
This report has been prepared for information purposes only, and should not be construed as investment advice or an indication of 
Odyssey Capital’s investment strategy. Odyssey Capital is an authorised Financial Services Provider (FSP775). 

 
 

 
 
 
 
 
 

But are markets looking increasingly likely to win the battle..? 
 
January 2016 saw what is believed to be one of the worst starts to global markets in recorded history with heightened 
fears that China is headed for a hard landing and red flags being raised around their credit growth. The result was a 
capital flight out of emerging markets and into safe haven assets such as the US Dollar and Gold. In South Africa, we 
have experienced one of the longest stretches of Rand weakness since the dawn of our democracy and politics 
has played a major role more recently in the directional movement of our currency. We are of course torn. We would 
all like to see some Rand strength as a sign that confidence is returning to our markets but… from an investment point 
of view we have been very well rewarded over the last five to six years by the large Rand hedge stocks. In addition to 
strong earnings growth that we have had from the likes of British American Tobacco, SABMiller, Richemont and 
Mediclinic, we have been given an extra hand up thanks to the weakening Rand. Could this now be changing?  

 
We are not advocating the need to now reverse position but having exposure to counters that may benefit from Rand 
strength over the next few years might be something to consider. This includes our banks, insurers and some domestic 
focused counters.   
 
More recently, emerging market and commodity producing currencies are making somewhat of a comeback 
against the developed market currencies of the US and UK. This has been aided by the fact that the US Federal Reserve 
is looking increasingly likely to hold off on further interest rate increases, spurring a weakening of the Dollar towards 
the end of March. The ‘Brexit’ vote scheduled for mid-2016 is also placing downward pressure on the British Pound.   
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RESULTS & CORPORATE ACTION SNAPSHOT – IT’S BEEN A BUSY REPORTING SEASON 

 
 Steinhoff released an excellent set of results and despite the 36% dilution caused by the shares issued to acquire 

Pepkor last year, the Group still managed to increase HEPS 1.9% in Euro terms. This was driven by the strong 
underlying performance of their existing furniture businesses as well as the exceptional growth at Pepkor, which 
provided a major boost to their results and is continuing its strong growth. On a constant currency basis Pepkor 
increased sales 25%. They rolled out 300 stores across predominantly Eastern Europe and South Africa, increasing 
same store sales in South Africa by an impressive 9%, while like-for-like sales growth was up 16% in Eastern Europe 
– seems like a lot more to come here;  

 
 FirstRand released interim 2016 results that saw diluted normalised EPS up 9.8%. Encouragingly, in line with their 

lower dividend cover, dividend per share increased 16.1% - impressive given the operating environment; 
 

 In terms of our insurers, normalising for the Prudential put option, diluted HEPS increased 0.2% for Discovery 
and they held their dividend constant. RMI’s normalised HEPS increased 3.9% and their dividend per share 
increased 1.9%. In the case of Discovery, higher costs than usual had a drag on results, we are however cognizant 
that Discovery is on a significant growth path and investment now should reflect positively in future results. Of 
the three higher than usual ‘once-off’ costs that were identified, only investments into new business initiatives are 
expected to remain elevated. Excluding the ‘once-off’s’ as mentioned, the underlying performance of Discovery 
was at a similar level to prior years. Don’t be surprised to see Discovery’s costs continuing to be elevated as they 
get their banking platform underway – we can’t see Discovery bank being a lame duck given their strong drive 
into other markets, interesting times await this business;  

 
 Woolworths released a solid set of results that saw diluted HEPS up 30.8%. On a like for like basis, restructuring 

costs in the prior period meant that adjusted HEPS growth of 3.9% is more reflective of their underlying 
performance. The interim dividend increased 37.8% with the introduction of a scrip dividend option as a result of 
an increasing capex cycle in the future – tough consumer environment but the upper end is probably the most 
protected;   

 
 Aspen released a better than expected set of interim results for the period ending December 2015. Comparable 

HEPS increased 21% on the prior period, with significant once-off items affecting reported results. Difficult 
economic conditions in Venezuela resulted in a large write off in that business and significant sales in South Africa 
and Australia meant that results were not easily comparable to the prior period. Looking forward, management 
seems to have a sharp focus on the US market, the largest pharma market globally, and with products that are 
looking to be very competitive, could have a good point of access into that market – despite a few years of 
difficult conditions, this one looks to have turned the corner;  

 
 British American Tobacco (BATS) released a sterling set of year end results, growing adjusted diluted EPS 

10.1% at constant currencies. Volume is a key indicator of the tobacco business and having volumes down only 
0.5%, with their Global Drive Brands’ (GDB) volumes up 8.5%, against a market decline of 2.3%, is something to 
write home about – when we talk about a quality business with a consistent earnings and dividend stream, 
this one falls right into that category;   

