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Scary	as	it	seems,	we	are	staring	down	
the	 barrel	 of	 another	 year	 end.	 That	
implies	Christmas	trees	and	mince	pies,	
but	it	also	means	that	it	is	time	to	look	
forward	 to	 2015	 to	 discern	 what	 the	
year	 ahead	 might	 hold	 for	 investors.	
We	 have	 been	 delivering	 a	 series	 of	
seminars	 on	 this	 topic	 over	 the	 past	
few	weeks.	However,	we	are	well	aware	
that	only	a	 small	percentage	of	 clients	
are	able	to	attend.	For	that	reason,	we	

provide	a	summary	of	the	presentation	and	our	thoughts	for	
the	year	ahead.

The	JSE	has	delivered	positive	returns	for	the	past	six	years.	
Whilst	this	is	not	unprecedented,	the	duration	of	the	current	
rally	 is	 starting	 to	 look	 stretched	 relative	 to	 history.	 As	 a	
further	step	to	putting	 the	current	conditions	 into	context,	
we	 looked	 back	 at	 the	 forecasts	 we	 made	 for	 2014.	 In	 a	
nutshell,	 we	were	 expecting	 earnings	 to	 grow	 and	 returns	
to	be	muted.	 The	 combination	of	 those	 two	 factors	would	
lead	to	a	decline	 in	valuations,	which	 in	 turn	would	 lay	the	
foundation	 for	solid	 returns	 in	2015	and	beyond.	With	one	
month	left	to	go,	those	expectations	have	only	been	partially	
met.	 Profits	 have	 indeed	 grown,	 but	 returns	 have	 been	
stronger	than	we	anticipated.	Furthermore,	the	market	has	
become	 lopsided.	 Resources	 (mining	 related	 shares)	 have	
been	 exceptionally	 weak,	 thanks	 to	 the	 strong	 US	 Dollar	
and	weak	growth	in	China.	On	the	other	hand,	Financial	and	
Industrial	shares	have	performed	well.	The	net	consequence	
is	 that	whilst	 the	market	 has	 become	 cheaper	overall,	 it	 is	
due	solely	to	the	decline	in	mining	shares.	The	rest	of	the	JSE	
remains	expensive.	

One	 can	 be	 forgiven	 for	 experiencing	 a	 case	 of	 “déjà	 vu”.	
Whether	one	analyses	the	local	or	foreign	market,	valuations	
are	 very	 similar	 to	 the	 levels	 that	 prevailed	 at	 the	 end	 of	
2013.	So	our	wish	for	valuations	to	fall	has	not	materialised.	
Consequently,	markets	remain	expensive	and	returns	in	2015	
will	depend	heavily	on	the	rate	of	growth	in	profits.	

So	what	might	2015	hold?	In	our	opinion,	it	might	be	a	year	of	
two	halves.	The	first	half	is	likely	to	be	volatile	and	will	hinge	
heavily	on	 the	 timing	and	quantum	of	 increases	 in	 interest	
rates,	both	here	and	more	importantly,	in	the	US.	We	believe	

the	second	half	will	be	more	stable,	and	returns	are	likely	to	
improve	as	the	year	progresses.	But	more	on	this	later.	First,	
let	us	examine	the	issue	of	US	interest	rates	in	more	detail.		

As	clients	will	know,	America’s	quantitative	easing	program	
has	come	to	an	end.	Investor	focus	has	now	turned	to	interest	
rates	and	when	they	might	start	to	rise.	As	a	reminder,	the	
US	 last	 raised	 interest	 rates	 in	 June	 2006	 -	 so	 much	 has	
happened	since	then	that	it	feels	like	a	different	era.	Maybe	
it	 was.	 Investor	 opinion	 is	 divided	 as	 to	 the	 timing	 of	 any	
change.	 It	 ranges	 from	 March	 to	 September,	 and	 where	

DUSTING OFF OUR CRYSTAL BALL: THE OUTLOOK FOR 2015
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investors in 2015, but we do see some silver linings.
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there	 is	 divided	 opinion,	 volatility	 usually	 follows.	 One	 of	
the	key	variables	that	the	US	Federal	Reserve	will	take	into	
consideration	is	whether	wages	are	rising,	which	in	turn	will	
fuel	a	broader	rise	 in	 inflation	 in	that	country.	As	the	chart	
shows,	the	unemployment	rate	has	fallen	sharply,	but	unlike	
previous	 cycles,	 wages	 have	 yet	 to	 rise	 to	 any	 significant	
degree.	Any	sign	that	wage	growth	is	accelerating	will	bring	
forward	expectations	of	an	increase	in	rates.	

