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Disclaimer: 

This document is for information purposes only and is not intended to be a recommendation, offer or invitation to take 

up securities or other financial products. The information contained in this document is general and objective 

information only and is not intended to constitute a securities recommendation and should not be construed as 

constituting any form of investment advice or recommendation, guidance or proposal of a financial nature in respect 

of any investment in the fund or any transaction in relation to the fund. This document does not take into account the 

investment objectives, financial situation and particular needs of an investor. Past performance is not indicative of 

future returns. Errors and omissions excluded. 

27four Investment Managers (Pty) Ltd is an authorised financial service provider with license number 31045. 



 
While local sentiment continued to ride on the renewed sense of optimism within the South African 
economy, the benefits of this continued to elude the local equity market with the overall market continuing 
to be weighed down by both by global uncertainty and volatility and also Rand strength as many investors 

adopt a wait and see approach regarding the delivery of earnings.  
 
Notwithstanding this, pockets of the equity market (particularly those with a domestic bias) continued to 
witness significant re-ratings as the market began anticipating improved local economic growth and 
consequently earnings prospects from these sectors. If one considers the most obvious examples of such, 
Retailers and Banks continued to extend the strong gains from December and January into February. 

Eventually, the banking index ended the month up 9.47% with Retailers ending the month 3.45% in the 
green. This brought year to date gains for the banks to 7.77% and three month gains to 24.20% while the 
retail index has advanced 8.22% and 25.43% over the same respective periods. Given that the All Share 

Index delivered -1.87% and -2.20% over these periods provides some context as to the extent of pressure 
exerted on all Rand hedged stocks across multiple sectors.  
 
The shifting narrative has been palpable and sectors which remained out of favour for the best part of two 

years have begun to re-rate aggressively in lieu of improved growth prospects on a forward looking basis. 
Further evidence of the shifting narrative outside of the large market capitalisation South African 
incorporated businesses can be found in what is being termed as the first wave of re-rating in a number of 
mid-cap opportunities. While it is still early days and there remains significant value yet to be unlocked 
from this segment of the market, one could consider the turnaround in fortunes at companies such as AECI 
as well as Italtile as clear examples of improving investor sentiment filtering through into interest in 
companies related in no way apart from size and perception of earnings base.  

 
Since the rising optimism of shifting political winds within South Africa took a hold in early December, AECI 
has rallied an impressive 21.68% whilst Italtile has delivered a commendable 9.08% over this period. With 
both companies reporting results over the course of February, further evidence of the changing sentiment 
and outlooks for such companies was provided. AECI delivered creditable results growing headline earnings 
per share by 17%, profits by 21% and dividends by 10%. Perhaps most encouragingly, the group managed 

to do this at a time of very weak economic growth and subdued activity in the mining and manufacturing 
sectors which are the primary sources of business for its chemicals and explosives business. On another 
positive note, all numbers have been produced prior to the purchase and integration of Much Asphalt which 
would look to diversify the business’ earnings stream and generate many synergies to be exploited within 
the current business. While the results announcement was particularly impressive, there was no new 
material information to be obtained and analysts and the general market were already aware of AECI’s 
flexibility in navigating the business through a highly challenging economic backdrop. Despite this, until 

evidence of improved economic prospects emerged, a re-rating in the stock and the beginning of unlocking 
the potential returns eluded the share.  
 
Italtile also managed to deliver an impressive earnings update for their last half year end to December 
2017 with revenue growth of 22% over the prior period and operating profit ultimately growing by 21%. 
Perhaps more importantly, however, was the intent maintained by the company to continuously invest in 
new stores opening a further 10 stores during its second half bringing the total number of new stores 

opened to 22 in its current financial year. When adding to the equation the benefits of vertical integration 
to be brought in through the acquisition of Ceramic Industries which will extract considerable margin 
benefits, it appears the shifting backdrop and smart management are likely to hold the business in good 

stead on a forward looking basis. 
 
While local equity managers continue to reposition their portfolios to capture the changing narrative filtering 

through and ultimately culminating into better growth and investment prospects within South Africa, it is 
arguable that a number of the domestic companies outside of the banking sector have been overdone and 
now perhaps exhibit excessive exuberance with regards to earnings growth prospects. Examples of such 
businesses re-rating prior to the delivery of earnings include Massmart (up 45% over a 3 month period) as 
well as Barloworld (up 15.45% over a 3 month period). While pockets of the banking sector continue to 
offer value (with Barclays Africa still only trading around 10X forward earnings on a dividend yield in excess 
of 5% and Standard Bank on around 12.5X forward earnings with a dividend yield of almost 4% and a 



stellar earnings release for the last financial year end), investors continue to remain cautious regarding the 
extent of the re-rating witnessed and continue to position their respective portfolios for the second wave 

of this re-rating. Reasoning seems to dictate that the quality mid-cap segment of the market presents the 
next best opportunity for investors to buy stable and improving earnings trajectories likely to benefit from 

an improving local economy. As such, a number of investment managers have shifted to this sector of the 
market hoping to catch a second leg to the “SA Inc” rally.  
 
