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The election of Cyril Ramaphosa as the President of the ANC in December 2017 was seen as a massive positive for not 
only our domestic economy but it brings about a change of the guard in our political establishment. The election of the 
ANC’s top six wasn’t without surprises though, as controversial Free State and Mpumalanga premiers, Ace Magashule 
and David Mabuza, were elected Party Secretary and Deputy President, respectively. These appointments took some of 
the shine off Ramaphosa’s victory as an even split between Ramaphosa and Dlamini-Zuma backers raised the possibility 
of an ANC top six not singing from the same hymn sheet. While we do think the outcome is a step in the right direction 
and the positives look to outweigh the negatives at this stage, we are not out of the woods yet. 
 
2017 may go down as one of the toughest years for domestic investment in recent history. Our economy has struggled 
under the weight of rampant corruption, high unemployment levels and a constant barrage of negative news out of our 
State-Owned Entities (SOE’s). We need to be aware that these risks do still exist and the heavy debt burden that lies 
within the SOE’s remains in the sights of Moody’s, who has yet to decide on whether to downgrade our Government 
debt to sub-investment grade. This is especially true of the risk around Eskom being able to meet and re-finance its 
enormous debt obligations. On the positive front, we are already seeing our government prosecuting authority awaken 
from its slumber and this will be seen as a big positive. Added to this the newly appointed board at Eskom, led by Jabu 
Mabuza, who has spearheaded the Telkom turnaround, and includes Mark Lamberti, best known for building Massmart 
and now heading up Imperial. The State of the Nation address as well as the budget speech in February are going to be 
critical for investor confidence in our country, and cutting down on the number of cabinet ministers and appointment 
or re-appointment of those ministers seen as anti-corruption, will build on the momentum that we started to see in 
December of last year and which has carried through into January.   
 
So where does this leave our market? The strong rally in the Rand during the month of December last year in the lead 
up to and post the conference, was a clear indication as to what the market was hoping for in the new leadership of the 
ANC. This has also fed directly into our local basket of stocks, primarily the banks, local retailers and property. As 
reported on by Bloomberg earlier this week, South African stocks have seen the largest inflow in recorded history – this 
tells us something about how investors view our country post the Ramaphosa win!  

 
As we have mentioned before in previous communication to you, our politics does play some part in short term currency 
moves, the global environment however plays a far larger role in the long-term movement of the currency. We also 
need to be aware of the risks we have raised above and maintaining a balanced portfolio for now, while slowly shifting 
into the domestic arena is a prudent move – the upside of a long and prosperous Ramaphosa presidency is certainly a 
very attractive proposition, but there is no need to jump the gun – as we note, we are not out of the woods just yet, but 
there is certainly a brighter light at the end of this tunnel than there was previously!    
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To highlight the point on the currency, the last three years, and even more so the latter two, can be described as some 
of our most disruptive politically in recent history. The Rand seemingly shrugged this off however, and in both of those 
years has outperformed many other developed and developing market currencies. The hope is that the new government 
is able to implement policies that guide our economy on the right path and tilt the view of the foreign investor community 
away from us being seen as a purely commodity producing country to one where investment opportunity is available 
across the spectrum of industries and sectors.   

 
Domestic consumer-focused companies and financials have experienced by and large the greatest positive share price 
moves, and as expected, Rand Hedge companies experienced declines on the back of the strengthening of the Rand 
against almost all of its currency peers. A Zuma exit is likely to lead to further Rand strength as evidenced by the Rand 
strengthening by 1% in the wake of reports that “Zuma was lost.” This was, however, referring to Elon Musk’s Space X 
satellite, “Zuma,” being lost in space and not the man himself, something that certain news-reading algorithmic traders 
failed to distinguish – Talk about the stream of fake news that is now being detected and reacted upon by computers!  
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Apart from the banking and financial services sector, the domestic retail sector is an excellent way to capitalise on a growing local 
economy where interest rates are coming down, inflation is low, unemployment is decreasing and there is a general ‘feel-good’ 
factor in the country….and TFG we think sits right in the sweet spot! 
 

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

Starting with a general overview of the SA retail landscape, South African retailers’ Christmas trading updates coincided 
with the release of official retail sales figures for November. Total inflation-adjusted retail sales increased 8.2% in 
November, the quickest pace since June 2012. Clothing and footwear sales jumped over 12% for the month and 
contributed 32% of the headline increase. The sharp acceleration in growth has largely been attributed to the increasingly 
popular “Black Friday” promotion, now held by nearly all South African retailers. The impact of the significant promotions 
on offer on the day is likely to have pulled some spending forward from traditional December holiday spending, making 
November’s sales figures somewhat of an outlier to the recent trend. Having said that however, the recent trend in retail 
sales, particularly in clothing and footwear, has been favourable, following the declines experienced in the first quarter 
of 2017. Retail sales growth has accelerated on the back of moderating inflation in the country, with the lower LSMs 
(living standard measure) facing the most benign inflationary environment in several years.  
  