The	normalisation	of	US	interest	rates	does	carry	implications	
for	 the	 broader	 investment	 community.	 Firstly,	 there	 is	
an	 impact	 on	 risk	 appetite.	 Given	 ultra-low	 interest	 rates	
across	 developed	 countries,	 investors	 were	 forced	 to	 look	
elsewhere	 for	 returns.	 Emerging	 markets	 (including	 SA)	
were	 beneficiaries	 of	 this	 trend.	 Foreigners	 have	 invested	
huge	 amounts	 in	 our	 economy.	 As	 rates	 start	 to	 rise,	 we	
should	 expect	 some	 of	 these	 funds	 to	 flow	 back	 to	 their	
country	 of	 origin	 as	 the	 gap	 between	 returns	 that	 are	
available	 in	 the	 US	 and	 SA	 starts	 to	 narrow.	 That	 would	
have	 negative	 implications	 for	 the	 Rand.	 Secondly,	 we	 are	
facing	 an	 increasingly	 unbalanced	 global	 economy.	Growth	
is	unbalanced	–	a	 strong	US	yet	a	weak	Europe	and	China.	
But	policy	is	unbalanced	we	all.	The	US	and	UK	are	no	longer	
printing	money,	but	Japan	and	the	EU	are	accelerating	their	
QE	programs.	That	 leads	neatly	 into	the	third	 implication	–	
namely	that	of	a	strong	US	Dollar.	The	Dollar	has	been	rallying	
and	we	believe	this	trend	could	continue.	Commodity	prices	
have	been	weak	as	a	consequence	-	a	strong	Dollar	normally	
correlates	 with	 weak	 commodity	 prices.	 Emerging	 Market	
currencies	have	also	been	weak.	Indeed,	the	Rand	is	actually	
stronger	 against	 the	 British	 Pound	 now	 than	 it	 was	 at	 the	
start	of	 the	 year.	But	 it	 is	weak	when	 compared	 to	 the	US	

Dollar	–	not	due	to	weakness	in	the	Rand	per	se,	but	rather	
due	to	the	strength	of	the	Dollar.

Unfortunately,	South	Africa	 is	vulnerable	to	 these	changing	
global	 conditions.	 Firstly,	 we	 are	 vulnerable	 to	 a	 reversal	
of	 foreign	 investment.	 The	 Rand	 has	 become	 increasingly	
correlated	 with	 foreign	 flows,	 so	 any	 change	 in	 foreign	
sentiment	could	result	in	Rand	weakness.	Secondly,	we	also	
still	 have	 negative	 real	 interest	 rates	 in	 this	 country.	What	
does	that	mean?	It	means	that	the	Repo	Rate	minus	inflation	
is	negative.	The	trend	is	highlighted	in	the	chart	below.	The	
Reserve	Bank	is	keen	for	our	interest	rates	to	normalise	–	in	
other	words,	 to	 revert	 to	 a	 period	 of	 positive	 real	 interest	
rates.	So	despite	our	weak	economy,	we	might	 face	higher	
interest	rates	next	year,	partially	in	response	to	rising	interest	
rates	elsewhere.

In	 addition	 to	 the	 impact	 from	global	 issues,	we	 also	 have	
various	 local	 issues	 with	 which	 to	 contend.	 Government’s	
finances	are	shaky	and	have	been	exposed	by	the	actions	of	
the	credit	ratings	agencies.	Government	has	no	wiggle	room	
left.	 In	 our	 opinion,	 they	 have	 a	 maximum	 of	 another	 12	
months	(possibly	less)	to	prove	that	they	have	the	resolve	to	
follow	through	with	a	period	of	spending	cuts	in	order	to	get	
the	national	budget	deficit	under	control.	Failure	to	do	so	will	
result	in	further	downgrades	and	the	possibility	that	foreign	
investors	 are	 forced	 to	 disinvest	 from	 the	 country.	 In	 that	
regard,	we	know	that	taxes	will	rise	in	the	February	Budget	–	
we	are	just	not	sure	which	taxes	will	be	targeted.	We	think	it	
is	likely	that	Capital	Gains	Tax	will	be	increased,	as	well	as	the	
introduction	of	a	top	new	marginal	tax	bracket	(45%).

