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“It’s not about timing the market, but about time in the market!” This is an old cliché that rings so true today, particularly 
when we talk about long term investing. After having experienced more than two years of what feels like the rockiest of 
market movements, we are still sitting at levels that we were at back then. It is however at times like this that we need 
to remind ourselves about the benefits of being invested, having that proverbial ‘skin in the game’ and sticking to the 
long-term goal of diversified investment across a portfolio of quality businesses.   

 
In this edition of the newsletter, we are taking you way back to really drum home what we mean when we talk about 
long term investing. Note in the graph above the enormous gap that is created between the return on the JSE including 
and excluding the reinvestment of dividends – highlighting the “magic of compound interest” and its positive impact on your 
long-term returns, not the mention the over 500% return you still would have received without the dividends!   
 

Yes, while the JSE does look good in the graph above, how have we measured up on the international stage? This is 
particularly important as we move into what may be a period of heightened political wrangling, both domestically and 
globally. As South African’s we are often the first to point out our faults, but we truly have some of the greatest businesses 
to invest in, run by very talented management teams. You may be just as surprised as we were with the graph below – 
and it’s in USD. Yes, that is us right at the top of the pile!  
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How did we get here? The graph below highlights what we referred to in our introduction, the importance of staying 
the course and being invested through the cycles. Over the past 22 years, we have experienced a negative market on 
only four occasions, while a positive move of over 20% on nine occasions. While the 1999 move may have been 
extraordinary, imagine having thrown in the towel in either of the two prior years of small negative returns and then 
having missed out on the 70% + that came along.  

 
Before we get into the meat of the newsletter and delve into some of the company specific highlights, it’s worth having 
a look at the currency moves over the two periods below – again highlighting the difficulty in making a definitive estimate 
over specific time frames. The graph on the left represents the 18-month period prior to December 2015, coinciding 
with the first firing of our Finance Minister but also shortly before the resource rally that took hold in January 2016. The 
graph on the right represents the roughly 18-month period since January 2016 – who would have thought that the 
bottom three then would be the top three only 18 months later! There’s a strong argument that the Rand is on its way 
for a prolonged period of weakening, given our politics and the state of the resource sector around the globe – it will be 
a brave person to put a peg in the sand and hazard a guess as to where the currency is going over any defined time period.  
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It has been a relatively tough round of results, driven by the stronger Rand and the negative impact it has had on our big Rand 
Hedges, but local Company’s aren’t getting much assistance from the economy either – the bottom line: we stick to the quality 
businesses with strong and proven management teams that are able to steer your investments through these testing times.  
 
 TFG (Foschini); Sales growth fell to a low-single-digit level in the Group’s final quarter, slowing from 10% growth 

in the 9-months to December 2017. The Group’s largest segment, Clothing, reported 9% sales growth for the year, 
with a marked slowdown in the fashion (Foschini) and Value (Fashion Express) categories. Continuing to benefit 
from the athleisure trend, the sports category (TotalSports, Sportscene and DueSouth) generated over 20% sales 
growth for the year, bucking the downtrend in the second half. TFG announced the acquisition of Retail Australia 
Group (RAG) for around R3bn earlier this month, Australia’s largest specialty menswear retailer, with a 6.8% market 
share of menswear apparel sales in the country – Good luck out there, we’ve seen how hard that market can be! 
 

 Mr. Price; Ongoing weakness in the Group’s largest segment, Mr Price Apparel, intensified in the final quarter of 
its 2017 financial year, pulling full-year Group retail sales down 2%. Mr Price continues to be impacted by a high level 
of discounting in the market, leading to a convergence of prices between the Group and its competitors. Coming 
off a low base, the business is expected to produce an improved performance in FY-2018, a further weakening of 
the economy notwithstanding – It’s a real scrap out there for the discretionary share of the consumers wallet and with 
Cotton On and H&M coming in all guns blazing, it’s going to be a tough market for a while;   
 

