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In this edition:

• Miners: Weathering the storm 
• Listed property: Taking stock of results
• Predictions of a rogue demographer

(n: immediate insight; receive knowledge by direct perception)
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All the major diversified miners 
have reported either interim or final 
results over the past month, so it is an 
opportune moment to re-cap on some 
of the highlights. Local investors have 
a choice between Anglo American, 
BHP Billiton and Glencore, whilst 
for offshore portfolios Rio Tinto also 
becomes an option via the UK exchange. 
Barring Glencore, the earnings for 
the other three diversified miners are 
heavily weighted towards iron ore – 

which contributes 38%, 51% and 71% of 2014 earnings for 
Anglo, BHP Billiton and Rio Tinto respectively. On the other 
hand, Glencore’s major contributing asset is copper, which 
constitutes 31% of their profits. It has no exposure to iron 
ore. Consequently, our decision as to which miner to include 
in a portfolio is heavily influenced by our expectations for the 
iron ore price. Over the past 18 months iron ore has fallen 
from $135/ton to the current level of $90/ton. Such a fall has 
had a material impact on profitability, so the efficiency of the 
mining operations and the mix of other assets are vital when 
making investment decisions. 

The chart below highlights the difference between the four 
companies, based on commodities produced.

Looking at the sector as a whole, the overriding features from 
these results from all four companies included the following: 

1. Continued focus on containing costs and the reduction 
of debt,

2. Return of capital to shareholders,
3. Streamlining the portfolio of commodities,
4. Increasing production at an acceptable cost to further 

achieve economies of scale.

BHP Billiton

BHP Billiton reported results for the 2014 financial year. 
Whilst earnings per share were slightly below expectations, 
the market focused on two key items. Firstly, the market was 
anticipating a large share buyback but this did not materialize, 
which resulted in some short term disappointment.  Secondly, 
the company confirmed recent speculation regarding the 
creation of a new company – NewCo (the name is still to be 
decided.) Newco will house the company’s non-core assets 
(aluminium, manganese, nickel and thermal coal). 

Market commentators have made much of the fact that BHP 
Billiton will no longer have any assets in South Africa, and 
they have interpreted this as a loss of faith in this country. 
Whilst this might contain an element of truth, we do not 
believe this to be the motivation for the split. The rationale is 
not that these assets were weak or unprofitable, but rather 
that they are not scalable or material enough in Billiton’s 
portfolio to have a substantial impact on profitability. The 
core portfolio will consist of petroleum, iron ore, copper, coal 
and potash. The demerger could result in a potential re-rating 
for both the core assets (to reflect higher returns and superior 
growth potential) and the non-core assets (to reflect their 
true replacement cost which has been hidden in the larger 
company.) NewCo is likely to list in mid 2015 with a primarily 
listing in Australia and a secondary listing on the JSE.

The exclusion of a share buyback might be considered prudent 
rather than a negative as the net debt of BHP remained above 
its target threshold, so one cannot fault the company on strict 
capital management. 

MinErs: WEatHErinG tHr storM

Roy Lamb
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Glencore stands out as the only large miner with no iron ore 
exposure.
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rio tinto

The company released a credible set of interim results for 
the first half 2014. Sharp cuts to both operating costs and 
capital expenditure together with a decline in net debt were 
key features of the results. The company hinted to a material 
increase in cash returns in February 2015 when they release 
final results, which pleased investors. 

On a divisional basis there was only one disappointment, 
namely Energy. The other key divisions of iron ore, copper 
and aluminium all delivered results ahead of expectations. 
Another positive was that net debt has been reduced and is 
now within the company’s targeted range which will provide 
Rio with flexibility to increase cash returns to shareholders in 
the years ahead. The market is anticipating a share buyback 
and there is also rumour of special dividends. Both would be 
positive for returns. 

