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What’s making the news today? 
 

Ian Doyle (RMB Morgan Stanley) sends out a daily “What’s making the news today”. The daily news over the past 

few weeks/months highlights the uncertain and seemingly unpredictable macro environment. It is in environments like 

this that investors often make the mistake of shortening their investment horizon. A typical reaction which without 

exception plays out in the same way: Investors lock in losses by disinvesting at the bottom. Alternatively they go bargain 

hunting in the junk department. Both actions are wrong. We hope this SIM Global Market Review will help you pause 

before you engage (apologies to non-rugby supporters).

 

A selection from “What’s making the news today” 
Date: 21 July 2015 

 

Volkswagen Group 

 Sales fell 4% globally in June, the worst performance 

since 2009. This is despite ~10% growth in Europe. 

 China sales were down 17%. 

IBM 

 Investors are still waiting for the bottom in the 

company's sales slide. IBM reported its 13th 

consecutive fall in quarterly revenues, thanks to a 

stronger dollar and another lacklustre showing from 

emerging markets. 

 IBM's revenues fell 14% from a year earlier in the 

three months to the end of June. 

 Sales in the Americas fell 8% from a year earlier 

while those in Europe, the Middle East and Africa 

declined 19%. 

 The BRIC countries tallied a 35% decline in sales in 

the quarter.  

Audi AG 

 Providing 1.2bn yuan ($193m) in financial aid to its 

dealers in China as demand for luxury vehicles slows 

in its largest market. 

 They also lowered sales target for 2015 from 

600,000 units to ± 580,000. 

BMW 

 Agreed to pay its Chinese dealers 5.1bn yuan to help 

cover losses after retailers stopped ordering cars 

from them. 

 

Greece 

Most think that they will ultimately fudge a deal, but that 

will come with overwhelming collateral damage: less 

debt relief than needed, and more austerity than Greece 

can bear. The most likely Grexit scenario is that a 

programme is agreed and then fails. 

 Mr Tsipras already agreed last week that if this 

situation arose, he would pile on more austerity. So, 

unless the economy behaves in future in a very 

different way from the way it behaved in the past, it 

will remain trapped in a vicious circle for many 

years to come. 

 Capital controls imposed by the Greek government 

are taking a heavy toll on Greek businesses, 

according to a new report from Endeavour Greece 

o over two-thirds of respondents reported a 

significant drop in revenues, 

o 1/9 firms forced to suspend production due to 

shortages of raw materials (unable to buy due to 

capital controls), 

o 23% of firms now "planning to transfer their 

headquarters abroad for security, cashflow & 

stability reasons". 

o 45% said they had been forced to postpone 

payments to suppliers. 

 In the meantime Spain, Italy and Portugal’s 

Debt/GDP ratios have also deteriorated. Since Rajoy 

won the last Spanish elections in November 2011, 

Spain’s public debt has grown at a faster rate than 

any time in its post-Franco history. €590bn or 30% 

has been added to the country’s total debt during the 

last three and a half years of government-imposed 

“austerity”. 
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Greece has been kept in the Eurozone, but its debt load 

has now increased to 200% of its GDP. 

 The “Germany-enforced” austerity measures will 

shrink its GDP further in the short-term, increasing 

the Debt/GDP ratio beyond 200%. 

 Don’t be fooled: There is zero possibility that 

Greece will ever be able to repay its debt. 

 

Worse, the anti-German, anti-Europe Greek sentiment 

will in all probability continue to fester and grow, 

becoming septic again. The proverbial can has simply 

been kicked down the road. 

 

The only way Europe can reduce its debt ratio is to 

accelerate its growth rate. 

Unless the Eurozone countries increase productivity 

and grow GDP at 3%+, their Debt/GDP ratios will keep 

increasing. With China slowing down, it is unlikely that 

the necessary growth rate will be achieved without 

sustainable productivity reforms. And we know that the 

majority of the populations in Southern Europe don’t 

want to be weaned off the benefits of a socialist 

machine, nor make the necessary sacrifices. 