With economists across the board upgrading forecasts for economic growth in South Africa (with Goldman 
Sachs being the  most bullish upgrading forecasts to 2.3% for 2018 and dubbing South Africa the emerging 
market story of 2018), it is critical that policy makers continue to capitalise on this great positivity and 
continue to take the right steps in a short window period to avoid ratings downgrades and continue to 

support improving business and consumer confidence so as to deliver the much required economic growth 
to tackle chronic unemployment. Having said this, the cabinet reshuffle that was announced bringing highly 
credible ministers Nhlanhla Nene and Pravin Gordhan back into the fold have been exceptionally positive 
developments. When coupled with the austere budget announced for the 2018/19 financial year 
implementing considerable tax increases in the way of higher fuel levies as well as a 1% increase in VAT a 
strong message of action has been signalled to ratings agencies with regards to tackling the concern of 

ballooning debt and has come at a critical time ahead of a vital update from ratings agency Moody’s. With 
the welcome news of economic growth numbers for the fourth quarter (and consequently for the year of 

2017) coming in ahead of expectations (3.1% growth for the fourth quarter brining 2017 growth to 1.3%), 
the market has begun to price in no ratings downgrade from Moody’s at its March update.   
 
On the global front, while markets remained exceptionally bullish on the prospects for the global economy 
and investment for 2018, the greatest threat to a stable and gradually rising global equity market remains 

the threat of spiralling inflation and consequent drastic tightening action from global central banks. The 
middle of February highlighted the dangers of increasing global volatility as over-subscribed leveraged 
equity products dependent on ongoing low volatility had to be unwound at considerable loss to investors. 
While the source of this increased volatility is speculated to be related to faster than expected increases in 
inflation driven by wage inflation out of the US, there are a number of factors which could increase such 
volatility at the margin given the historically low base it is coming off. While investors would be well 
cautioned to be aware of such spikes in volatility, we believe this is nothing to be overly concerned about 

for the time being. The global earnings base continues to improve off the back of corporate investment as 
evidenced by 2017 being yet another record year for US merger and acquisition activity closing the year 
with in excess of $3 trillion in concluded transactions.  
 
Share buy backs continue to reduce at a drastic rate as corporates no longer need to support earnings per 

share through financial engineering by reducing the number of shares in issue and ultimately the 4th quarter 

proved to produce exceptionally robust earnings numbers with every major region in the world growing 
earnings at a 10% or greater rate. There is always, however, the ongoing threat of heightened geopolitical 
risk causing volatility along the way. The latest bout of this has been an election in Italy seeing a strong 
rise in popularity for right wing anti-Euro parties as well as the steel and aluminium import tariffs announced 
by President Trump which threatens retaliation from the European Union as well as China increasing the 
risk of a damaging trade war. Ultimately, asset prices have reacted to this increasing risk given the sharp 
derating in the month of February.    

 
 
 
 
 
 
 

 
 

 
 
 
 



 

As at 28 February 2018 

 