Anglo American

Market expectations for Anglo are high, owing to the change 
of management. In that regard, H1 results were encouraging 
as the new CEO, Mark Cutifani, seems to be delivering on 
operational improvements whilst consistently improving 
production and cost control ahead of investor expectations.  
Debt however remains a concern with the amount of debt 
higher than forecast. Anglo’s competitors are all showing 
improved cash flow situations with capital expenditure 
already in decline whilst Anglo only expects their expenditure 
to peak in 2016.

The diamond division was a standout feature on the upside 
with earnings well ahead of expectations. In total, diamonds 
contributed 37% of their profits.  Management also provided 
an update with regard to production guidance for the 2014-
16 period. They have guided to increased production from 
copper, and investors are expecting further improvements 
still. This is positive for revenues and costs. 

Glencore

The market had been anticipating a strong result from this 
newly listed diversified company and they did not disappoint. 
Earnings for H1 2014 were 3% ahead of expectations. The 
real highlight of this result was the share buyback program 
of $1 billion – Glencore is the first of the peer group to return 
excess capital. The size of the buyback is not overly material 
relative to the size of the company, but the move is symbolic 
of the company’s desire to improve returns to shareholders.  

On a divisional basis it was the marketing arm of Glencore 
that helped it to beat estimates. This division is also the one 
that differentiates Glencore from its peers in that Glencore 
not only mines material, but also markets and sells it (and 

Positives Negatives
Extra $1.1 billion of costs 
removed over and above their 
target.

Net debt dropped by only 
$1.3 billion to $25.8 billion. 
The market was expecting a 
sharper fall.

The cost program is ahead of 
schedule and more cost cutting 
has been identified.

No share buyback due to the 
debt level being higher than 
targeted.

Unit costs in iron ore have 
dropped from US$29.3/t to 
US$25.8/t. This is welcome 
given the fall in iron ore prices. 

Growth, capital expenditure 
and exploration spending in 
FY15 will be US$14.8b, above 
expectation.

Positives Negatives
Rio achieved earnings growth 
of 21% despite lower commod-
ity prices (iron ore prices were 
down 20% YoY).

Earnings for the full year to 
December are expected to be 
lower than those reported for 
2013 due to falling commodity 
prices. 

Net debt reduced by $6.0b to 
$16.5b and is now within the 
Group’s targeted level.

It has the highest exposure of 
all miners to iron ore, but it is 
also the most efficient pro-
ducer. 

Guidance for capital expendi-
ture in 2015 fell by $2 billion 
to $9 billion, which will further 
boost cash flows.  

A weaker performance was re-
ported from Escondida copper 
mine. Copper production fell 
relative to last year, contrary to 
expectations. 

Positives Negatives
Earnings were well ahead of 
expectations at US$1.00 versus 
consensus of US$0.93c. 

Their debt will only peak 2016, 
in contrast to its peer group. 

Marginal platinum assets have 
already been earmarked for 
disposal/unbundling to im-
prove profitability.

It will take another 3-4 months 
to recover to targeted pro-
duction post the strike in the 
platinum sector. 

50% of their targeted 
US$1.3bn of annual cost sav-
ings has already been deliv-
ered. 

Despite underlying profits 
rising marginally, the dividend 
was unchanged – an indication 
of the pressure on cash flows. 
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other commodities) to final customers. The agricultural sector 
within this division was the star performer over the past six 
months. It highlights the quality of their marketing division, 
and gives Glencore a revenue stream that is not dependent 
on commodity prices.  

Despite all companies showing promise in some areas, we 
retain our preference for BHP Billiton and Glencore locally, 
and Rio Tinto for offshore portfolios. Whilst iron ore exposure 
for BHP Billiton and Rio Tinto is a short term concern, both 
companies are leaders in the industry and are able to produce 
iron ore at extremely cheap levels. Sustained low prices are 
likely to squeeze out high cost Chinese producers, which 
paves the way for Rio and Billiton to grow volumes and further 
entrench their position. In anticipation of substantially higher 
cash returns, we believe that mining shares still deserve their 
place in portfolios.