 

As an aside observation: Ruling political parties make 

their populations dependant on them for hand outs and 

hence socialist democracy seldom has a happy ending,  

especially when the state is governed by untrained, 

inexperienced and ideologically blinded politicians who 

believe that SOE’s (state owned enterprises) are the 

key tools to generate growth. 

 

 

Not only Greece, China 
also man-down 
 

As if the Greek tragedy isn’t alarming enough, the news 

snippets coming out of China confirms one’s negativity. 

The graphs below (also from RMB Morgan Stanley) 

reflects the pain which trickles down from the slowing 

Asian behemoth that is China. 

 

The excess capacity created by China’s infrastructure 

spend via inefficient SOE’s over the past 10 years 

makes continued high growth rates difficult or nigh 

impossible whilst high debt levels are becoming a noose 

around the governments’ neck. Even the once mighty 

Chinese government is finding it cannot control markets 

and hide more debt.  

 

 

(The plan was to sell SOE debts to Western index 

tracker funds via IPO’ing the companies. Difficult to do 

when the market is falling! No wonder the Chinese 

government is pulling out all the stops to stem the fall.) 

 

China and the world are adjusting to a lower Chinese 

growth rate and the shake-out of excess capacity will 

prove to be cathartic. 

 

What does all of this mean? 

 Global growth will remain tepid. 

 Global inflation and hence interest rates will remain 

low. 

 The likelihood of further shocks from Europe/China 

is real. 

Short-term the Euro “experiment” has been saved, but 

as the opera people will tell you: “The fat lady hasn’t 

sung yet”. 

 

Graph 1:  Ex-China Container Spot Rates (SCFI) 
Declining China to America container traffic 

 Graph 2:  Ex-China Container Spot Rates (SCFI) 
Declining China to Latam/Africa container traffic 

 

 

 

Source: Morgan Stanley MUFG Research, June 2015; Shanghai Shipping Exchange  |  Note: Data as at 17 July 2015 
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Avoid equities in this 
environment? 
 

Not at all! In fact, continued low interest rates means 

equities as an asset class remain very attractive (as 

long as you get the key consideration, VALUE, right). 

The SIM Global Equity Income fund proves this point. 

The focus on cash generating companies is paying off.  

 

Since the launch of the fund the cash dividend paid has 

grown every year and the yield has averaged 4% whilst  

the underlying net asset value growth has been around 

8% per annum (Refer Appendix A). 

 

As I said in our July 2015 Market Review entitled 

“Greece: a storm in a European tea cup?” the 

temptation when markets fall is to invest in shares that 

have suffered big price declines because they seem 

cheap. But unless you understand the underlying 

factors you are basing your decision on, you’re punting 

not investing. Our research of similar situations over 

many years and cycles shows that in times of stress it 

is far better to invest in quality. 

 

 

Good News in the USA 
 

The US banks are reporting good results. Table 1 below 

highlights the quality of the result and also how afraid 

the market still is of bank shares. 

 

Citigroup and Bank of America (BAC) (combined 

position in the Global Financial Fund = 10.5%) reported 

excellent (and above consensus forecast) results. Table 

1 shows Citigroup’s: 

 significant improvement in earnings, 

 good & improving ROE (return on equity) 

 improved quality of the loan book and increased 

reserving 

 strong capital position 

 and the fact that despite all of this it still trades at a 

discount to its net asset value (Graph 3). 

 

The above holds true for our other holdings in the US as 

well (Bank of America, JPMorgan (JPM) & Fifth Third) 

which we hold in both the Sanlam Global Financial and 

Sanlam Global Best Ideas Funds. 

 

The US banks and the environment has been cleansed 

substantially since 2008. Hence it doesn’t make sense 

for Citi/BAC/JPM to be valued at 20% - 50% below their 

30 year P/NAV average, especially when the market is 

trading above its 30 year average. 

 

Most importantly, the competitive environment has 

changed (less competitive) and banks are better 

capitalised and reserved than ever before: Safer, better 

and cheaper! 