Few	 will	 doubt	 that	 our	 economy	 is	 under	 pressure.	 This	
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year	has	been	one	to	forget	given	the	prolonged	strikes	and	
weak	 growth.	 That	 has	 filtered	 through	 to	weak	 consumer	
spending	and	manufacturing	–	the	net	result	being	that	our	
economy	 is	 struggling	 to	 grow	 at	 a	 meagre	 rate	 of	 1.5%.	
That	is	dismal,	even	by	our	low	standards.	Nonetheless,	we	
do	believe	that	the	current	period	could	be	the	weakest	for	
our	 economy.	 Looking	 into	 2015,	 and	 provided	 we	 don’t	
have	a	repeat	of	any	dehabilitating	sector	strikes,	we	expect	
mining	and	manufacturing	to	recover	to	more	normal	levels.	
Furthermore,	with	wages	being	settled	well	above	inflation,	
there	is	a	real	increase	in	incomes	for	households.	As	the	chart	
below	highlights,	the	level	of	debt	that	households	carry	(dark	
blue	line)	has	been	falling	over	the	past	six	years.	We	would	
like	 to	 see	 it	 fall	 further,	but	at	 least	 there	has	been	 some	
effort	 to	 reign	 in	 debt.	 Consequently,	 the	 cost	 of	 servicing	
that	debt	 (light	blue	 line)	has	 remained	 stable,	unlike	prior	
cycles	where	consumers	faced	extraordinary	pressure	from	
high	debt	levels	and	rising	interest	rates.	Taken	together,	we	
believe	 that	 GDP	 growth	 will	 accelerate	 in	 2015	 from	 this	
year’s	dismal	performance.	But	 it	will	 take	 some	 structural	
reforms	for	growth	to	reach	a	sustainably	higher	rate.

It	 is	 impossible	 to	 look	ahead	 to	next	 year	without	making	
a	 brief	 mention	 of	 politics	 and	 the	 influence	 that	 it	 could	
have	 on	 markets.	 We	 have	 always	 expressed	 our	 opinion	
that	markets	ignore	politics	until	economic	policy	is	affected.	
Unfortunately,	 we	 seem	 to	 have	 reached	 that	 point.	 The	
poor	 state	 of	 government	 finances	 and	 the	 excessive,	
wasteful	expenditure	 (and	corruption)	 is	now	 impacting	on	
government’s	 finances,	 the	 country’s	 overall	 level	 of	 debt	
and	our	ability	to	properly	service	that	debt.	As	I	mentioned	

earlier,	 we	 believe	 that	 we	 have	 12	months	 to	 prove	 that	
we	 can	 do	 things	 differently,	 or	 face	 the	 consequences.	
From	 that	 perspective,	 2015	 could	 be	 an	 interesting	
year.	 Notwithstanding	 the	 prior	 comment,	 and	 provided	
government	 does	 start	 to	 clean	 up	 its	 act,	 we	 believe	 the	
Rand	could	strengthen	next	year.	That	 is	based	on	reduced	
imports	and	higher	exports.	We	are	seeing	tentative	signs	of	
an	improvement	in	our	trade	balance,	which	should	continue	
into	the	new	year.	A	strengthening	of	the	Rand	would	further	
reduce	 inflationary	pressure	and	 the	need	 to	 raise	 interest	
rates	–	the	beginnings	of	a	more	virtuous	cycle.