Positives Negatives
Thanks to its marketing divi-
sion, Glencore can leverage off 
not only increased commodity 
demand but also increased 
commodity trade.

Some of its growth assets are 
located in less politically stable 
regions, such as the Demo-
cratic Republic of Congo and 
Equatorial Guinea. 

Its suite of assets offers price 
exposure to a diversified and 
different basket of commodi-
ties including metals, agri-
cultural products and energy 
products

Energy marketing performed 
poorly, highlighting the falling 
margins and risks associated 
with marketing. 

Net debt has peaked and is 
now down to US$32.6 billion. 
It is expected to fall further.   

ListEd propErty: takinG stock of rEsuLts

In 2013, SA Listed Property delivered a 
total return of 8.4% (Income Returns of 
6.8% and Capital Growth of 1.6%) thus 
beating inflation (CPI) which averaged 
5.7%. Bonds returned a mere 0.6% and 
cash 5.2%, in line with our core belief 
that equities and listed property are 
the only two asset classes that have 
the ability to consistently beat inflation 
over time. Although listed property 
offers a growing income stream (while 
bonds and cash do not do so), we are 

always interested in the rate of growth of earnings and 
dividends when choosing between different companies. In 
an environment of rising interest rates, it is even more critical 
that companies deliver increased dividends per share (DPS) 
due to the close relationship between movements in bond 
yields and listed property. Put simply, rising bond yields imply 
rising interest rates which in turn put pressure on yields in 
the property market. In mid-August, Stats SA reported that 
inflation moderated to 6.3% in July. This marks the first time 
since the beginning of the year that the rate of inflation has 
slowed down, albeit still well above the rate that prevailed 
in 2013. This article will focus on our top 2 holdings - New 
European Property Investment (NEPI) and Capital Property 
Fund, along with a few other smaller shares that have 
reported their results recently. 

NEPI specialises in acquiring and building shopping centres 
in Romania. It reported DPS of 14.9 euro cents for H1 2014, 
which implies growth of 15% over 2013. Owing to the weaker 
Rand versus the Euro, the growth in distributions for local 
shareholders is almost 30% - which mirrors the rise in the 
share price for the year so far. Over the past five years, NEPI 
has delivered a compounded growth in dividends of 14% p.a 
in Euros. In Rand terms, that rises to 20% p.a – impressive for 
a property company. 

Nick Rogers

Listed ProPerty vs Bond yieLds
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correlated to bond yields. So rising interest rates and bond 

yield can dampen capital returns.
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NEPI’s relationship with Carrefour, Europe’s largest 
supermarket retailer is an invaluable one. In most new 
developments, Carrefour is the anchor tenant and thus 
provides a solid, constant and reliable source of rental 
income and demand. As the first “green shoots” appear for 
the European recovery, it is the peripheral Eastern-European 
markets like Romania which stand to benefit - i.e. In time, 
business should migrate towards Romania from Western 
Europe, since Romania has one of the lowest average wages 
globally. As per capita incomes increase towards EU levels, 
disposable income increases and so does the consumer 
‘appetite’ for International brands like KFC, McDonalds and 
Pizza Hut, along with clothing retailers like H&M and GAP. 
All these brands (and more) are current tenants in NEPI’s 
shopping centres across Romania. Bucharest is also one of the 
most densely populated cities in Europe at 8,521 inhabitants 
per sq. km and NEPI is well positioned to capitalise on this 
growth for the next 2-3 years. It has a strong pipeline of 
future developments and is confident that it can maintain its 
15% p.a growth rate for the forseeable future. NEPI has no 
exposure to South Africa and offers a slightly lower dividend 
yield of 4.2% but the trade-off is higher capital growth and 
it is also a hedge against a weaker Rand. Despite its strong 
gains, it remains a core holding in our portfolios. 