 
 MTN reported a 51% decline in reported HEPS for its 2015 financial year, impacted by a number of once-off items 

and start-up losses from the Group’s investments in its internet and towers joint ventures on the continent. 
Excluding these, HEPS declined by 9%, while the full-year dividend was increased by 5% to R13.10/share, 
representing an almost 10% yield. In-light of the uncertainty regarding the Nigerian fine and lack of US Dollar 
liquidity in the country, MTN has set a minimum 2016 dividend of R7/share. MTN made a $250m “good faith” 
payment to the Nigerian Communication Commission in February and dropped the court challenge in the hope 
of reaching an amicable settlement with the commission, with the Group provisioning $600m for the fine in the 
full-year financial statements. No further statements have been made by either party – uncertainty reigns but we 
must surely be close to establishing a way forward now? 
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RESULTS & CORPORATE ACTION SNAPSHOT (CONTINUED) 

 
 Sasol released a strong set of interim results, with normalised HEPS down 17%, despite an average 30% fall in the 

Group’s commodity basket price for the period. The interim dividend was reduced by 19% to R5.70/share, which 
was ahead of expectations, as the Group announced further cost and cash-saving initiatives to see it through a 
“lower-for-much-longer” oil price, at the same time as the Group ramps up spending for the construction of the 
ethane cracker project in Lake Charles, Louisiana – not as exposed to the oil price as one thinks but possibly 
shielded by the weakness of the Rand against the USD price of oil; 
 

 BHP Billiton, the world’s largest mining company, as expected, scrapped its progressive dividend policy of paying 
out higher dividends every year, when it released interim results. The 74% cut to the dividend was however larger-
than-expected. Notwithstanding lower shareholder returns in the short-term, the reduction in the dividend has 
put the Group in a significantly improved financial position, allowing it to pursue attractive acquisition opportunities 
in copper and oil at the bottom of the cycle. While the Group’s underlying profit fell by 92% to $412m, free cash 
flow for the period was three times higher at $1.2bn, with the Group targeting $3bn in free cash flow for the full-
year, at mid-February’s significantly lower spot prices – the pick of the litter amongst a peer group that are 
finding it increasingly difficult to keep their doors open;  
 

 At the end of February Steinhoff announced that they were looking to acquire Home Retail Group (UK) for £1.4 
billion in an all cash acquisition and had a month in which to make a firm offer. Within 2 weeks of this 
announcement, the Group announced that they were also looking to acquire Darty for £662 million, also in an all 
cash deal through their French furniture business, Conforama. Subsequent to these announcements, Steinhoff 
indicated their intention to acquire only Darty, with no formal offer being made for Home Retail Group. Darty is 
a predominantly French and UK multichannel electronics retailer. The European furniture market is still highly 
fragmented and it would therefore not come as much of a surprised if Steinhoff made further use of their new 
Frankfurt listing to make more significant acquisitions; 
 

 Spar recently completed an accelerated bookbuild, raising R2.2 billion in an oversubscribed offer that was initially 
targeted at R2.0 billion. These funds will be used to pay for Spar’s recently announced acquisition of Spar 
Switzerland (R690.4 million) as well as pay down debt following their Irish acquisition. Given the willingness to 
increase the size of the bookbuild, could this be an indication of further deals to come? 
 

 Bidvest announced at a recent results announcement that Brian Joffe will be stepping down as Bidvest Group’s 
CEO. This announcement was coupled with the proposed unbundling of the Group’s Foodservice division, which 
will be separately listed on the JSE rather than the originally proposed LSE listing. The Group has not however 
ruled out a future foreign listing of the business. Current CEO of Bidvest Foodservice, Bernard Berson, will 
continue to lead the unbundled Group while Brian Joffe will retain his role as Chairman of Bidvest Foodservice 
and David Cleasby as the CFO. The SA Industrial business will comprise all operations in Southern Africa including 
the interest in Bidvest Namibia Limited. Lorato Phalatse will serve as Chairwoman with Lindsay Ralphs and Peter 
Meijer continuing in their roles as CEO and CFO, respectively.  
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Despite the significant amount of political interference at play in some of those emerging markets highlighted above, 
note how their currencies have gained significantly against the Dollar over the first few months of 2016. This highlights 
the strength of market forces when weighed up against what sometimes feels like an overbearing political mountain. 
And again we ask the question….are markets looking increasingly likely to win this currency battle? 

Note on the next page how the bulk of the exchange rate move was attributable to March – the same month in which 
oil made a real comeback. 
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Note the inclusion of Brent crude oil in the above graphs and it quickly becomes clear that many of the emerging market 
and ‘commodity producing’ currencies follow the resource cycle. As noted in the introduction, we have had a protracted 
period of currency weakness which we could in the majority put down to the protracted downward slide in commodity 
prices and commodity producing countries and companies. The recent market bounce has once again highlighted the 
strength of market factors and what little regard is paid to those countries where politics seemingly plays a large role – 
as long as those markets remain somewhat integrated into global markets – as we are here in South Africa.     
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Below the charts, both in local currencies and US Dollars, outlining the movements in international indices. Note the 
strength of the JSE more recently, in both cases – long may that continue…. 
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With all the bad press South Africa has been receiving recently, we thought we would include a historical view of the 
returns that we have enjoyed locally, both in local currency and comparing ‘apples with apples’ in USD. While we are 
strong advocates on diversification, both from a portfolio of stocks perspective but also from an internationalization 
perspective, we still need to acknowledge that the JSE is littered with great businesses that often perform the 
internationalization strategy for us. Unfortunately, due to the weakness of the Rand over the last year, we have given 
up ground to the S&P500 in USD terms. From a purely South African point of view though, Rand returns have been 
generous.  