 Spar experienced slowing growth across all its businesses in the 6-month period to March 2017. Both the Irish and 
Swiss geographies are facing deflationary environments, putting pressure on operating margins. South African trading 
was volatile for the period, with no discernible trend from one month to the next. October and January were sighted 
as particularly weak months, generating little-to-no growth, while other months’ sales were relatively resilient. 
Liquor sales growth was again strong at just under 9%, helping offset weaker growth in Spar sales. The Swiss business 
continues to be problematic for the Group, with a divergence in strategy of the local management team and that of 
Spar leading to the replacement of the businesses’ CEO. The MD of Spar KZN has been parachuted into the business 
along with several other South African-based executives. The strengthening of the rand led to a 15% decline in 
headline earnings per share (HEPS) for the period – Very difficult operating environment at the moment and in the middle 
of bedding down recent acquisitions – we still think this management team has what it takes to steer the business through 
the tough times; 
 

 Steinhoff; In the Group’s first reporting period since acquiring Mattress Firm and Poundland, Steinhoff reported 
54% and 29% growth in revenue and operating profit, respectively. As a result of the share issuance to fund the 
acquisitions and higher borrowing costs, Steinhoff reported a 4% decline in sustainable earnings per share (EPS). 
Mattress Firm’s performance in the period was impacted by the clearance of Tempur-Sealy mattresses following the 
termination of the supply contract between the businesses, paving the way for the delivery of the Serta Simmons 
range from April. The impact of the change in suppliers will only be able to be assessed when the Group presents 
its next quarterly update, although Markus Jooste’s view of the potential of the acquisition remains unwavering, 
saying Mattress Firm will be a “gamechanger” for Steinhoff in the longer-term – Deal-making remains a cornerstone of 
the Group’s strategy but are we starting to see some deal-making fatigue from investors who are wanting to see some 
underlying growth first?  
 

 Famous Brands reported a 4% decline in normalised HEPS for the year ended February 2017, impacted by a 
significant increase in finance costs incurred to fund the purchase of Gourmet Burger Kitchen “GBK” in the UK. 
The core local franchising and supply chain segments performed strongly, as the Group continues to reap the benefits 
of its vertical integration strategy. GBK ended the year with 97 predominantly company-owned restaurants, a 
material shift in strategy from the Group’s historical preference of operating as a franchisor. While company-owned 
restaurants generate lower operating margins relative to its franchised restaurants, Famous Brands derives 
significantly higher absolute revenue and operating profit per owned restaurant. The Group is targeting 10-15 new 
restaurant openings per year for the foreseeable future for the brand, with GBK expected to contribute around 
11% of FY18 Group operating profit. As the business scales, strong profit growth is expected from the brand, helping 
offset slower growth expected from its local business – The strongest and most well respected brands in the industry will 
be key in delivering the solid growth we have become used to from this business; 
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 Tiger Brands; The new management team at Tiger Brands outlined their longer-term strategy for the Group 

following the completion of a total business review. Tigers is targeting growth in sales of 1% to 2% above its 
respective category averages, with the operating margin expected to rise by 1% over the next 3-years. It also has 
over 300 brands and 5 000 stock-keeping units (SKUs), with the Group holding or gaining market share in about 
60% of these. HEPS increased by 7% for its interim period. Interestingly, Tigers has implemented ABInbev’s strategy 
of zero-based budgeting of its operating expenses, with the proceeds emanating from the cost-savings to be directed 
to higher marketing investments on its 50-60 largest brands – Does the new broom sweep clean – we’ll have to wait 
and see? 

 
 Mediclinic; Following a tumultuous year in the UAE, Mediclinic reported a 19% decline in underlying EPS for the 

year ended March 2017, primarily on the back of the increase in shares issued to finance the Al Noor acquisition. 
The Group’s guidance for its Abu Dhabi operation over the next year disappointed the market, following the 
scrapping of the co-payment requirement for Thiqa-insured patients recently. After an exodus of doctors from the 
business last year, we should start to see that operation ticking up slowly as new doctors build up their practices. 
The Swiss operation again delivered a solid performance, with revenue and earnings before interest, tax, 
depreciation and amortisation (EBITDA) up 3% and 5%, respectively, in Swiss francs. The South African business, 
under growing pressure from medical aids regarding the admission of patients, saw inpatient volumes up just under 
1%, boosted by revenue per patient day up 6%, resulting in 6% EBITDA growth for the year – UAE and Swiss 
regulatory uncertainty cleared up and now on track on deliver some consistent growth that we had grown accustomed to; 