So	 far,	 I	have	painted	a	 rather	gloomy	picture,	but	 there	 is	
a	silver	lining	–	and	a	rather	large	one	at	that	–	namely	the	
collapsing	oil	price.	We	cannot	underestimate	the	impact	that	
a	lower	oil	price	will	have	on	consumer	spending	and	inflation	
across	 the	world.	 Lower	petrol	prices	benefit	 the	economy	
in	 two	ways:	 firstly,	 they	 reduce	 the	 rate	 of	 inflation	 thus	
reducing	pressure	for	increases	in	interest	rate.	Secondly,	it	
costs	less	to	fill	up	the	tank,	so	it	frees	up	cash	for	spending	
elsewhere.	Our	petrol	prices	have	started	to	fall	and	will	fall	
further	 in	December.	But	the	same	is	happening	across	the	
globe.	In	the	US,	petrol	prices	have	fallen	over	30%.	Lower	oil	
prices	should	provide	a	major	boost	to	global	consumption	
and	 the	 global	 economy.	 If	 they	 remain	 at	 present	 levels,	
global	growth	could	be	far	stronger	than	current	forecasts.

What	does	all	of	this	mean	for	your	investments	next	year?	
In	our	opinion,	the	rate	of	growth	of	profits	(for	financial	and	
industrial	 companies)	 is	 slowing	 and	 likely	 to	 slow	 further.	
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We	do	not	 think	 that	profits	will	 contract,	 rather	 that	 they	
will	 just	grow	at	a	slower	rate.	But	valuations	are	still	high,	
so	companies	that	report	weak	performances	are	vulnerable	
to	sharp	corrections	in	their	share	prices.	We	mentioned	this	
last	point	last	year,	but	over	2014	the	situation	has	become	

more	lopsided.	Never	before	have	local	fund	managers	had	
so	little	invested	in	shares	and	so	much	invested	in	cash.	That	
suggests	 that	any	weakness	will	be	used	as	an	opportunity	
to	switch	from	cash	to	shares,	which	in	turn	should	limit	any	
sharp	 declines.	We	 reiterate	 our	 view	 that	 the	 first	 half	 of	
2015	could	be	volatile,	but	volatility	can	be	useful	 if	one	 is	
prepared	for	 it.	We	do	believe	that	the	second	half	of	next	
year	will	be	more	stable	with	better	returns,	as	growth	starts	
to	 show	and	markets	 look	 forward	 to	a	better	economy	 in	
2016.	What	are	we	doing	with	client	portfolios?	We	reiterate	
the	 same	 strategy	 that	we	 have	 espoused	 for	 the	 past	 six	
months:

1.	 We	are	taking	profits	where	we	have	made	exceptional	
returns.

2.	 We	 remain	 focused	 on	 quality	 companies	 with	 secure	
dividends.

3.	 We	 remain	 biased	 towards	 Rand	 hedge	 shares	 for	 the	
time	 being,	 but	 that	 may	 start	 to	 change	 during	 the	
course	of	2015.	

The	presentation	is	available	on	our	website:	
www.hhgroup.co.za

JSE FINANCIAL AND INDUSTRIAL EARNINGS GROWTH

-40

-30

-20

-10

0

10

20

30

40

50

04 05 06 07 08 09 10 11 12 13 14

Year on year % Change 

Earnings for financial and industrial companies are still growing, 
but the momentum is slowing.

Steinhoff	 is	 not	 a	 name	 that	 many	
people	 are	 familiar	 with,	 yet	 the	
company	 is	 the	 seventeeth-largest	
(measured	by	market	cap)	listed	on	the	
JSE.	 It	 all	 started	 in	 1964	when	 Bruno	
Steinhoff	 started	 his	 own	 business	
sourcing	furniture	from	Eastern	Europe	
and	 selling	 it	 within	 Western	 Europe.	
Following	 the	 fall	 of	 Communism,	 the	
Group	 began	 manufacturing	 its	 own	
furniture.	

In	 1998,	 Steinhoff’s	 operations	 in	 Germany,	 Europe	 and	
Africa	were	consolidated	 into	Steinhoff	 International	which	
was	 subsequently	 listed	 on	 the	 JSE.	 The	 first	 retail	 outlets	
were	acquired	in	2001	and	ever	since,	CEO	Markus	Jooste	has	
steadily	turned	the	Group	into	the	2nd	largest	furniture	and	
household	goods	retailer	 in	Europe	(IKEA	being	the	 largest)	
with	more	than	2321	stores	and	30	retail	brands	spanning	20	
countries.	The	Group	now	employs	over	55,000	people.	