Capital Property Fund specialises in local industrial property 
and its portfolio is split between industrial properties (74%), 
retail properties (10%) and office properties (16%). A shortage 
of quality industrial space should ensure lower vacancies 
despite the current tough economic environment. There has 
also been a decrease in the exposure to office rentals which 
is a positive move in the current environment. CPF reported 
a 10.23% year-on-year increase in their first-half distribution, 
slightly ahead of market expectations. This rise in distributions 
is partly attributable to CPF’s investment in both NEPI and 
Rockcastle which are exposed to offshore earnings. What this 
illustrates is the planned diversification away from pure South 
SA property towards foreign investments that benefit from 
a weak rand and stronger growth. Capital currently offers a 
yield of around 7% which is attractive and sustainable, but 
investors should moderate their expectations for capital 
appreciation over the next six months given the recent strong 
rally. 

I recently attended an Investor’s day-trip with the management 
team from Resilient Property Income Fund and the above 
stance was highlighted. Resilient has offshore exposure of 
approximately 16% (Dec’13) but aims to increase this to 25% 
via increased exposure to both NEPI & Rockcastle. In addition, 

Resilient has embarked on a R1 billion joint venture, together 
with Standard Bank and Shoprite, to develop shopping malls 
in Nigeria and elsewhere. The first of these will start trading 
in 2015. Management seem less eager to invest in new retail 
developments in SA as many shopping centre investments 
don’t make sense, and it requires extraordinary  lease clauses 
to attract tenants. 

What is working for Resilient and an area where SA malls 
lag those in other, more developed countries, is the 
entertainment offering. People no longer go to a shopping 
mall solely to shop. They are looking for leisure activities 
such as cinemas, ice-rinks, bowling alleys, large play areas for 
kids, and restaurants to create an enjoyable family shopping 
experience. Schools and clubs also regularly utilize the malls 
for performances and events and festivals which all increase 
footfall and thus increased spend. Resilient announced a 
21% increase in its annual dividend for FY14, well ahead of 
consensus. This caught the market off-guard but its track 
record speaks for itself. The company has recorded an average 
rate of growth in dividends of 13.5% p.a since 2004 versus 
8.4% p.a for its peer group. 

Resilient is expected to continue to deliver superior rates of 
growth for the next two years. Unfortunately, this track record 
is reflected in the share price. The share is expensive relative 
to its peers, at an income yield of only 4.9%. New investors 
are forgoing an initial higher yield, but are gaining long term 
higher growth, which should translate into continued share 
price performance.

Finally, we look at Emira, whose portfolio is split evenly 
between offices (38%), retail properties (32%) and industrial 
properties (30%). Whilst we remain concerned about their 
large exposure to offices (given the exceptional level of new 
office developments across Sandton and Pretoria at present), 
recent results suggest that proactive leasing and asset 
management have limited the impact. Emira Property Fund 
reported interim results for 2014, growing its distributions 
per share 7.5%. Emira CEO, James Templeton said, “During 
2014, Emira achieved the highest occupancy level across 
its portfolio since 2005. The benefit of our improved 
occupancies and our forecast containment of property 
expenses in the coming year will drive another year of good 
performance in 2015, should there be no major deterioration 
in the economy.” The majority of large leases expiring in the 
next 12 months have already been renewed which is also 
very positive. Unsurprisingly, Emira has also benefitted from 
offshore exposure via its underlying holding in Growthpoint 
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Australia which showed increased income of 21.7%. Emira 
pays an 8.2% dividend and the offshore exposure is in line 
with Capital and Resilient.

Last year equities outperformed listed property for the first 
time since 2009 which highlights the sweet-spot that listed 
property has enjoyed over the past four years. Those clients 
with listed property in their portfolios will know that share 
prices have been stagnant over the past eighteen months – 
a necessary breather after a few strong years. That said, we 
maintain our long held view that listed property continues to 

deliver inflation-beating growth in income distributions. On 
that basis, we continue to advocate listed property as a critical 
component of any portfolio where income is the primary 
investment goal. As evidenced by the results reported so far, 
distributions are, in most cases, growing in excess of 7.5% 
p.a, ahead of the prevailing inflation rate. It is not the easiest 
of times for property landlords – interest rates are rising and 
the economy is weak – but exposure to quality local listed 
property companies should continue to deliver a secure, and 
inflation-beating, income return. 