 
The drought-driven increase in maize prices in 2016 put huge strain on lower income budgets, reducing money available 
for more discretionary spending. As food commodity prices moderated substantially heading into the second quarter of 
2017, discretionary spending began to accelerate. Driven by the strength of the rand following the election of Cyril 
Ramaphosa, coupled with a record maize harvest in the 2017 season, the inflation outlook for 2018 looks even better. 
With the inflation rate now firmly in the middle of the bank’s 3% - 6% target, the SARB is expected to reduce interest 
rates in the first half of 2018, which will provide further relief to the consumer, particularly at the higher-end.  
 
Updates released by most of the listed retailers this month have been mixed with TFG and Mr Price’s clothing and 
footwear divisions showing the strongest growth of their peers, relative to the underperformance of Woolworths and 
Truworths’ local clothing divisions. On the food front however, Shoprite and Woolies both delivered strong sales growth 
in an environment of low food inflation. Despite a mixed bag of results, the present wave of foreign money entering our 
local equity market has lifted all boats, with Shoprite, Mr Price, Clicks and Dis-Chem all trading close to all-time highs 
and the likes of Woolies, Truworths and Famous Brands trading well-above the lows experienced in 2017.  
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What is it about TFG that we like? 
 
TFG has been the most consistent listed non-food retailer 
over the last 4-years. A key reason for this consistency 
stems from the Group’s exposure to the ‘athleisure’ trend 
in South Africa and our neighbouring countries. TFG owns 
TotalSports, Sportscene and DueSouth, collectively 
included in its “sports” category. TotalSports and 
Sportscene, operating out of 317 and 277 stores, 
respectively, generate the majority of their revenue from 
the sale of sports-branded footwear, including Nike, Adidas, 
Puma and Reebok. Strong demand for these brands has 
resulted in this category growing revenue at an average 20% 
per annum over the last 3-years. The strong relative growth 
of the category has raised its contribution to TFG Africa’s 
revenue to 28% from 20% in 2014.  
 
TFG has augmented its domestic growth through the 
acquisition of several companies in the UK, and more 
recently, Australia. TFG made its first acquisition abroad in 
January 2015, acquiring 85% of Phase Eight in the UK for R2.9bn, Whistles (UK) for R101m in March 2016, and Hobbs 
(UK) for an undisclosed amount in November 2017. All three of these businesses / brands predominantly sell their 
merchandise through concessions within large department stores, predominantly in the UK. For the last reported period, 
TFG disclosed that Phase Eight generates over 28% of its sales from online sales, through both its own and third-party 
websites. The concession model is an attractive one, with the brands paying a variable commission to the department 
store on sales rather than a fixed rent on the concession. If the brand provides the staff, the commission is 18% - 30% 
of sales and if the department store provides the staff, the commission is 30% - 50%. The lack of fixed overheads reduces 
the respective brand’s operating risk, as costs move with revenue. Additionally, it only costs £25k (R425k) to open a 
concession store, which is generally repaid within 6-months of opening. This low-risk, low-cost model allows the brands 
to expand into a number of new markets fairly rapidly. Underperforming concessions can be closed at minimal relative 
expense, however, should they outperform, the brand can roll-out further concessions quickly to take advantage of the 
momentum gained.  
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TFG also acquired Australian-based, Retail Apparel Group 
(RAG) for R2.7bn in 2017. RAG is the largest specialty 
menswear retailer in Australia, with 414 stores and a 6.8% 
share of menswear apparel sales. RAG has five brands – 1) 
Tarocash, targeted at 18 to 40-year old males in the mid-
market segment (largest segment of the menswear market), 
with an average merchandise price of ~A$50; 2) yd, a more 
fashion-orientated menswear brand aimed at the 18 to 27-
year old market; 3) Connor, menswear brand targeted at the 
value segment of the market and the quickest growing brand 
in RAG, average price point closer to A$30; 4) Johnny Bigg, 
a relatively new brand in the business, catering for tall and 
large males (sizes go up to 8XL), and for which there has 
been interest from the US; 5) Rockwear, sells women’s 
athleisurewear, targeting the more “value” segment of the 
market relative to a Lorna Jane (~30% cheaper), the brand is 

currently underperforming and is only just getting to break-even, which has been a drag on Group margins. RAG has 
grown revenue and EBITDA at a 3-year CAGR of 14.3% and 10.7%, respectively.  
 