Steinhoff	has	long	been	considered	an	enigma.	It	has	grown	
steadily	 year	 after	 year,	 but	 investors	 refused	 to	 give	 the	
company	 any	 credibility.	 Investors	 would	 often	 cite	 the	
complexity	 of	 the	 Group,	 its	 opaque	 strategy	 and	 poor	
transparency	as	reasons	for	avoiding	its	shares.	We	have	been	
investors	for	some	time,	and	in	2013	that	patience	was	finally	
rewarded.	After	reporting	an	increase	in	profits	of	over	20%	
(with	a	large	proportion	coming	from	outside	of	South	Africa	
and	due	to	gains	 in	market	share),	 the	share	price	doubled	
from	R27	to	the	current	level	of	R55.		However,	based	on	local	
experience,	 investors	might	 rightly	 conclude	 that	 furniture	
retail	 is	 a	 tough	 and	 unattractive	 industry,	 so	what	makes	
Steinhoff	an	attractive	investment?	In	our	opinion,	it	is	based	
on	five	core	factors:

STEINHOFF INTERNATIONAL: FROM HUMBLE BEGINNINGS…

Nick Rogers
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Vertical integration

1.	 Vertical	integration	means	that	the	company	is	involved	
in	 all	 aspects	 of	 the	 furniture	 process	 –	 from	 sourcing	
the	 raw	materials	 through	 to	manufacture,	distribution	
and	 retail.	 In	 this	manner,	 it	 can	carefully	 control	 costs	
and	 respond	quickly	 to	market	 trends	 and	 fashions.	 To	
put	this	into	context,	the	Group	has	16	factories,	sourcing	
raw	materials	from	44	countries.	Its	annual	cost	for	raw	
materials	amounts	to	€4	billion,	which	enables	the	Group	
to	drive	hard	bargains	and	gain	economies	of	scale.	Few	
companies	 in	 this	 industry	 can	 boast	 of	 such	 a	 strong	
platform.

Geographic diversity

2.	 The	Group	has	many	strings	to	its	bow,	but	it	has	a	wide	
geographic	 footprint	 that	 reduces	 exposure	 to	 one	
locality	 and	 simultaneously	 provides	many	 avenues	 for	
future	growth.	85%	of	revenues	are	exposed	to	Europe	
(the	bulk	in	the	UK,	France	and	Germany	but	with	growing	
exposures	to	the	rest	of	Western	Europe	and	increasingly,	
Eastern	 Europe	 as	 well.)	 In	 addition,	 the	 Group	 owns	
numerous	 operations	 in	 South	 Africa	 (amongst	 others	
KAP,	 Unitrans,	 PG	 Bison	 and	 JD	 Group.)	 Steinhoff	 has	
also	taken	a	stake	in	PSG	–	one	of	our	long	term	favorites	
with	an	enviable	 track	 record	of	wealth	 creation.	 Local	
operations	 fit	 well	 into	 the	 Group’s	 core	 philosophy	
of	 sourcing	 raw	 materials	 (PG	 Bison)	 and	 distribution	
(Unitrans.)	 Given	 the	 turmoil	 within	 the	 local	 furniture	
industry	 post	 the	 demise	 of	 ABIL,	 Steinhoff	 is	 quickly	
restructuring	 JD	 Group	 to	 eliminate	 debt.	 Thereafter,	
it	 should	be	 in	a	unique	position	 to	build	market	share	
across	SA	and	the	rest	of	Africa.	

Unappreciated property assets

3.	 Steinhoff	 owns	 48%	of	 the	 retail	 outlets	 from	which	 it	
operates.	 By	 owning	 its	 properties	 and	 making	 use	 of	
the	 low	 interest	 rate	 environment	 in	 Europe,	 Steinhoff	
is	able	to	repay	the	debt	on	a	property	within	a	five	to	
six	year	period.	Business	risk	is	also	reduced	substantially	
given	that	rentals	are	known	and	controlled.		Rent	is	one	
of	 the	biggest	 expenses	 for	 any	 retailer	 so	 neutralizing	
its	impact	adds	a	competitive	advantage	and	one	which	
management	is	keen	to	exploit.	Analysis	has	shown	that	
there	 is	 huge	 value	 tied	 up	 in	 the	 property	 portfolio	
that	 could	be	unlocked	 for	 shareholders	at	 some	point	