 

Graph 3: Citigroup P/NAV since 1997 

 

 

Meanwhile Europe and the UK have lagged and many 

banks are still struggling with the 2008 aftermath 

(RBOS, Barclays, Deutsche Bank, Commerzbank). 

However, a number of European banks like Intesa, ING, 

UBS and others are on the front foot again, but unlike 

the US banks, have re-rated sharply, maybe too sharply 

considering the potential risks remaining in Europe. 

Because of the risks associated with a Grexit we have 

been trimming Europe as prices ran up in June/July. 

 

Table 1: Citigroup Results June 2015 

  
YOY  

Earnings growth 
Dec 2016 

F ROE 
Dec 2015  

P/NAV 
ROI 

10 year 
Avg P/NAV 

10 year 
Avg ROE 

Citigroup 152% 10.1% 0.93 11.0% 1.61 4.6% 

  NPL's/loans Reserves/NPL's Capital:Adequacy 
Tier One 
Common 

  

Dec-08 3.35% 1.33 1.5% 2.3%   

F Dec-15 1.05% 2.21 10.0% 11.4%   
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The Third World 
 

Whilst the probability is high that the Greek/European 

problem is long-lasting, the probability is good that 

emerging market problems are more temporary. Graph 

4 from the same RMB Morgan Stanley report paints the 

picture of the latent potential. 

 

India: 

Graph 4 shows the long-term potential opportunity 

presented by countries like India. India has the added 

advantage of being a commodity and oil importer and 

hence benefits from China’s 

downdraft. Whilst Indian equities are 

not cheap, we believe that many of 

the quality banks still show good 

upside. Government owned banks 

have high bad debts and capital 

shortages. This leaves the private 

sector banks in a growth market with 

75% of their competitors hands tied 

behind their backs.  

 

Russia: 

The Russian rouble and its equity 

market have recorded amongst the 

largest declines since Jan 2014. The 

Sanlam Global Financial Fund is 

invested in Sberbank, Tinkoff Credit 

Systems and Moscow Exchange 

whilst the Sanlam Global Best Ideas Fund is invested in 

Magnit. These companies have excellent track records 

and have continued growing shareholder value during 

their crisis and are now at very attractive valuations. 

The biggest positive for Russia is that all the “weak 

holders” are out and nobody wants to be seen investing 

in Russia whilst the companies we are invested in are 

strong and significantly undervalued. In similar crisis in 

other countries the strongest players come out stronger 

after the crisis due to their ability to take opportunities 

presented. 

 

At the bottom one sees only negatives. At a 

presentation toward the end of 2008 an investor asked: 

“Is there no light at the end of this tunnel”, at the most 

bottom most investors found it difficult to consider a 

positive scenario and that markets could turn. 

 

The performance table (Table 6, next 

page) of the Sanlam Global Financial 

Fund shows how financial shares 

bounced back in 2009. 

 

The danger is that investors are 

digging the same hole in emerging 

markets. The focus is on the 

negatives and it is difficult for the 

mind to serve two masters. The 

currency falls and the new reality is 

forcing many governments to be 

realistic. Even Brazil is implementing 

austerity measures whilst the 

economy is deteriorating and Dilma 

Roussef’s popularity levels are at 

lows. 

 

Neal Smith and Richard Shepherd in our team have 

spent considerable time researching emerging markets 

for opportunities and have put together an excellent 

presentation. Please let us know if you are interested. 

 

Graph 4: Car ownership vs GDP per Capita   Graph 5: Russia is the cheapest 

 

 

 

Source: United National; RMB Morgan Stanley  Source: FactSet 
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RUSSIA 
THE NEGATIVES 

 the economy is still in recession and whilst 
unemployment rates are still holding up, 
retail sales continue to fall. The consumer 
is under pressure. 