 SA INDICES 
1 

Month 
3 

Months 
6 

Months 
YTD 1 Year 

3 Years 
(Ann) 

5 Years 
(Ann) 

ALSI -1.97% -2.20% 4.51% -1.87% 17.44% 6.08% 11.23% 

RESI 20 -4.88% -2.45% 1.19% -1.41% 16.72% -4.68% -3.21% 

INDI 25 -3.51% -7.84% 1.17% -3.30% 18.50% 7.11% 15.39% 

FINI 30 -1.28% -3.60% 5.15% -1.90% 21.60% 7.85% 15.58% 

SAPY -9.90% -15.41% -11.03% 
-

18.83% 
-6.09% 0.71% 8.01% 

SWIX -1.18% -2.01% 5.74% -1.85% 17.75% 6.37% 12.24% 

ALBI 3.93% 11.85% 9.41% 5.86% 14.33% 7.72% 7.33% 

STeFI 0.54% 1.76% 3.58% 1.15% 7.48% 7.18% 6.57% 

SAGLIB 1.30% 4.82% 1.60% -0.89% 0.66% 4.09% 4.66% 

GLOBAL INDICES                
DOW JONES -4.28% 3.12% 14.04% 1.25% 20.26% 11.34% 12.23% 

S&P 500 -3.89% 2.50% 9.80% 1.50% 14.82% 8.85% 12.37% 

FTSE 100 -4.00% -1.29% -2.67% -5.93% -0.43% 1.35% 2.60% 

CAC 40 -2.94% -0.97% 4.62% 0.15% 9.51% 2.42% 7.40% 

DAX 30 -4.97% -3.22% 4.94% -2.85% 8.94% 4.74% 11.17% 

HANG SENG -6.21% 5.71% 10.28% 3.09% 29.92% 7.51% 6.03% 

NIKKEI 225 -4.46% -2.89% 12.33% -3.06% 15.43% 5.49% 13.81% 

MSCI WORLD -4.10% 2.38% 9.09% 0.98% 18.00% 8.81% 11.31% 

BARCLAYS GLOBAL 

BOND INDEX 
-0.89% 0.64% 0.46% 0.30% 6.01% 2.45% 1.23% 

CURRENCIES               
GBPUSD -3.23% 2.56% 6.54% 1.71% 11.17% -3.75% -1.92% 

EURUSD -2.10% 2.89% 2.53% 1.53% 15.38% 2.90% -1.36% 

USDZAR -0.66% -13.65% -9.32% -4.70% -10.17% 0.40% 5.49% 

GBPZAR -3.90% -12.58% -3.49% -3.09% -0.15% -3.28% 3.48% 

EURZAR -2.73% -11.10% -7.08% -3.22% 3.67% 3.28% 4.06% 

ZARJPY -1.60% 10.38% 7.08% -0.55% 5.19% -4.07% -2.44% 

COMMODITIES                
GOLD -3.31% 2.97% 2.35% 11.12% -2.55% 1.89% -6.32% 

PLATINUM -8.71% -1.57% -4.05% 1.00% -11.15% -11.18% -11.31% 

BRENT CRUDE 7.43% 16.44% 6.09% -0.05% 13.58% -15.68% -12.90% 

SA SECTORS               
FINANCIALS 2.58% 7.89% 13.21% -0.47% 20.54% 6.78% 14.18% 

HEALTH -0.92% -2.99% -6.32% -2.61% -10.56% -13.37% 6.08% 

TECHNOLOGY -1.26% -14.23% -25.28% -6.51% -33.92% -12.60% 1.11% 

CONSUMER SERVICES -1.26% -4.67% 13.48% -2.10% 43.00% 17.79% 27.36% 

TELECOMS -1.65% 2.53% -4.03% -1.16% 10.83% -5.93% 2.45% 

INDUSTRIALS -2.27% 10.75% 16.69% 3.36% 20.42% 8.14% 9.50% 

RESOURCES -4.82% -2.23% 1.88% -1.79% 16.07% -3.69% -2.60% 

BASIC MATERIALS -4.82% -2.23% 1.88% -1.79% 16.07% 3.00% 1.72% 

CONSUMER GOODS -7.98% -18.80% -17.47% -6.43% -11.00% 0.51% 9.64% 

 



 
1. Improving global growth expectations 

With the global economy humming along as 

evidenced by the strong pick-up in industrial 

metal prices over the last 6 months, 

corporate investment is likely to continue to 

lead earnings growth globally. As the 

economic expansion continues to gather 

pace, we are likely to see interest rates being 

increased in a responsible way which is likely 

to result in greater efficiency in the allocation 

of capital into the long term which would 

ultimately prove to be equity supportive 

through a higher quality of earnings growth.  

  

2. Opportunity set available in global 

listed property remaining attractive 

With mid-single digit earnings growth 

pencilled in on a forward looking 12 month 

basis, the sector continues to reap the 

benefits of an improving global economy as 

vacancy rates and rental escalations 

continue to improve. In addition to material 

yield spreads relative to equivalent 

government bonds, the sector continues to 

trade on around a 10% discount relative to 

NAV on a composite global basis ensuring 

that valuations remain prudent whilst 

earnings growth remains entrenched. 

 
3. Heightened geo-political risk 

While the economic recovery seems to be 

gaining traction globally, geopolitics 

threatens to weigh on confidence and reduce 

the positive impacts of increased 

investment, employment and inflation. The 

greatest threat currently remains the tariffs 

announced by President Trump and the 

impacts this may have with regards to 

retaliation from the rest of the world 

ultimately escalating into a full blown trade 

war placing a damper on global growth 

prospects. 

 
4. Governance concerns weighing on JSE 

companies 

Subsequent to the demise of Steinhoff, there 

has been significant concern from a number 

of investors on the governance issues 

plaguing a number of other JSE corporates. 

With the listed property sector being the 

latest sector to attract negative scrutiny with 

disastrous share price performance in this 

regard, investors are cautioned to be a lot 

more cognisant of corporate governance, 

proxy voting issues and being active in 



holding management to account in order to 

prevent such events from destroying value 

in the future.  

 
5. Increased global inflation 

While much has been made of the prospects of 

increasing inflation and how this would be 

negative for financial markets given increased 

interest rates, this argument does not take into 

consideration the opportunity higher inflation due 

to higher wages offers to corporates globally. 

Should consumers be in a position to earn more, 

corporates are likely to have a greater ability to 

pass on additional costs onto the consumer thus 

supporting company margins and cash flows into 

the longer term. It should be noted, however, that 

companies that have been poor allocators of 

capital solely reliant on low interest rates to earn 

a return greater than their cost of capital remain 

in a precarious position as a result of increasing 

interest rates.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 

Impact on financial markets 

Black swan: Negative impact 

White swan: Positive impact 

Red swan: Neutral impact 

Probability of event 

Black swan: Low probability 

White swan: High probability 

Red swan: Moderate probability 

How to read 
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Asset Class 
Max 

Underweight 
Underweight Neutral Overweight 

Max 

Overweight 

SA Equity       

SA Bonds        

SA Inflation Linked 

Bonds 
      

SA Listed Property       

SA Cash       

Offshore Equity        

Offshore Listed 

Property 
      

Offshore Bonds       

 

 Previous allocation (as of 31 January 2018)   Current allocation (as of 28 February 2018) 
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