in	 the	 future.	 Should	 the	 property	 portfolio	 be	 listed	
separately,	then	depending	on	the	income	yield	achieved,	
the	property	portfolio	alone	could	be	worth	anywhere	
between	R22	and	R27	per	share.	It	is	worth	mentioning	
the	difference	between	shop	sizes	in	SA	vs	Europe.	The	
average	 store	 size	 in	 Europe	 is	 8,000	 –	 10,000	 square	
meters,	compared	to	an	average	of	2,500	square	meters	
in	 South	 Africa.	 	 Amazingly,	 Europeans	 tend	 to	 spend	
6-7	hours	in	a	store	at	one	time,	making	it	far	more	of	a	
destination.	

Offshore listing

4.	 Steinhoff	has	announced	its	intention	to	move	its	primary	
listing	 from	 the	 JSE	 to	 Frankfurt	 during	 the	 course	 of	
2015.	 We	 view	 this	 as	 a	 positive	 move	 insofar	 that	 it	
raises	 the	profile	 of	 the	 company,	moves	 it	 away	 from	
being	 regarded	as	an	emerging	markets	 company	only,	
and	opens	the	door	for	a	whole	new	set	of	shareholders.	
Furthermore,	Steinhoff	will	increasingly	be	compared	to	
its	European	peers,	against	which	we	believe	it	compares	
very	favourably.	It	will	remain	listed	in	Johannesburg,	but	
increasingly	its	fortunes	will	be	tied	to	economies	outside	
of	South	Africa.	

Strategic initiatives

5.	 Management	 have	 a	 number	 of	 strategic	 initiatives	
underway	 to	 improve	 growth	 and	 margins	 over	 the	
years	ahead.	These	include	1)	rolling	out	a	common	set	
of	 products	 across	 different	 formats	 to	 achieve	 20%	

STEINHOFF REVENUE BY SEGMENT
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of	Group	 Sales	over	 5	 years;	 2)	 Increasing	Conforama’s	
(retail	across	Western	Europe)	low-priced	electrical	goods	
offering	 to	 36%	 of	 sales	 to	 achieve	 diversification;	 3)	
Consolidating	logistics	across	all	the	formats,	centralising	
sourcing	 and	 increasing	 internal	 product	 supply	 -	 all	 of	
which	will	 reduce	costs	and	 improve	efficiencies	which	
will	improve	profit	margins	across	the	Group.

As	you	can	see,	there	are	many	reasons	to	be	bullish	about	
the	 company,	 but	 no	 company	 comes	 without	 some	 risk.	
In	 the	 case	 of	 Steinhoff,	 a	 few	of	 the	more	pertinent	 risks	
include:

1.	 Steinhoff	 have	 grown	 quickly	 recently	 and	 issued	 lots	
of	 new	 shares,	 which	 can	 dilute	 the	 returns	 available	
to	 existing	 shareholders.	 We	 will	 need	 to	 monitor	
management	to	ensure	that	the	capital	raised	is	invested	
wisely.

2.	 Their	 exposure	 and	 base	 in	 Eastern	 Europe	 might	 be	
vulnerable	should	Russian	tensions	move	further	west.

3.	 The	European	economy	itself	 is	weak,	and	might	weigh	
on	near	term	performance.	We	believe	that	the	ECB	will	
embark	 on	 its	 own	QE	 program	 in	 2015,	which	 should	
support	 the	 economy.	 But	 growth	 remains	 weak	 and	
sanctions	against	Russia	do	not	help.

Finally,	in	the	past	two	days,	Steinhoff	has	announced	a	major	
acquisition	of	Pepkor	(the	owner	of	the	Pep	and	Ackermans	
brands	 in	 SA	 as	 well	 as	 operations	 across	 Eastern	 Europe	
and	Australia.)	We	will	need	time	to	digest	the	deal	and	 its	

implications.	At	first	glance,	it	is	a	sizeable	acquisition	–	the	
cost	 is	 R63	 billion	 vs	 Steinhoff’s	 own	market	 capitalization	
of	R120	billion.	Furthermore,	the	price	certainly	 looks	high,	
so	 earnings	 for	 existing	 shareholders	 might	 fall	 whilst	 the	
acquisition	 is	 being	 digested.	 But	 Pepkor	 has	 been	 its	 own	
success	 story	 and	 the	 deal	 provides	 further	 geographic	
exposure	to	Steinhoff	as	well	as	allowing	the	Group	to	move	
away	from	furniture	and	into	clothing	and	other	merchandise.	
Synergies	 and	 cost	 savings	 are	 expected.	 More	 detail	 will	
emerge	 over	 the	 next	 few	 months	 which	 will	 allow	 us	 to	
understand	the	rationale	and	implications	more	fully.	
	