In terms of the broader rationale for the acquisition, TFG cited RAG’s established store and online channels, which 
provide a strong platform for the expansion of TFG’s brands in Australia, with aligned product and value positioning 
between RAG and TFG’s multi-brand offering. Emanating from TFG’s experience with menswear retailing in SA, TFG 
views the menswear market to be a safer bet relative to womenswear, particularly in the current Australian environment. 
The main reason for this view stems from relatively lower fashion risk and a much higher percentage of replenishment 
stock and core stock that goes into menswear stores. According to TFG, in menswear, a retailer generally runs at a 
markdown level that is ~7% in a good year and ~10% in a tough year, compared to womenswear, where markdowns 
run at ~13% in a good year and over 20% in a bad one. Additionally, there is potential sourcing synergies between RAG 
and TFG’s menswear brands, particularly Markhams. The 14 G-Star Raw stores in Australia acquired for A$13.9m, 
effective April 2017, will fall under the RAG management team. 

 
TFG is expected to generate 30% of revenue and 16% of operating profit from its foreign operations in the year ending 
March 2018. As evidenced by the rise in TFG’s share price following the ANC elective conference, the Group has been 
a leading beneficiary of the substantial foreign flows into our equity market this year. We rate the company and its 
management team very highly, however, at current levels, we believe the share price has run-ahead of fundamentals. 
Once the euphoria dies down, we expect to get a better entry point into a quality, now multi-national retailer. 
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In the context of ‘synchronized global growth,’ note the enormous 
drop over time of countries in recession. While we often read about 
how countries around us are becoming wealthier and poverty is all 
but being eliminated in developed countries, we have for a long time 
missed this positive news.  
 
For the first time in a long time, we could be on the cusp of a 
prolonged domestic growth story – Not only are we coming off an 
incredibly low base, BUT, with our financial sector reputation, 
globally respected judicial fraternity, good infrastructure and who 
can turn away our excellent weather, the right governance 
environment would be incredibly attractive to any foreign investor. 
 
 
 

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

Staying on the topic of synchronized global 
growth, resources are a common winner. 
Alongside an interesting take on those 
commodities that perform during different 
stages of the economic cycle – note the late 
stage nature of these moves.   

 

 

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

Alongside is the very good example of why we would want to attract investment 
to our country – some of these companies have almost as much cash on hand 
as we have in GDP!  

With the exception of the complete outlier in Apple with $261bn in cash (R3.1 
trillion even with a strong Rand!), Amazon is a prime example of what may 
happen should we start seeing foreign investment. The retailer recently put out 
a ‘prospectus’ for cities around America to submit bids for their new offices - 
when you have the ability to employ almost 100 000 new employees per 
annum, any city would be falling over themselves to have you! 
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The writing is small but the underlying reasoning behind why we maintain our optimism around investing is that the inherent nature 
of striving for progress will always trump negativity, despite the almost constant negative news as highlighted in the graph – ‘markets 
will always climb a wall of worry!’  

Some of the highlights from the graph below include: 1896 – First Ford automobile assembled; 1927 – The Lindbergh was the first 
non-stop flight between New York and Paris; 1951 – First commercial colour TV; 1960 – First Japanese cars exported to the US.  

Where there is opportunity, someone is bound to fill that gap and as investors ‘we need to have our line in the water in order to 
catch the fish!’ 
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This is a great article and reminds us that investing is more of a habit than a goal. 
 
Habits vs. Goals: A Look at the Benefits of a Systematic Approach to Life 
By Farnam Street Blog 
 
“First forget inspiration. Habit is more dependable. Habit will sustain you whether you're inspired or not. Habit is persistence in 
practice.” — Octavia Butler 

 
*** 
 
Nothing will change your future trajectory like habits. We all have goals, big or small, things we want to achieve within a 
certain time frame. Some people want to make a million dollars by the time they turn 30. Some people want to lose 20 
pounds before summer. Some people want to write a book in the next six months. When we begin to chase an intangible 
or vague concept (success, wealth, health, happiness), making a tangible goal is often the first step. Habits are processes 
operating in the background that power our lives. Good habits help us reach our goals. Bad ones hinder us. Either way, 
habits powerfully influence our automatic behavior. 
 
The difference between habits and goals is not semantic. Each requires different forms of action. For example: 
• We want to learn a new language. We could decide we want to be fluent in six months (goal), or we could commit 

to 30 minutes of practice each day (habit). 
• We want to read more books. We could set the goal to read 50 books by the end of the year, or we could decide 

to always carry a book with us (habit). 
• We want to spend more time with our families. We could plan to spend seven hours a week with them (goal), or 

we could choose to eat dinner with them each night (habit). 
 
The Problems With Goals 
When we want to change an aspect of our lives, setting a goal is often the logical first step. Despite being touted by many 
a self-help guru, this approach has some problematic facets. 
 
Goals have an endpoint. This is why many people revert to their previous state after achieving a certain goal. People 
run marathons, then stop exercising altogether afterward. Or they make a certain amount of money, then fall into debt 
soon after. Others reach a goal weight, only to spoil their progress by overeating to celebrate. 
 