 
 Richemont reported a 28% decline in normalised EPS for its 2017 financial year, with the Group’s results impacted 

by the watch inventory buyback from its wholesalers, predominantly in Hong Kong. Group sales fell by 4% for the 
year, while excluding the inventory buybacks, sales were down 2%. The Group’s performance improved significantly 
in the second half of the year, with sales growing 6% compared to the 13% decline experienced in the first half. 
French sales, while improving in the second half, declined 18% for the full-year, partially offset by strong sales 
growth from Mainland China and the US. Richemont has entered the new year with a much-improved wholesaler 
inventory position, with subsequent sales to wholesalers this year better reflecting underlying consumer demand. 
Richemont’s enviable net cash balance of €5.8bn at year end provides significant optionality for the Group through 
the current environment – Growing mainland Chinese business and an R85bn war chest, that’s a nice to have! 
 

 ABInbev reported strong first quarter results that were ahead of expectations, with organic revenue up 3.7% and 
normalised EPS up 24%. Brazil, despite growing volumes for the quarter, continued to be a drag on Group 
profitability. Excluding the impact of Brazil, organic revenue increased 4.2% (Brazil: +0.2%) and EBITDA 12.3% 
(Brazil: -23.3%), compared to the 5.8% EBITDA growth reported by the Group. Its Global Brands had an 
exceptionally strong quarter as ABInbev continues to launch Budweiser, Stella and Corona into the previously SAB-
denominated markets, particularly in Australia, Peru, Columbia and South Africa. Combined sales of the brands 
increased 12%, accelerating from the 3% growth achieved in the prior quarter. Corona grew revenue 18% globally, 
while outside of Mexico, revenue was up close to 50%, driven by strong growth in China, the UK and Columbia – 
we like this story and expand on it below; 
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Since the news that ABInbev would be listing on the JSE to appease 
competition authorities and allow for the easier passing of the 
SABMiller deal, we have been watching the stock for a potential entry 
point. The strength of the Rand against major international 
currencies and the somewhat weaker than expected Brazilian 
market, one of its biggest, has meant an almost 30% fall in the price 
since listing domestically. While the Rand may see some further short 
term strength, we think the current valuation levels pose a strong 
argument to start accumulating the share in your portfolio.    
 
The combined Group boasts a portfolio of more than 500 beer 
brands, which include seven of the top ten global beer brands 
and 18 that generate more than $1bn in annual retail sales. 
Furthermore, following the deal, ABInbev has leading market 
positions in 8 of the top 10 largest beer markets by volume. Latam remains the Group’s largest region, of which Brazil 
and Mexico are the largest operations within that region. The US retains its position as the Group’s single-largest market, 
contributing roughly 35% of Group revenue. Pleasingly, the Group has also increased its merger synergy guidance to 
$2.8bn from $2.4bn, which is expected to be delivered over the next three to four years, of which $829m has already 
been delivered. In order to pre-emptively appease competition authorities in pre-merger shared jurisdictions, ABInbev 
sold or reached agreements to sell several of SAB’s businesses prior to the effective merger date. These included US and 
Chinese joint ventures – MillerCoors and CR Snow; the Grolsch, Peroni and Meantime brands; a portfolio of Central 
and Eastern European brands; its stake in Distell; as well as its 55% stake in Coca-Cola Beverages Africa (CCBA). These 
pre- and post-merger sales also mean that the ‘mountain’ of debt that the Group incurred to take on the transaction has 
been quickly reducing, and with strong cash flows generated from its operations, the focus is now squarely on further 
reducing Group gearing. 
  
