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In last month’s issue of Intuition, 
we provided an update of our 
views and outlook for the economy 
in the months ahead. Whilst we 
are still convinced that this country 
is gradually heading in the right 
direction, despite all the negative 
press at the moment, we did 
acknowledge that an economic 
recovery might take longer 
than anticipated to materialize. 
consequently, we have taken 
steps to diversify portfolios further, 

and to ensure that income, where required, is secure. 

August was on balance a rather poor month for financial 
markets worldwide, and the JSe was no exception. 
So, whilst it is tempting to blame much of the recent 
weakness at the door of our own politicians, a quick 
glance at bloomberg shows that we were not alone. 
Markets came under pressure everywhere, mostly due 
to the ongoing political uncertainty created by the trade 
wars, brexit and the unrest in Hong Kong. of course, 
there were some local factors that rubbed salt into the 
wound, but as we so often lament, global factors are far 
more pervasive in setting the trend than local ones. 

based on the performance of the market in August, 
you will be forgiven for thinking that the economy was 
collapsing and so too, profits and dividends. In fact, this 
is not the case. of course, there are examples where 
companies are under pressure from the weak economy, 
but there are plenty of others who continue to deliver 

steady growth, despite the tough times. the rest of this 
article highlights a few results from companies that have 
reported in July or August. the aim is to offer some 
perspective - that despite extremely volatile share prices, 
companies continue to deliver what we expect of them, 
namely steady, and rising dividends, strong balance 
sheets, and steady margins. this is not necessarily 
evident in your statement each month, where the focus 
tends to be on the monthly change in the value of their 
portfolio. but it provides food for thought before making 
a knee-jerk reaction to unpredictable short-term market 
movements.

LOOkINg fOr The sILver LININg: sOLId 
resULTs IN aN UNcerTaIN eNvIrONmeNT

The Banking sector

All four of the big banks reported their results during 
August. Admittedly, expectations were low, given the 

weak economy, but nonetheless all reported growth in 
both their earnings and dividends for the period. 
For the six months to June, Standard bank grew its 
earnings by 6%, with a commensurate increase in the 
dividend as well. Furthermore, the growth in profits was 
across the Group – personal and business banking 
grew at 8%, corporate banking by 9%, and their share 
of profits from Liberty by 2%. Looking at it another way, 
net interest income (the amount of interest earned 
less interest paid) grew by 9%, whilst other income 
(which includes all transaction fees, commissions, and 
insurance premiums, for example) only grew by 4.5%. 
that is probably more indicative of the tougher economy. 

one message that was clear from all the banks is 
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results: % increase
Period earnings Dividends

Absa 6m to June 2.7% 3.1%
Firstrand 12m to June 5.2% 5.8%
Nedbank 6m to June 3.5% 3.2%
Standard 6m to June 5.5% 5.6%
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The chart above shows returns (in local currency) for 
various markets around the world. Despite the issues facing 
SA, the JSE was not the only weak market, which highlights 
that global issues continue to play a far larger role in the 
short-term direction of the JSE than our local issues.
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that their investment in technology is starting to pay 
off. Standard bank noted that face-to-face transaction 
volumes were down 13%, but that was offset by 6% 
growth in digital transactions. What is more impressive 
is that 99% of all transactions (for personal banking) 
are now done through digital channels, whether it be 
the AtM, cellphone or internet banking. that is allowing 
them to close and optimize their branch network, which 
in time will also lead to a further reduction in the cost 
base. A declining cost/income ratio is one way for banks 
to improve their returns, especially in a tough economy. 
the table below highlights the cost ratios for the major 
banks. FirstRand is by far the most efficient of the banks, 

and it is the reason why its roe (return on equity) is 
higher than the peer group. It also explains why its’ 
share price trades at a premium to the sector. 