As one might imagine, much of our time 
as asset managers is spent reading, but 
the volume of work material is so huge 
that it leaves little time to enjoy the 
occasional novel. That is what holidays 
are for and having recently enjoyed two 
weeks of blissful solitude in Botswana, 
I did get the chance to get stuck into a 
novel. My choice for the holiday was 
Dan Brown’s latest thriller, “Inferno”. 
I find his novels hugely entertaining 

and interesting, given the historical accuracy of his insight 
into the Renaissance Period of history. The book derives its 
name from “Dante’s Inferno”, but the core theme is all about 
overpopulation and whether our planet can cope with our 
unprecedented rate of population growth. For those who 
enjoy a good thriller, it is a worthwhile read. However, the 
issue of global population growth is a topical and interesting 
one for individuals and investors alike.

I am sure that most clients are familiar with the exponential 
rate of growth in the world’s population. 95% of people ever 
born are still alive today – an astonishing fact. In fact, we live 
in a world that is experiencing unprecedented demographic 
change. Politicians, corporates and investors are increasingly 
worrying about population growth dynamics and few 
corporate presentations go by without some reference 
to demography. We witnessed this first hand in Paris two 
months ago. However, the forecasts for population trends 
are drawn almost exclusively from work done by the United 
Nations, and one has to question whether their forecasts 
are that realistic. The rest of this article draws heavily on 
research done by Deutsche Bank as an alternative opinion to 
the forecasts presented by the UN.

In their latest publications, the UN predicts that world 
population, currently at 7.2 billion people, will rise to 
9.6 billion people by 2050 and then further to 10.9 billion 
people by 2100. Deutsche Bank finds these numbers hard 
to reconcile, especially when one digs further into data for 
individual countries. For example, Nigeria had a population 
of 160 million in 2010 but the UN expects the country’s 
population to rise to 913 million by 2100. Admittedly, Nigeria 
does have a high fertility rate presently, but as Deutsche 
note, it would be very odd if birth rates did not fall sharply 
as Nigerians begin to notice how heavily populated it would 
become. Furthermore, the birth rate in Nigeria is no higher 
than that which prevailed in other emerging markets just a 
few decades ago, and which has already started to fall quickly. 

The UN’s forecasts are particularly odd given that it also 
expects the proportion of the world’s urbanized population 
to rise from the current 52% to over 67% by 2050. This is 
reasonable but it’s worth noting that urbanization is the 
strongest contraceptive known to man. Every known society 
has witnessed large declines in birth rates as it has urbanized, 
irrespective of cultural background. It follows then that a shift 
towards further urbanization (which implies rising per capita 
incomes and female literacy) also implies a sharp fall in birth 
rates. 

One way to measure trends in birth rates is to look at the Total 
Fertility Rate (TFR). This is the average number of live births 
per woman over her lifetime. Populations would be stable 
if the TFR was equal to the replacement rate. In developed 
countries this is 2.1 births per woman, but is higher in 
developing countries due to higher infant mortality. For the 
world as a whole, the replacement level of TFR is around 2.3 

prEdictions of a roGuE dEMoGrapHEr

Michael Porter
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births per woman. 

TFRs have been falling for years. For most developed 
countries, the TFR is well below the replacement rate. Japan 
and Germany sit at 1.4, but big declines have occurred across 
emerging markets. In 1950, the TFR for South Korea was over 
5; now it is just 1.3. Similar trends are evident across Latin 
America and Eastern Europe. Interesting to note, our own 
TFR has fallen from 6.3 in the 1950s to just 2.4 currently. That 
does not imply an imminent population explosion – which 
will be music to the ears of municipalities struggling to cope 
with service delivery.