CEO, Carlos Brito, and the executive board at 3G Capital have a reputation for stringent cost control, with the Group 
renound for its initiating of “zero-based budgeting”, wherein every expense must be newly justified on an annual basis, 
and the goal is to bring it lower than the year prior. The entrance of the ‘Brazilians’ into the offices of their acquired 
businesses can tend to cause quite a shock, as the Group immediately sets about reducing perks like business class travel 
below certain distances, 3-star hotels instead of 5-star, and no more free beer for employees, one of SAB’s hallmarks. 
3G’s partners have long held the belief of a meritocratic organizational structure, with a relentless focus on performance, 
regardless of age or position. Low relative fixed remuneration is the order of the day, with significant bonuses paid on 
reaching targets for the year. 
 
ABInbev’s most famous long-term incentive is the current one, dubbed “2020 Dream Incentive Plan”, which was set for 
the 65 members of ABInbev’s senior management team in December 2015. The incentive plan includes 4.8 million share 
options currently worth roughly $350m. The payoff is based on ABInbev reaching a net revenue target of $100bn by 
2022, at the latest, 75% higher than the expected revenue to be generated in 2017. The incentive target has led to 
speculation that ABInbev has another significant acquisition in the pipeline, in order to reach the revenue target.  
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It’s not only the JSE that seems to be dominated by the so called ‘tech stocks’ (i.e. Naspers) but global investors are finding it 
more and more difficult to justify paying hefty multiples for businesses that more often than not are still generating losses…. 

 

 
2017 has once again seen outsized price gains for the group of shares that have become known as “FANG” – Facebook, 
Amazon, Netflix and Google. Apple has now joined these ‘high-flyers,’ with the group achieving an average year-to-date 
return of 32.5%, compared to the S&P 500’s 8.9% over the same period. As of the latest weighting data, these five 
companies represent just over 13% of the S&P 500 index and over 43% of the tech-heavy Nasdaq 100. The outperformance 
and significant weighting of these companies within the Nasdaq 100 has led to a 21% return for that index this year.  
 
All five of these companies share similar traits, insofar as they can all be considered disruptors, offering relatively rare 
potential to grow well-ahead of the broader market for the foreseeable future. Unfortunately for an investor, one has to 
pay a significant premium to partake in the potential growth. The real question, from an investment perspective, is whether 
the price multiple to be paid is justified by the inherent growth prospects that exist within all these companies – typically 
operating in industries susceptible to disruption by the ‘next best thing.’  
 
Legendary value investor and Warren Buffet’s mentor, Benjamin Graham’s central investment thesis was to invest with a 
“margin of safety.” Margin of safety refers to the price multiple being paid for a company, with lower multiples implying a 
higher margin of safety, and vice versa. High multiples require high growth to be sustained, with any disappointment 
potentially leading to a sharp derating of the company’s multiple, and hence price.  
 

A tailwind for these companies currently is passive fund 
/ ETF (Exchange Traded Fund) inflows significantly 
outpacing active management (unit trusts / mutual funds) 
inflows in the US. Flows into ETFs that track an index 
such as the S&P 500 or Nasdaq 100 require the ETF 
provider to rebalance its portfolio at the end of each 
trading day to match, as closely, the composition of the 
underlying index. The result is price insensitive buying of 
companies included in the index. It also results in 
outsized price gains, all else equal, in the companies that 
have the highest weightings within the respective indices. 
Illustrated alongside, net inflows into US equity funds 
(passive + active) have been positive since November 
2016, with outflows from active funds more than offset 
by strong inflows into ETFs. These inflows have driven 
the S&P 500 and Nasdaq 100 to new all-time highs, with 
outsized gains being experienced by the FA(A)NG’s.  
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The US tech sector has outperformed the broader S&P 500 
by 18% over the past 12 months. With the tech sector 
having a 25% weighting of the S&P 500, this sector has 
contributed more than half the gain in the broader index 
over the same time period. As of 25 May 2017, five stocks 
alone (Apple, Facebook, Amazon, Microsoft and Google) 
contributed nearly 42% of the S&P 500’s year-to-date gain.  
 
In the South African market, we’re seeing a similar lack of 
breadth in the JSE Top 40 index, with Naspers contributing 
3.3 percentage points to the 2.4% decline over the last year. 
Excluding Naspers, the JSE Top 40 index would be down 
nearly 6% over the last year.  
 