based on the results presented above, an investor might 
expect share prices to be relatively unchanged. After 
all, results were solid, with both profits and dividends 
marginally higher. Not bad given the circumstances. 
Yet from its peak at the end of June, to the lowest point 
in late August, the banking index fell more than 20%. 
Since that low point, and to the date of writing, it has 

recovered 15% of that fall. the chart below, which plots 
the Price/book (Pb) ratio for the major banks, puts the 
movements into perspective. the Pb ratio is a valuation 
measure for the banking sector – the lower the ratio, the 
cheaper the bank. During August, valuations reached a 
level similar to what prevailed just after Minister Nene 
was fired. Did the sector deserve to derate to such an 
extent? Not in our opinion, and especially not give the 
solid results. the conclusion to be drawn is that in the 
near-term, markets are subject to intense volatility, but 
share prices often do not reflect the underlying strength 
of a company. In our opinion, the banks remain solid, 
compelling investments, especially at current valuations.

bANKS: creDIt/LoSS rAtIo
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The level of bad debts has picked up over recent months, 
but the magnitude is benign relative to history, and ratios are 
well inside management targets.

Banks: cost/Income ratios
June 18 June 19

Absa 59.5% 58.7%
Firstrand 51.2% 51.8%
Nedbank 55.8% 55.4%
Standard 57.6% 57.0%
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The level of bad debts has picked up over recent months, 
but the magnitude is benign relative to history, and ratios are 
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aB-Inbev

Ab-Inbev (AbI) owns 8 out of the top 10 most valuable 
beer brands in the world, including 18 individual “billion-
dollar brands” that together command a global market 
share of 27%, equivalent to 1 in every 3 beers sold! It is 
also the most profitable FMCG (Fast Moving Consumer 
Goods) company in the world. brands that one may 
recognize include the majority of SAb’s (post-merger), 
budweiser, bud Light, Stella Artois, corona, and becks 
& brahma. Most shareholders were switched into AbI 
post the merger with SAb in october 2016.

Since merging with SAb and listing on the JSe, AbI has 
been rather disappointing. the share listed at almost 
r2,000 per share in october 2016, but then declined 
steadily to reach just r950/share in December last year. 
there were numerous reasons for this poor performance, 
including declining volumes, margin pressure, and most 
importantly, an unsustainable level of debt, which forced 
the company to cut its dividend by 50% last year. 

We have always claimed that AbI is a world-class 
company that local shareholders are fortunate to have 
access to on the JSe. Since listing, that optimism has 
appeared misplaced. but since its low point in December 
last year, the share has rallied almost 50%, to its current 
level of r1,400 / share. the welcome change in trend is 
as a result of:

1. An improving trend in volumes. there was no 
doubt that post the merger with SAb, AbI suffered 
from “indigestion”. there was a lot of work to do to 
rationalize brands and systems. that takes time and 
management effort, and it appears that attention 
was deflected from other areas – volume growth 
being one. Immediately post the merger, volumes 

came under pressure, but the trend appears to 
have turned. Last quarter was their best volume 
performance in 5 years. 

2. An improvement in the core US market. the US 
accounts for 25% of ABI’s revenues and profits, so 
it is important that this market is performing well. In 
recent years, the US has been a problem. Volumes 
have been declining due to the rising popularity of 
craft beer, the migration away from beer towards 
other alcohols, and the trend towards healthier, low 
carb options. In recent quarters, trends in the US 
market have been improving. Volumes are growing 
in key new categories (such as light and low carb 
beers), and hence margins have stabilized. 

3. Confirmation of solid growth across their emerging 
markets portfolio. Despite some challenging 
markets (brazil, Argentina, and SA, as examples), 
AbI delivered good growth across from its eM 
operations. eMs account for 70% of revenues, but 
just 57% of profits, showing the potential for further 
margin enhancement as these countries mature. 
As a reminder of the potential, bear in mind that the 
average beer drinker in mature markets consumes 
64 litres p.a versus just 21 litres p.a in emerging 
Markets. Hence the huge opportunity that lies ahead 
for AbI.

4. the combination of improving volumes and ongoing 
efficiencies, some of which have come from the 
merger with SAb, has fueled an improvement in 
margins. (AbI has saved $3.1 billion in costs since 
the merger with SAb.) Whilst margins are seasonal, 
there has been a steady improvement from 37% in 
2017 to 42% currently, with the company continuing 
to guide for ongoing, incremental gains. 