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

 

 

 

 

In summary, while we may still see currency weakness as a result of ongoing political tensions and weaker commodity 
prices in the very short term, what we have highlighted in the pages above is the extent to which we are at the mercy 
of the markets. Markets forces that we refer to here are primarily the commentary out of the Federal Reserve in the 
US around interest rates as well as global commodity prices. While we have used the oil price as somewhat of a proxy 
in the currency and commodity views above, it is important to note that many of the commodity producing nations (ex. 
the oil producers) often see higher imports of oil as a result of the increased price, this is however more than offset by 
the export of their higher priced commodities such as coal, copper and iron ore, to name a few. While it is important 
to highlight again that we are not advocating a complete turnaround in the Rand hedge counters that have rewarded us 
so handsomely over the past few years, we should be aware that a period of Rand strength cannot be ruled out and it 
may be about time we saw some strength returning to our banks, insurers and domestic focused stocks.     
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Below are two articles taken from the Street Dogs section of the Business Day during March 2016. What stands out 
across both is that the long term nature of market ups and downs best lends itself to choosing quality, long term 
businesses that consistently generate earnings growth and letting them get on with the job of growing and maintaining 
wealth. ‘Watching’ your portfolio constantly, especially during volatile times such as these, can be challenging, and because 
this is often done during periods of heightened market volatility, can be painful to watch.   
 
 

STREET DOGS: Learn to control yourself 

BY MICHEL PIREU, 23 MARCH 2016 

From Trading For A Living by Dr Alexander Elder: 

When a monkey hurts itself on a tree stump, it often flies into a rage and kicks the piece of wood. We laugh at 

that type of behaviour, but what is the difference between a trader trying to get back at the market and a monkey 

kicking a tree stump? 

We get angry at the market, we become afraid of it, we develop silly superstitions. All the while, the market 

keeps cycling through its rallies and declines. Mark Douglas writes in The Disciplined Trader that in the market, 

"There is no beginning, middle or end — only what you create in your own mind. Rarely do any of us grow up 

learning to operate in an arena that allows for complete freedom of creative expression, with no external 

structure to restrict it in any way." 

We try to cajole or manipulate the market, acting like the ancient emperor Xerxes, who ordered his soldiers 

to horsewhip the sea for sinking his fleet. Most of us are not aware how manipulative we are, how we bargain, 

how we act out our feelings in the market. Most of us consider ourselves the centre of the universe and expect 

every person or group to be either good or bad to us. This does not work in the market, which is completely 

impersonal. 

Douglas warns: "If the market’s behaviour seems mysterious to you, it’s because your own behaviour is 

mysterious and unmanageable. You can’t really determine what the market will do next when you don’t even 

know what you’ll do next. Ultimately, the one thing you can control is yourself. As a trader, you have the power 

either to give yourself money or to give your money to other traders. The traders who consistently make money 

approach trading from the perspective of a mental discipline." 
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STREET DOGS: Painful to watch 

BY MICHEL PIREU, 16 MARCH 2016 

IN HIS book, Misbehaving: The Making of Behavioural Economics, Richard Thaler discusses a stock market 

experiment in which some subjects see their results eight times more often than others. 

"As predicted by myopic loss aversion," says Thaler, "those who saw their results more often were more cautious 

— putting only 41% of their money into stocks, while those who saw the results less often invested 70% in 

stocks". 

 

Actual gains and losses, on the other hand, follow something of a reverse loss-aversion ratio. Losses hurt twice 

as much as gains make us feel good, but gains outweigh losses by a factor of two-to-one. 

Ben Carlson, of A Wealth of Common Sense blog, cites these two things as the reason most investor mistakes 

occur during bear markets: "One of the biggest reasons for this is because of the speed in which markets fall. 

When markets rise in an orderly manner, investors become lulled into a false sense of security. Volatility is 

typically far lower and investors start to believe that risk has been extinguished. The painful reminders that this 

isn’t the case come quickly and often without warning. No one pays much attention to the markets when they’re 

rising because the gains tend to come in dribs and drabs. But when they reverse course, the losses happen in 

rapid succession and everyone starts paying attention again. Investors constantly check the market value of their 

portfolio. People assume that trying harder or doing something — anything — will help their cause. The 

combination of stress and the pain from seeing losses causes people to lose their cool and make emotional 

decisions." 

 

It’s no fun to lose money. But checking the value of your portfolio more often during a downturn won’t help 

your cause, on the contrary. 
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