In	 conclusion,	 	 Steinhoff	 International	 	 maintains	
geographically	 and	 operationally	 diverse	 businesses	 that	
protect	 the	 Group	 against	 any	 economic	 downturn	 in	 one	
specific	region.	It	is	a	company	that	is	embracing	technology	
with	a	target	of	10%	in	online	sales	in	the	next	five	years.	The	
2014	dividend	was	increased	by	88%	to	150c	per	share	and	
we	do	not	feel	that	the	PE	ratio	at	15.4x	is	overly	demanding	
either	 –	 especially	 relative	 to	 the	broader	market.	 	 Europe	
is	showing	signs	of	recovery	and	coupled	with	increased	QE,	
Steinhoff	is	well	placed	to	benefit	further.	

The	Group	 has	 experienced	 significant	 organic	 growth	 and	
acquisitive	 growth	 since	 listing	 16	 years	 ago,	 thanks	 to	 a	
highly-regarded	 management	 team.	 We	 believe	 that	 the	
future	prospects	are	sound	and	will	continue	to	add	to	clients’	
portfolios	when	opportunities	allow.

Pep Stores is familiar to all South Africans and is one of the 
country’s largest retailers; soon to be part of Steinhoff.

STEINHOFF SHARE PRICE
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The shares have performed well in recent years.



We understand Your Need for Financial Integrity

I N T U I T I O N
Market Insight from the Harvard House Group

I N S I G H T
Market Updates from the Harvard House Group

Harvard	House	has	been	blessed	with	both	a	steady	inflow	of	new	clients	over	recent	years,	as	well	as	enjoying	the	loyalty	
of	long-standing	clients.	We	are	extremely	grateful	for	both	trends.	Our	January	presentation	will	take	a	step	back	from	
the	“noise”	of	financial	markets	to	reiterate	and	reaffirm	our	investment	philosophy	and	approach	to	investments.	Why	
do	we	do	the	things	that	we	do?.			

Please	RSVP	to	Annalie	Robins	on	033	3302164	or	annalier@hhgroup.co.za.	Please	note	that	we	will	host	two	seminars	in	
Natal	–	one	morning	session	and	one	evening	session	in	order	to	alleviate	congestion	and	make	the	events	more	accessible.	
Please	take	note	of	the	morning	venue,	the	Amber	Valley	auditorium.	

INSIGHT SEMINARS: KZN MIDLANDS & JOHANNESBURG 

Natal Midlands - Morning Natal Midlands - Evening Johannesburg - Evening
Topic: Understanding the Harvard House Approach 

Date: 27th	of	January	2015 27th	of	January	2015 n/a
Venue: Amber	Valley	Auditorium

Amber	Valley
Fernhill	Hotel

Midmar	/	Tweedie	Road
(almost	opp	entrance	to	Midmar)

Time: 10am	for	10.30am 5.30pm	for	6pm

Disclaimer:
The	information	contained	in	this	newsletter	comes	from	sources	believed	to	be	reliable,	but	Harvard	House	Investment	Management	(Pty)	Ltd	,	Harvard	House	
Financial	Services	Trust,	and	Harvard	House,	Chartered	Accountants	(collectively	known	as	the	Harvard	House	Group),	do	not	warrant	its	completeness	or	accuracy.		
Opinions,	estimates	and	assumptions	constitute	our	judgment	as	of	the	date	hereof	and	are	subject	to	change	without	notice.		Past	performance	is	not	indicative	of	
future	results.		This	material	is	not	intended	as	an	offer	or	solicitation	for	the	purchase	or	sale	of	any	financial	instrument.	Any	investor	who	wishes	to	invest	with	
the	Company	should	seek	additional	advice	from	an	authorized	representative	of	the	firm.	The	Company	accepts	no	liability	whatsoever	for	any	loss	or	damages	
whatsoever	and	howsoever	incurred,	or	suffered,	resulting,	or	arising,	from	the	use	of	this	newsletter.	The	contents	of	this	newsletter	does	not	constitute	advice	as	
contemplated	in	the	Financial	Advisory	and	Intermediary	Services	Act	(FAIS)	of	2002.
	