5. Finally, the company has taken action to address 
their excessive debt levels. the most recent actions 
to address this include the sale of carlton & United 

AbI VoLUMe GroWtH
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breweries to Asahi, which raised $11.3 billion, and 
the proposed IPO of Budweiser (Asia Pacific Region) 
in Hong Kong. together with rising revenues, and 
savings from a reduced dividend payout, debt levels 
are starting to fall, albeit that they have a long way 
to go. the company has a target Debt/ebItDA ratio 
of less than 2x, vs the current ratio of 4.58x. by the 
end of 2020, they anticipate that the ratio will be 
below 4x. Lower debt levels imply a lower interest 
expense and therefore higher earnings, so there is 
dual benefit. 

Given that AbI operates in every continent, there are 
always going to be snags in one market or another that 
provide fodder for the bears. Whether it is hyperinflation 
in Venezuela or Argentina, or a collapsing oil price in 
Nigeria, there is always something. But there is a benefit 
to be globally diversified as well. In our opinion, that 
benefit is starting to manifest itself. Given our concerns 
about local growth, we remain comfortable with our 
exposure to AbI, and believe it offers local investors a 
diversified exposure to global (and emerging market) 
growth.

Bidvest

After the demerger of bidvest into bidcorp and bidvest, 
Bidvest has very little offshore diversification. It is now 
essentially a SA share, dependent on the SA economy 
– although we understand that global diversification is 
firmly on management’s radar.  Despite flat revenue 
growth over their financial year which ended in June 
2019, trading profit grew by 3.5% and margins expanded 
from 8.3% to 8.7%. recall that the latest set of results 
spanned the period when economic growth was sharply 
negative. Furthermore, this set of company results was 
delivered despite a drop in the share price from r253 to 
r173.

bidvest maximized the opportunities from their diverse 
portfolio. excellent performance was delivered from 
the Services and Office & Print divisions.  The Services 
division grew revenue by 10% and profit by 12.5%. 
these services range from security, cleaning (Steiner), 
facilities management (bIDAir Services and Lounges) 
and more. Noonan, the Ireland-based facilities company, 
grew revenue in euro by more than 16%. However, we 
noted their comment that corporate travel in SA is under 
pressure, a comment that is supported by weakness in 
the hotel industry.  In the Office division, Konica Minolta 
bedded down a new contract with National treasury. 
Perhaps they know that over the next few months 
treasury will “ream” through paper and ink to try and 
balance South Africa’s books. this should be a margin-
enhancing move for the company.

Freight and Properties also performed well. The benefit 
from bidvest tank terminals’ investments in liquid fuel 
and multi-purpose tanks during the 2017 and 2018 
financial years continues to flow through in higher trading 
profit despite lower product volumes. Bidvest’s R1 billion 
Liquefied Petroleum Gas (LPG) project in KwaZulu-
Natal, which the Group termed a game-changer in terms 
of a secure source of LPG supply for South Africa, is 
running according to schedule and is within budget. this 

alone is an impressive feat if you can contain costs in 
any economic environment.

However, it was not all plain sailing. results were 
disappointing in the commercial Products, electrical and 
Financial Services divisions. commercial contributes 
12% and 9% of revenues and profit respectively. The 
direct linkage of this division to GDP growth is almost 
100%.  As the economy slowed down, trading conditions 
in entities such as Plumblink, burncrete, MotoQuip, 
renttech (engineering, welding, lifting, rigging), Afcom 
(industrial packaging and fastening), Vulcan (catering/
baking equipment) and Matus (hardware and tools 
for DIY and industrial use) resulted in trading profits 
dropping by 14%. Margins came under pressure as 
these companies tried to maintain market share.

the Automotive division was also at the mercy of a weak 
economic performance. bidvest Mccarthy sold 5.3% 
fewer new vehicles (the industry average was a decline 
of 3.2%) but marginally more used vehicles. Sales of 
luxury brands across the industry declined by 12.0%, 
with a commensurate impact on profitability. However, 
Nissan, Renault and Toyota dealerships grew profits 
and burchmores was a shining star.