China and India remain the most populous countries on earth 
and fertility rates in these countries have 
a disproportionate impact on the global 
population. China’s TFR has fallen from 
over 6 to the current level of 1.66. Birth 
rates were in decline long before the 
introduction of the one-child policy. The 
low present level is consistent with its 
neighbours in Asia and is not necessarily 
a function of its policies. Furthermore, 
the headline number overstates China’s 
reproductive capacity because of its skewed gender ratio. 
Over the past two decades, China has had 117 boys being 
born for every 100 girls – a normal ratio is closer to 105. 
Since fertility is driven by women of child-bearing age, 
China’s effective fertility rate is much lower and well below 
the replacement rate. Even though China abolished its one-
child policy earlier this year, it is not projected to make much 
difference, and fertility rates were falling prior to the policy 
being implemented and urbanization would fuel natural 
declines. The same trends are evident in India, although India 
trails China. India is expected to have the largest population 
by 2030.

Based on these trends it is possible that the world’s overall 
fertility rate will equal the replacement rate by 2025. In other 
words, reproductively speaking, our species will no longer be 
expanding – a major turning point in history. The population 
will continue to expand for a few more decades due to 
momentum, age structure and rising longevity, but this will 
gradually ease. Deutsche Bank forecast that the world’s 
population will peak at 8.7 billion people in 2055, and then 
decline to 8 billion by 2100. That is almost 3 billion people 
less than that which is forecast by the UN. 

Why this might be important for the world economy is the 

impact of changing demographics on the workforces of many 
countries. The workforce is defined as people between the 
ages of 20 and 59. Developed countries such as Germany and 
Japan are already feeling the impact of a shrinking workforce, 
but this could spread to developing countries far sooner than 
expected. South Korea’s workforce could peak next year, and 
Russia’s is already in decline. By 2020, Russia’s workforce 
could be 10 million fewer than in 2010 – an enormous shift in 
productive capacity. In China, it is possible that the workforce 
could decline by 160 million people by 2050. That would have 
an impact on wage inflation and the price of manufactured 
goods. Higher wage costs in China could fuel rapid growth in 
lower cost countries in Asia and Africa. 

The point of this discussion is to 
widen the debate and offer a possible 
alternative to the UN’s point of view. 
But it is feasible that the world as a 
whole is approaching a major turning 
point in its demographic trajectory, 
and changes will have an impact on the 
status quo. Changes are likely to impact 
the following:

1. Retirement age. Ageing societies will realize that it is not 
possible for economies to sustain a retirement age in the 
low sixties. Working lives are likely to be extended. 

2. Ageing does not imply an endless supply of retirement 
homes and medical bills. There will be more older people, 
but they will be fit, healthy and working. 

3. It is not a foregone conclusion that developed countries 
will be worse off than emerging markets. In fact, some 
emerging markets are already starting to deal with the 
consequences, and the change in China will change 
the economy in that country away from manufacturing 
towards consumption and investment. By contrast, 
the US could enjoy an expanding population thanks to 
immigration and a higher TFR.

These projections might not come to pass but they offer 
an interesting alternative to the widely-held belief that 
population growth will continue unabated. Changes will 
only manifest themselves over time so investments will 
not be affected in the near term. Nonetheless, a smaller, 
but wealthier global population would in all likelihood be 
beneficial for all concerned. 

“Over the past two 
decades, China has had 117 
boys being born for every 

100 girls – a normal ratio is 
closer to 105.”
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Our next Insight seminar will take a break from the unpredictable world of financial markets and focus on something 
that is, unfortunately, entirely predictable – namely death. Our presentation will focus on the challenges associated with 
administering a deceased estate and some of the actions that you can take prior to death to prepare for it and to ease the 
burden on your surviving spouse.  

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: Planning Ahead: is your bus box in order? No Seminar

Date: 30th of September 30th of September -
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 -
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