 The economy and rouble are very tied to 
the oil price and oil could decline further 

 Mr Putin 

THE POSITIVES 

 Generally economies rebound sharply 
post similar currency falls. In Russia’s 
case this might not hold true due to the 
effect of sanctions and the fact that its 
major export is oil and gas 

 Its balance sheet is strong. Russia has 
very little debt and until the crisis it had a 
budget and trade surplus 

 Mr Putin has been actively signing export 
and co-operation deals with China (and 
others). 
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Where is Sanlam Global 
Financial Fund invested? 
 

32% in US Financials 

20% in Europe/UK/Switzerland/Scandinavia 

12% in India 

 

The remainder is diversified amongst high quality banks 

in Russia, Georgia, Peru, Indonesia and Turkey.  

 

So, in conclusion. Yes, the macro picture and news flow 

is disturbing. The fast changing macro environment has 

made global stock picking difficult over the past 5 years. 

Yet, we’ve been here before. In the 15 years that I’ve 

been responsible for the Sanlam Global Financial Fund, 

it’s only had 3 negative years, (and these haven’t been 

15 easy years), and after each negative year the fund 

has bounced back sharply in the following year(s). 

 

Why? Because we use the bad years to invest in quality 

companies generating high rates of shareholder 

value growth, but at depressed valuations. And the 

outflows from emerging markets and concerns about 

regulatory intervention in the US of the past few years 

are again presenting such an opportunity. 

 

Benjamin Graham said: “In the short-term the market is 

a voting machine, in the long-term a weighing machine.”  

 

If one invests in companies that have good 

managements and allocate capital correctly, the odds 

are in your favour that they will grow shareholder value. 

The probability of getting that right is much higher than 

the probability of guessing macro-economic forces. 

Besides, good managements adapt to the wind. Over 

time the fickle voters notice the cumulative effect of 

annual weight increases in shareholder value. 

 

 
 
 

Graph 6: Sanlam Global Financial Fund returns 

over the past 15 years as at 30 June 2015 

 
      

 
Fund 

outperformed 
 

Fund 

underperformed 
 

Benchmark 

performance 

Note: Performance figures excl fees in USD.  
From 1999 – 2004 the fund was managed under a different fund 
management company, but by the same fund manager 
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Summary: Two principles 
at play 
 

Market participants always overreact to news (bad and 

good). This is well documented, and our own 

experience proves that one does one’s best investing 

when there is a lot of bad news about and everybody is 

(over) reacting to that. 

 

But it is also true that investing in companies with 

rational experienced management that are on the front 

foot proves to be much more sustainable over the long-

term. 

 

Buy cheap or buy quality? 

It really boils down to one of my favourite topics: 

Applying the “revert to mean” rule mindlessly is very 

dangerous and sometimes the market is right when it 

sells stocks down (African Bank) and there is no “revert 

to mean” or the reversion takes considerably longer 

than you think. 

 

In all three SIM Global funds the focus is on deciding 

what the intrinsic value of a company is and whether 

and to what extent the market has mispriced that. 

 

Sounds easy but there are many variables at play that 

determine the answer, and each has risks associated 

with it. The decision is really to invest where you 

understand and can judge risks best and to avoid risks 

you can’t judge. 

 

Douw has done that very well (since inception, now 

almost 3 years) in our SIM Global Equity Income Fund. 

He avoided risks which has worked well in this 

environment.  

 

In the Sanlam Global Financial Fund we’ve always 

accepted higher risk for potentially higher returns.  This 

worked well in 2000 – 2010 when macro forces were in 

the favour of emerging markets. Table 6 shows that our 

long-term view on the attractiveness of emerging 

market banks has not benefitted the fund from 2011-

2015. But the long-term attractiveness of these markets 

remain as explained above and valuations have reacted 

to the poorer short-term outlook and are becoming 

attractive again. 

 

If you’ve read this far, you have the gist of the forces at 

play in the global landscape. Active investing is never 

simple nor easy, but years of experience gives us the 

edge on how to navigate yet another market wobble. 

 

Please refer Appendix A for a quarterly update on our 

SIM Global Equity Income and Sanlam Global Best 

Ideas Funds. 

