
people."  
Xi Jinping on Growth 
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THE RAND 
The Rand took a real beating early in the 2

nd
 quarter, driven by 

local politics, labour unrest, heightened risk aversion and rising 
global yields (on talk of tapering off of QE).  

The Rand has however settled (as it often does) into fairly tight, 
well defined band between 9.8 and about 10.2, and we sense 
that a move below 9.80 may signal a reversal of the bear trend. 
The Rand however remains vulnerable to a host of variables. 

The Rand is vital as it not only affects sentiment but has a 
profound impact on inflation. 

BOND YIELDS (INTEREST RATES) – THE KEY VARIABLE 
We expressed the firm view in our previous edition that market 

determined interest rates would rise, mainly as investors 

started demanding some return. This has started, with bond 

yields (especially) rising very quickly over the recent past, 

especially on the medium end of the yield curve. 

While some would argue that this rise in bond yields is just a 

temporary phenomenon, we believe that we are moving into a 

world of generally higher rates/yields, as investors, develop an 

aversion to risk without return. We still see reasonable capital 

risk in long dated bonds. 

COMMODITIES 
Our view (expressed in our first edition) that commodity prices 

would trend lower in 2013 has proven correct, given the 

combination of slower demand growth and increasing supply. 

We are however quite surprised by the extent of the weakness, 

with many commodities down (e.g. coal, copper, and platinum) 

down by 30% and more from their highs. 

THE MEDIUM TERM OUTLOOK FOR ASSET CLASSES 
While listed property followed bonds weaker (some shares are 

more than 20% down from their highs), taking yields to slightly 

more sensible levels, we still see the yields on listed property as 

unattractive and to be avoided as they expose investors to 

significant capital risk (at worst) on the short to medium term 

or very pedestrian returns on the medium term (at best). 

We remain of the view that one should deliberately avoid 

bonds and listed property at this stage, and as such accept that 

our asset mix will deviate from our typical model allocations.  

LOCAL EQUITIES 
While the JSE has pulled back from its highs, value is still hard 

to find in the local market and as such, would advise investors 

to rather hang back and wait for value to appear. 
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KÖRNER PERSPECTIVE 
INVESTMENT INSIGHTS 
REVIEW OF LOCAL STOCK MARKET 

INTRODUCTION 

All aspects be it the economy (both global and local), interest rates, commodity prices, currencies, corporate profits, share prices 
etc. are closely interlinked and thus have a profound effect on companies. This includes:  

1. The business model (i.e. the viability and sustainability of a company’s business). 
2. It’s ability to generate growth in both the short and long term, and 
3. Their profitability. 

Whilst it is important to be very aware of the big issues mentioned above, it is equally important to be aware of the price pay for 
that share. To be clear, a shares might exhibit a sound business model, sufficient short term growth, and good long term 
prospects but could be overpriced and as such we would not be buyers at present (as is the case with say Aspen). Conversely 
there are shares that are cheap but have either vulnerable business models or muted prospects and as such we would look to 
avoid them, as is highlight in our special note posted on African Bank. 

Illustrated below is our consolidated view (on a handful of shares), reflecting our view on their business model, their short/long 
term prospects and profit expectations. 
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PPC  

We have for a while thought that the prospects have changed 
which forces us to critically asses if it should still feature in 
dividend and balanced portfolios. We felt that PPC’s inclusion 
was warranted as it: 

 Is a direct beneficiary of SA’s infrastructure spend 
(weaker than expected). 

 Has exposure to the African growth theme (although 
this could be costly to produce cement in the short 
and medium term), and 

 Historically pays out a great dividend.  

We are however becoming increasingly concerned about the 
increased competition (both locally and in Africa), volumes and 
the implied impact on margins. While PPC is very well placed 
and is very well established in South Africa, we cannot ignore 
that the added competition will change the operating 
landscape and the possible impact on earnings and dividends.  

While PPC still has a relatively defensive business model, we 
are looking to remove it from model portfolios given the 
concerns surrounding the changing landscape. 

 

 

 

Slowing Longer 
Term Growth 
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BANKING SHARES 

Local banking shares have been under some pressure of late, 
which has brought them closer to their fair value.  

While we feel that the banking base that banking base in South 
Africa is quite high, we still feel that the big banks should 
produce reasonable returns in the medium to short term, and 
as such we feel comfortable to retain  reasonable exposure to 
a few of the big banks. 

What we like about the big banks: 

1. They are very well. 
2. The have relatively high cost to income ratios (which could 

help drive EPS growth). 
3. Low Credit extension implies better quality business, and 
4. Earnings momentum has returned.  

As mentioned banking shares are trading close to fair value, 
with reasonable earnings growth prospects. As such we would 
look to add banking shares on slight weakness. 

 

 ANGLO AMERICAN 

Our concerns around Anglo American are: 

1. Commodity Prices - As mentioned earlier in this 
newsletter, commodity markets are trading well off 
their highs and look set to remain at around current 
levels.  

2. Labour Issues - Both labour unrest and cost, as they 
have significant South African operations. 

3. Project delivery – Anglos has performed quite poorly 
in delivering projects on time, and on budget in recent 
years. 

4. Platinum projects to struggle in the short term (due to 
unrest and expense of production), and 

5. Generally tough operating environment due to rising 
costs (e.g. electricity prices). 

We have observed that many people (both the man on street 
and the professional investor) place Anglos firmly in the ‘Blue 
Chip’ camp and that they often represent sizeable percentages 
of portfolios (regardless of the risk profile). We however do not 
see Anglos in the same light, as we are worried about future 
profitability due to both the concerns pointed out above, and 
the high level of forecast risk. 

Though we might hold Anglo American in some of our 
portfolio, we consciously have very underweight positions with 
a preference for commodity exposure through BHP Billiton.  
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