A quick look at the balance sheet indicates that bidvest 
increased its net debt over the year, from r6.3 billion 
to r7.8 billion. that level of debt might give any of us 
sleepless nights, but bidvest can service that easily. 
cash generated from operations of r8.2bn (r7.1bn 
after working capital) remains solid, and the interest 
cost is covered 8x by profits. Finally, the ratio of Net 
debt to ebItDA is a low 0.9x. (to put that into context, 
compare that to Ab-Inbev’s ratio, which stands at 4.6x.) 
What is also impressive is that 64% of trading profit 
was converted into free cash and bidvest managed to 
increase the dividend by 7.9% for the year. 

Probably the most important feature that makes bidvest 
a standout even in troubled times is summarized in the 
chart below.  Continuous growth and diversification 
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The Property sector

Last month we articulated our concern about perhaps a 
longer recovery period for the South African economy. 
It has therefore become even more important to ensure 
that we are comfortable with the income earned and the 
forecasts given by the respective property companies in 
which we are invested.

What has become even more apparent from the latest 
reporting season is just how tough the local environment 
has become. Not only is oversupply in the office space 
(particularly Sandton, rosebank and some areas of 
cape town) a continuing burden when leases are due for 
renewal, but the pressure being placed by municipalities 
on landlords in the form of increased rates and utility 
tariffs all combine to reduce the operating income of 
the property and thus reduce the funds available for 
distribution to shareholders.

Unfortunately, it is not only office properties that are 
under pressure. The weak economy is filtering through 
to the consumer, who in turn has reduced discretionary 
spending power as they too are feeling the brunt of 
higher administered prices, a weak economy and high 
unemployment. the impact of this toxic combination is 
that the retail sector, in particular the regional and super-
regional malls, are experiencing declining sales per 
square meter. With plenty of excess space becoming 
available due to store closures and rightsizing, landlords 
are also finding that the new leases are not as favourable 
as in the past. In addition, incentives (such as shop-
fitting, rent free periods etc.) are becoming necessary to 

attract new tenants.

How are we positioning portfolios to best weather these 
weak local conditions? We have spoken on a number 
of occasions about the importance of meeting local 
income requirements from local investments, as interest 
rates and inflation vary drastically from one country 
to another. Dividend yields (and the rate of growth in 
those dividends) in an economy with interest rates and 
inflation of 2% each are going to differ hugely relative 
to a country that has rates of 10% and 5% respectively. 
Having too much exposure to the former when you are 
living in the later would have dire consequences should 
one be relying on the income from the investment. 

this is the conundrum in which investors currently 
find themselves. There is a preference for exposure to 
countries and economies that are showing decent growth 
metrics (whether it be employment, GDP, spending 
power etc.) whilst simultaneously not jeopardizing 
local income needs. this also makes the local holdings 
that much more important, as they have to be able to 
withstand and be able to increase dividends despite the 
challenging landscape. thus, we are reducing exposure 
to operations that are not showing as strong moats as 
we would like, in favour of more dominant (e.g. pure 
logistics or higher quality retail/industrial exposure) 
or diversified (those with diversified foreign and local 
properties) holdings.

(often through acquisition) over the past 3 years has 
resulted in 2 critical achievements:

1. Profit mix has shifted towards annuity (recurring) 
income, and

2. Trading and distribution gross profit margins have 
increased.

Although economic growth could remain anemic for the 
next 12 months, bidvest remains an entrepreneurial 
company that has proved its ability to flourish despite 
the economy. We are very comfortable to continue to 
hold it, given its diversity and track record.

ANNUItY INcoMe & MArGINS
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NePI rockcastle

NePI suffered a torrid 2018. Firstly, it was caught up in 
the broader scandal around the resilient Group, and 
then later was the target of Viceroy research, which 
questioned its accounting. From a peak of r217 in 
January 2018, it fell below r100 after the Viceroy report. 
Shareholders are feeling bruised, but is it justified?