 

 

Kokkie Kooyman 
27 July 2015 

 

PS: I cannot resist adding two snippets from RMB Morgan Stanley’s “What’s 

making the news today” (23 July 2015) as it underscores what I’ve tried to bring 

across: 

 The scale of the financial disaster unfolding at state-owned petroleum company PetroSA 
has been publicly revealed in court documents in which executives disclose that it will 
face a R14.9bn loss when it finalises its accounts for the past financial year. 

 The annual loss is by far the biggest faced by any state-owned company in 21 years. 

 The documents also show that PetroSA will miss all of its key performance targets for the 
year, except one, and has been bitterly divided over various contentious projects, among 
them a plan with political backing to purchase Engen retail fuel stations. 

Like many other state-owned companies PetroSA has been shaken by in-fighting, with the 
key divide between nonexecutive and executive members of the board, in particular Ms 
Mthimunye-Bakoro and group CE Nosizwe Nokwe-Macamo – Bdlive 
 

 Brazil slashed its key fiscal target for this year, the Planning Ministry said, underscoring 
the growing challenge authorities face to shore up the country's finances after years of 
excesses. 

 President Dilma Rousseff decided to lower the primary surplus target to 8.747bn reais 
from the original target of 66.3bn reais. 

 The government also announced an additional cut in spending of 8.6bn reais this year 
Bad management seldom goes unpunished. 

DISCLAIMER: Sanlam Investment Management 

(Pty) Ltd (“SIM”) is a licensed financial services provider 
and a wholly owned subsidiary of the Sanlam Life. 
Sanlam Investment Management Global is a division 
within SIM. This document is intended for information 
purposes only. No representation, warranty or 
undertaking is given and no responsibility or liability is 
accepted by any member of the Sanlam Group as to the 
accuracy of any information contained herein. No part of 
this documentation is to be construed as a solicitation to 
buy or sell any investment. The information contained 
herein does not constitute financial advice as 
contemplated in terms of the Financial Advisory and 
Intermediary Services Act 2002. The use of or reliance 
on this information by you or any third party shall be 
entirely at your or the third party’s own risk and 
discretion and any liability arising from the use thereof 
or reliance thereon is accordingly disclaimed by the 
Sanlam Group. A financial advisor must be consulted as 
far as the unique needs of the investor are concerned 
and therefore any parties relying on any view, opinion or 
model contained herein does so at own risk and Sanlam 
disclaims all responsibility and liability for positions 
taken based on such reliance. Please note that past 
performances are not necessarily an accurate 
determination of future performances, and that the value 
of investments / collective investment units may go 
down as well as up. Commission and incentives may be 
paid and if so, would be included with the brokerage 
charges, marketable securities tax, auditor's fees, bank 
charges, trustee fees and RSC levies in the overall costs 
which will be levied against the fund. A schedule of fees 
and charges and maximum commissions is available 

from Sanlam Investment Management (SIM) Global. 
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Appendix A 
 
The nervousness evident in global markets during the first quarter continued into the second. Most of the anxieties uppermost in 
investors’ minds, such as the timing of the first US interest rate hike, the effect of Greece’s default on the future of the Euro, the extent 
of the slowdown of the Chinese economy and questions regarding the progress of Abenomics in Japan, remain unresolved and are 
likely to continue to subject the markets to mood swings until their probable outcomes become significantly clearer. Given the current 
level of valuations and the degree of the market’s continuing anxiety, it is anticipated that equity returns will continue to  exhibit 
considerable volatility. 
 
The unremitting momentum that has underpinned the substantial outperformance of “growth” shares relative to their “value” 
counterparts since the middle of last year wavered noticeably during the quarter. Considering the extent of this divergence and the 
heady valuations now being afforded the market’s favoured shares, this was not entirely surprising. We are of the view that these 
high valuations are vulnerable to disappointment and remain confident that our resolute focus on companies that offer above average 
dividend yields and are financially healthy, able to generate reliable cash flows and committed to growing their dividend payments 
will ultimately be rewarded with agreeable results. 