Goals rely on factors which we do not always have control over. It’s an unavoidable fact that reaching a goal is 
not always possible, regardless of effort. An injury might derail a fitness goal. An unexpected expense might sabotage a 
financial goal. A family tragedy might impede a creative-output goal. When we set a goal, we are attempting to transform 
what is usually a heuristic process into an algorithmic one. 
 
Goals rely on willpower and self-discipline. As Charles Duhigg wrote in The Power of Habit: Willpower isn’t just a 
skill. It’s a muscle, like the muscles in your arms or legs, and it gets tired as it works harder, so there’s less power left 
over for other things. 
 
Keeping a goal in mind and using it to direct our actions requires constant willpower. During times when 
other parts of our lives deplete our supply of willpower, it can be easy to forget our goals. For example, the goal of saving 
money requires self-discipline each time we make a purchase. Meanwhile, the habit of putting $50 in a savings account 
every week requires little effort. Habits, not goals, make otherwise difficult things easy. 
 
Goals can make us complacent or reckless. Studies have shown that people’s brains can confuse goal setting with 
achievement. This effect is more pronounced when people inform others of their goals. Furthermore, unrealistic goals 
can lead to dangerous or unethical behavior. 
 
The Benefits of Habits 
“Habit is the intersection of knowledge (what to do), skill (how to do), and desire (want to do).” — Stephen Covey 
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Once formed, habits operate automatically. Habits take otherwise difficult tasks—like saving money—and make them 
easy. The purpose of a well-crafted set of habits is to ensure that we reach our goals with incremental steps. The benefits 
of a systematic approach to achievement include the following: 
 
Habits can mean we overshoot our goals. Let’s say a person’s goal is to write a novel. They decide to write 200 
words a day, so it should take 250 days. Writing 200 words takes little effort, and even on the busiest, most stressful 
days, the person gets it done. However, on some days, that small step leads to their writing 1000 or more words. As a 
result, they finish the book in much less time. Yet setting “write a book in four months” as a goal would have been 
intimidating. 
 
Habits are easy to complete. As Duhigg wrote, Habits are powerful, but delicate. They can emerge outside our 
consciousness or can be deliberately designed. They often occur without our permission but can be reshaped by fiddling 
with their parts. They shape our lives far more than we realize—they are so strong, in fact, that they cause our brains to 
cling to them at the exclusion of all else, including common sense.” Once we develop a habit, our brains actually change 
to make the behavior easier to complete. After about 30 days of practice, enacting a habit becomes easier than not doing 
so. 
 
Habits are for life. Our lives are structured around habits, many of them barely noticeable. According to Duhigg’s 
research, habits make up 40% of our waking hours. These often minuscule actions add up to make us who we are. William 
James (a man who knew the problems caused by bad habits) summarized their importance as such: All our life, so far as 
it has definite form, is but a mass of habits — practical, emotional, and intellectual — systematically organized for our 
weal or woe, and bearing us irresistibly toward our destiny, whatever the latter may be. Once a habit becomes ingrained, 
it can last for life (unless broken for some reason). 
 
Habits can compound. Stephen Covey paraphrased Gandhi when he explained: Sow a thought, reap an action; sow 
an action, reap a habit; sow a habit, reap a character; sow a character, reap a destiny. In other words, building a single 
habit can have a wider impact on our lives. Duhigg calls these keystone habits. These are behaviors that cause people 
to change related areas of their lives. For example, people who start exercising daily may end up eating better and drinking 
less. Likewise, those who quit a bad habit may end up replacing it with a positive alternative.  
 
Habits can be as small as necessary. A common piece of advice for those seeking to build a habit is to start small. 
Stanford psychologist BJ Fogg recommends “tiny habits,” such as flossing one tooth. Once these become ingrained, the 
degree of complexity can be increased. If you want to read more, you can start with 25 pages a day. After this becomes 
part of your routine, you can increase the page count to reach your goal. 
 
Why a Systematic Approach Works 
“First we make our habits, then our habits make us.” — Charles C. Nobel 
 
*** 
 
By switching our focus from achieving specific goals to creating positive long-term habits, we can make continuous 
improvement a way of life. This is evident from the documented habits of many successful people. Warren Buffett reads 
all day to build the knowledge necessary for his investments. Stephen King writes 1000 words a day, 365 days a year (a 
habit he describes as “a sort of creative sleep”). Athlete Eliud Kipchoge makes notes after each training session to 
establish areas which can be improved. These habits, repeated hundreds of times over years, are not incidental. With 
consistency, the benefits of these non-negotiable actions compound and lead to extraordinary achievements. While goals 
rely on extrinsic motivation, habits are automatic. They literally rewire our brains. When seeking to attain something in 
our lives, we would do well to invest our time in forming positive habits, rather than concentrating on a specific goal. 
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