The	Harvard	House	unit	 trusts	are	registered	under	the	Metropolitan	Collective	 Investments	Schemes	 license.	 	Custodian:	Standard	Executors	&	Trustees:	 	Tel	
(021)	401-2286.		Collective	Investments	are	generally	medium	to	long	term	investments.	The	value	of	participating	interests	may	go	down	as	well	as	up	and	past	
performance	is	not	necessarily	a	guide	to	the	future.	Collective	Investments	are	traded	at	ruling	prices	and	can	engage	in	script	lending.		Forward	pricing	is	used.	
Commission	and	incentives	may	be	paid	and	if	so,	are	included	in	the	overall	cost.		This	fund	may	be	closed	to	new	investors.		Collective	Investment		prices	are	
calculated	on	a	Net	Asset	Value	basis	and	auditor’s	fees,	bank	charges,	trustee	and	RSC	levies	are	levied	against	the	portfolio.	The	portfolio	manager	may	borrow	up	
to	10%	of	portfolio	NAV	to	bridge	insufficient	liquidity.			Metropolitan	Collective	Investments	is	a	member	of	the	ACI	and	is	an	authorised	Financial	Services	Provider.		
Should	you	have	any	further	queries	or	complaints	regarding	the	suite	of	units	trusts	offered	by	The	Harvard	House	Group	please	contact:		Metropolitan	Collective	
Investments	Ltd	Call	Centre,	Tel:		0860	100	279,	Fax:		(021)	940	5885,	PO	Box	925	Bellville,	7535	Email:		metunit@metropolitan.co.za.		If	your	complaint	has	not	been	
resolved	to	your	satisfaction,	kindly	contact	our	Complaints	Resolution	Committee,	Tel:		(021)	940	5880,	Fax:		(021)	940	6205,	Email:		emoruck@metropolitan.co.za.		
For	your	information,	the	FAIS	ombudsman	provides	an	independent	and	objective	advisory	service.		Should	you	not	be	satisfied	with	the	outcome	of	a	complaint	
handled	by	Metropolitan,	please	write	to,	The	Ombudsman,	PO	Box	74571,	Lynnwoodridge,	0040.		Telephone	(012)	470	9080/99.		Fax	(012)	348	3447.		Email:		info@
faisombud.co.za
Charts	and	data	in	this	publication	are	sourced	from	a	combination	of:	Bloomberg,	Harvard	House	calculations,	The	JSE,	SARB,	STATS	SA	and	various	stock	brokers	
including	but	not	limited	to,	ABIOR	Capital	Markets,	Deutsche	Bank,	JP	Morgan,	Macquarie	and	Renaissance	Capital.
	
Harvard	House	Investment	Management	(Pty)	Ltd*,	Licence	no:	675			 	 Harvard	House	Insurance	Brokers*,	License	no.		44138		
Harvard	House	Financial	Services	Trust*,	Licence	no:	7758	 	 	 *	Authorised	financial	service	providers	in	terms	of	FAIS	(2002)

CONTACT DETAILS
For	more	information	on	the	range	of	products	and	services	offered	by	Harvard	House	Investment	Management	and	its	
associated	companies	(including	Harvard	House,	Chartered	Accountants),	or	for	any	financial	advice,	please	contact	the	
Company	at:
Harvard	House	 	 	 	 	 	 (	 	 +27	(0)	33	330	2164
G					3	Harvard	Street,	Howick,	3290,	South	Africa	 	 7	 	 +27	(0)	33	330	2617	 	 	
+ P.O.	Box	235,	Howick,	3290,	South	Africa	 	 	 @	 	 admin@hhgroup.co.za
	 	 	 	 	 	 	 	 www	 	 www.hhgroup.co.za	 	