NePI reported interim results showing growth in net 
operating income of 6% and growth in distributions 
of 9%, continuing a 10-year track record of unbroken 
growth. the Loan to Value (LtV) ratio (a measure of the 
amount of debt it has) was 32.5%, comfortably below 
the average for SA reItS of 38%. NePI now operates 
across 9 eastern european countries, which all exhibit 
solid GDP growth, strong retail sales growth and low 
e-commerce penetration. Leisure activities continued to 
gain prominence in the Group’s malls as these make 

malls more defensive given that they can’t be replaced 
with online offerings. It is disposing of its romanian 
office portfolio (comprises 7% of total portfolio with 
retail making up 93%) and continues to invest in the 
development of mixed-use properties which provide 
synergies with its shopping malls. the cash raised from 
these sales together with the Group’s current cash on 
hand will be used to fund its development pipeline which 
currently stands at 6 under construction and a further 7 
developments under permitting and pre-leasing. 

NePI is currently trading at a forward yield of 7.5% vs an 
average of 9.5% for a basket of defensive SA property 
counters. However, we feel that the benefits of operating 
in a stronger economic region, coupled with a strong 
development pipeline and a higher rate of distribution 
growth in a hard currency offset the yield differential.

mas real estate

the Group’s 3-year strategy, which commenced in 2016, 
on developing and owning retail assets in central and 
eastern europe given the strong consumption growth 
trends in the region, has come to a close. Management 
have delivered on every metric, and have thus proven 
themselves. A new phase of their growth has now been 
articulated, and we feel confident that the next phase of 
the company’s development will also be achieved. 

the next phase of their strategy will see MAS focus 
exclusively on central & eastern europe (cee). At 
present, 45% of their portfolio is in 
cee, with the balance being in Western 
europe. Properties in Western europe 
will all be sold, with the proceeds used to 
fund growth in cee. the primary reason 
for the shift in focus is the superior 
growth opportunities that cee offers, 
which in turn will translate into strong 
distribution growth for shareholders. 
MAS are guiding for a cumulative 
30% distribution growth over the next 
three years. considering the growth 
prospects in South Africa, this is very 
appealing to us, coupled with the fact 
that this growth is in euros. currency 
weakness would enhance that growth 
further.  

MAS declared distributions for the year 
ended June 2019 of 8.75 euro cents, 

growth of 15% over the prior year. LtV is 33.9%, and 
well within management’s internal targets. 

the MAS share price has been under pressure due to 
concern about its relationship with Prime Kapital, its joint 
venture partner in cee. that has since been resolved, 
and Martin Slabbert and Victor Semionov (both original 
founders of NePI) will now lead MAS forward. With 
such a strong management team behind them, we have 
every confidence that the company will deliver on its 
strategy. It offers a hard currency yield of around 8.5%, 
a compelling return to compliment a portfolio which has 
a high South African exposure.

MAS Real Estate owns property in Europe.
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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, Harvard House Insurance brokers 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 boutique collective Investments.  custodian: Standard executors & trustees:  
tel (021) 007-1500.  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.   boutique collective Investments is a member of ASISA 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:  boutique collective Investments call centre, tel: (021) 007-1500, email:  clientservices@bcis.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 boutique collective Investments, please write to, the ombudsman, Po box 74571, Lynnwoodridge, 0040.  telephone (012) 
470 9080/99.  Fax (012) 348 3447.  email:  info@faisombud.co.za
 
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)

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 grOUP
G 3 Harvard Street, Howick, 3290, South Africa

+ P.o. box 235, Howick, 3290, South Africa

( +27 (0) 33 330 2164

7 +27 (0) 33 330 2617

@ admin@hhgroup.co.za

W www.hhgroup.co.za

ContaCt Details:

INsIghT semINars
After a few sessions focused on market trends and topical 
issues, our next seminar reverts to a financial planning 
theme, where we will discuss and analyze some common 
investment myths. 

Please rSVP to clare Mitchell on 033 3302164 or 
clarem@hhgroup.co.za.

NaTaL mIdLaNds
topic: Addressing some investment 

myths
Date: 10th october 2019
Venue: Fernhill Hotel

Midmar / tweedie  road
(almost opposite entrance to 
Midmar

Morning time: 10am for 10.30am
evening time: 5.30pm for 6pm

JOhaNNesBUrg
topic: Addressing some investment 

myths
Date: 24th october 2019
Venue: rosebank Union church, cnr 

William Nichol and St Andrews 
road, Hurlingham

Morning time: 7am for 7:30am