 

Sanlam Global Best Ideas Fund 
The fund recorded a marginally positive return of 0.15% during 
the quarter, which only slightly lagged the 0.31% posted by 
the benchmark MSCI World Index. This return masked the 
widely divergent returns posted by its most significant 
component markets, namely the USA (0.3%), Japan (3.5%), 
the United Kingdom (3.0%), Switzerland (0.0%), Germany (-
5.1%) and France (1.0%).  
 
Notable positive contributions to the fund’s performance came 
from American International Group (“AIG”), Taylor Wimpey, 
Imperial Tobacco and Renault, while Wal-Mart Stores, 
Samsung Electronics and Allison Transmission detracted 
notably from its performance. 
 
Since gaining notoriety as one of the villains and largest 
beneficiaries of the government funded bailouts during the 
global financial crisis, AIG has made significant progress 
along the path of transformation undertaken by the new 
management team installed in the wake of that upheaval. Its 
books have been comprehensively cleaned up, insurance 
reserves have been bolstered, discipline has been restored to 
its risk underwriting, expense ratios have been improved and 
it has repaid all of the bailout money. Yet, despite all of these 
improvements and the company’s exciting prospects, it can be 
bought at only 80% of its net book value. We believe this 
represents very attractive value and currently have AIG as the 
fund’s largest holding. 
 
Taylor Wimpey is one of the leading homebuilders in the 
United Kingdom. The share has performed very well since 
being added to the portfolio earlier in the year, driven by good 
results and growing confidence in the durability of the recovery 
in demand for new homes. The fact that the housing market in 
the United Kingdom has been chronically undersupplied by 
new additions for a number of years has recently received 
extensive media coverage and has become a political talking 
point. Our analysis has led us to conclude that this situation is 
likely to persist for some time and that this positions the sector 
as an attractive one to be exposed to, despite its historic 
cyclicality. 
 
Based on current consensus expectations the fund offers a 
more attractive valuation (fwd P/E: 14.2x vs. 16.7x and 
P/NAV: 1.8x vs. 2.1x) than the overall market, while producing 
a better return (ROE: 20.1% vs. 17.3%).

 

SIM Global Equity Income Fund 
The fund’s return of 3.50% for the quarter was significantly 
better than that of the overall equity market, as represented by 
the 0.31% return of the MSCI World Index, and its benchmark.  
 
Notable positive contributions to the fund’s performance came 
from Micro Focus International, Vodafone, Taylor Wimpey, Eli 
Lilly, Imperial Tobacco and Reynolds American, while 
AstraZeneca, Lockheed Martin and GlaxoSmithKline 
detracted notably from its performance. 
 
The price of Vodafone reacted very positively to rumours of a 
potential bid for the company from Liberty Global that surfaced 
in May. Given the fragmented nature and maturity of the 
European telecommunications sector, it is widely regarded as 
a prime candidate for consolidation during the next few years. 
Liberty Global has made little secret of its ambition to be one 
of the survivors of this process. With its pan-European 
footprint Vodafone is an obviously attractive acquisition target. 
While the speculation has been denied by both parties, the 
logic and persistence of the story has led the market to 
conclude that there might be some substance to it.  
 
Taylor Wimpey is one of the leading homebuilders in the 
United Kingdom. The share has performed very well since 
being added to the portfolio earlier in the year, driven by good 
results and growing confidence in the durability of the recovery 
in demand for new homes. The fact that the housing market in 
the United Kingdom has been chronically undersupplied by 
new additions for a number of years has recently received 
extensive media coverage and has become a political talking 
point. Our analysis has led us to conclude that this situation is 
likely to persist for some time and that this positions the sector 
as an attractive one to be exposed to, despite its historic 
cyclicality. 
 
Based on current consensus expectations the fund offers a 
more attractive valuation (DY: 3.9% vs. 2.4% and fwd P/E: 
16.0x vs. 16.7x) than the overall market, while producing a 
better return (ROE: 21.7% vs. 17.3%). We believe that this 
positions the fund well for the future. 
 
 
By Douw Steenekamp 