Global uncertainty, weak corporate investment and 
lacklustre growth across the developed world is pushing 
more investors into today’s high-flying tech stocks. The 
outsized influence of these mega-cap companies on the broader equity indices are increasingly driving investment flows 
into passive ETFs, which in turn are driving the relative outperformance of the FA(A)NG stocks. While current inflows 
into passive funds continue to outweigh the outflows from active funds, sudden outflows from ETFs can compound the 
negative impact on underlying securities’ prices, with the risk that price insensitive buying turns into price insensitive 
selling.  
 
While it may seem a great story on the way up, the way down may be just as pronounced, especially given the inherent nature of 
the industry and the potential for a new business or idea to suddenly dominant phone, tablet or TV screens….   
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Although not here now, we might see ABInbev on this list one 
day in the not too distant future – remember that Altria, the 
parent company for the Marlboro brand in the US, was one of 
the largest shareholders in SABMiller and is now one of the 
biggest holders of the enlarged ABInbev.  
 
 
 
 
 
 
 
 
 

--------------------------------------------------------------------------------------------------------------------------------------------- 

Staying on the theme of long term 
investing – you don’t get returns like this 
from cashing in at the first ‘blip’ in the 
price, although you need to ensure that 
you are invested in the right businesses to 
start with! 

  

 

 

 
 
 
 

--------------------------------------------------------------------------------------------------------------------------------------------- 
 
And given all the hype around Bitcoin and other 
‘cryptocurrencies’ at the moment, we thought this 
was a good one to squeeze in here; 
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With Brexit negotiations just about under way, and the potential for other nations to follow should the much talked about populism 
vote succeed in other European countries (although after France and the Netherlands completely rejected this, it seems unlikely), 
imagine being the negotiators trying to untangle this web of agreements and trade deals…. 

 

------------------------------------------------------------------------------------------------------------------------------------------- 

And here’s an interesting one about GDP’s of the largest 
countries in the world – we often forget about the size of some 
of those European countries, but should they start turning the 
corner, that region could very well be the next pillar of growth – 
Eurostat figures released earlier this month showed that every 
nation in the 28-member block grew their GDP in the first 
quarter of this year. An extract from the article points to the 
positive sentiment coming out of Europe – ‘Political uncertainty 
has diminished now that France’s presidential election is out the 
way, unemployment has fallen, business surveys point to solid 
demand and a continuing recovery in the global economy could 
boost exports.’ 
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Human nature focuses on the negative more than the positive but it is at times such as these that we don’t let the negativity and 
‘doomsayers’ skew our long-term goals – prepare for the worst, hope for the best and stay the course! 
 
The Seduction of Pessimism 
Pessimism is intellectually seductive in a way optimism only wishes it could be. 
By Morgan Housel 
 
Tell someone that everything will be great and they’re likely to either shrug you off or offer a skeptical eye. Tell someone 
they’re in danger and you have their undivided attention. Hearing that the world is going to hell is more interesting than 
forecasting that things will gradually get better over time, even if the latter is accurate for most people most of the time. 
Pessimism can be hard to distinguish from critical thinking and is often taken more seriously than optimism, which can 
be hard to distinguish from salesmanship and aloofness. Y2K got more media attention than any individual tech company. 
SARS (flu virus) got more attention than the massive decline in HIV mortality. Forecasting $250 a barrel oil in 2008 
sparked immediate congressional hearings. Forecasting the bankruptcy of oil giants as electric cars proliferate sparks 
immediate giggles. On one hand it makes sense. Daniel Kahneman once wrote: “Organisms that treat threats as more 
urgent than opportunities have a better chance to survive and reproduce.” But on the other hand it’s crazy. We don’t 
just respond faster to pessimism. We coddle it for longer than is necessary. Optimism demands facts and is ditched at 
the first sign of trouble. Pessimism can be grown from a crazy thought and clutched indefinitely. Why? 
 
*** 
 
Six years ago I interviewed Jeremy Siegel, a Wharton finance professor with a reputation for investment optimism. He 
was, in 2011, bullish on the stock market. He pointed to history. Over all long historic periods the stock market has 
produced positive returns after inflation. A journalist in the room rebutted that stocks had actually shrunk over the 
previous decade. Siegel wasn’t phased. Yes, 10-year returns were bad. But he doesn’t care about 10-year returns. It’s too 
short a period. Over the previous 20 years – 1991 to 2011 – the market had actually performed above average. “The 
past decade has been frustrating,” he said. “But that’s only because we had unreasonably high returns in the 1990s. The 
last 10 years has just offset the previous decade.” Siegel sidesteps pessimism not because he thinks bad stuff doesn’t 
happen, but because he has a longer time horizon than most. The difference is subtle but helps explain why pessimism 
sounds smart amid a backdrop of general improvement. Anything competitive – markets, businesses, countries, careers 
– moves toward improvement by breaking down what isn’t working and exposing weaknesses. Which means 
improvement over the long term has to be interrupted by short-term adversity. Pain, regret and trudge is the fuel for 
advancing and the cost of admission you have to pay to enjoy the benefits of any long-term improvements. The difference 
between pessimism and optimism often comes down to time horizon. If a recession or downturn is the end of your 
show, you should be pessimistic. If it’s a bad commercial during an otherwise great episode, you should be optimistic. 
Since short-term shocks are more frequent and recent than long-term gains, pessimism usually sounds smarter than 
optimism because it’s easier to recall. Optimists are often ridiculed as being oblivious to how risky the world is. I’ve 
found this to be a bad reading. They’re often quite aware of risks, but equally aware of risks being the soil optimism 
eventually grows out of. 
 
*** 
 
Gas was expensive in the 1980s. So people adapted and bought small cars and oil producers drilled a lot of oil. That made 
gas cheap in the 1990s. So people adapted again bought SUVs and oil companies packed up and abandoned fields. Then 
gas got expensive in 2008. And despite a long history of adaptation, we basically thought things would stay that way 
forever. Peak oil became a default assumption. Four-dollar gas was seen as the new floor. But we adapted again. Hybrid 
sales surged. Oil producers used high prices as an incentive to discover new drilling techniques. Prices eventually fell and 
the pessimists went quiet. Despite an awareness of how powerfully we’ve changed in the past, it’s too easy to 
underestimate our ability to change in the future. Psychologists call this the end of history illusion. In people, it’s the 
tendency to realize that your tastes and values have changed in the past while underestimating how much they’ll change 
in the future. It’s a reason pessimism is so seductive. Most things in business and investing have to be pushed to their 
limits once in a while, if only to see where the limits are. “Unsustainable” is the most common state that businesses and 
markets reside in.  
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If you underestimate our ability to adapt to unsustainable situations, you’ll find all kinds of things that currently look bad 
and can be extrapolated into disastrous. Extrapolate college tuition increases and it’ll be prohibitively expensive in 10 
years. Extrapolate government deficits and we’ll be bankrupt in 30 years. Extrapolate a recession and we’ll be broke 
before long. All of these could be reasons for pessimism if you assume no future change or adaptation. Which is crazy, 
given our long history of changing and adapting. But convincing ourselves of future change is hard to do, so pessimism is 
easy to latch onto. It’s also why every past market crash looks like an opportunity, but every future market crash looks 
like a risk. 
 
*** 
 
In 2004 the New York Times interviewed Stephen Hawking, the scientist whose incurable motor-neuron disease has left 
him paralyzed and unable to talk since he was 21 years old. Through his computer, Hawking told the interviewer how 
excited he was to sell books to lay people. “Are you always this cheerful?” the Times asked. “My expectations were 
reduced to zero when I was 21. Everything since then has been a bonus,” he replied. This is an extreme example, but 
some degree of it applies to everyone. Expecting things to be great means a best-case scenario that feels flat. Pessimism 
reduces expectations, narrowing the gap between possible outcomes and outcomes you feel great about. Maybe that’s 
why we cling to it. Expecting things to be bad is the best way to be pleasantly surprised when they’re not. Which is 
something to be optimistic about. 
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