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MESSAGE FROM THE CHAIRPERSON

 

It’s been a tumultuous year to say the least. Absolute decimation 

towards the end of the first quarter and then the sharp recovery in 

quarter two caused a lot of volatility in markets due to the 

uncertainty caused by COVID. Since then the market has moved 

largely sideways. We have been steady in our performance as can 

be seen from the returns across all the asset classes we invest in. 

The market has also recognized that by rewarding us with inflows 

throughout the quarter. 

Our money market fund return for the past 12 months is 6.9% vs 

the STEFi benchmark return of 6.2%. Our balanced fund returned 

1.3% against a peer group average performance of -0.7%. Our 

pure equity portfolios did not perform that well returning -1.1%, but 

still beating the SA general equity average of -3.7% while the JSE 

All share index (JSE ALSI) returned 4.4%. As a result, we have 

consistently ranked in the first or second quartile of most surveys 

in both categories. 

In September we exceeded the N$2 billion mark in assets under 

management (AUM). A big congratulations to Purvance and the 

Arysteq team for an exceptional performance. Our inflows were 

remarkable despite the lockdowns and restrictions on the 

movement of people. This achievement is made even more special 

given the restrictions and few near Covid-19 scare cases we had 

in the office. Well done team Arysteq! 

Over time it has become increasingly difficult to make successful 

stock picks on the JSE. Part of the reason is the fact that since the 

year 2002 the number of shares listed on the mainboard of the JSE 

dropped from over 374 to just 299. We believe that the ever-

shrinking pool of listed securities on the JSE coupled with the 

increase in the number of unit trust funds, fund managers and 

investment pools like insurance and pension funds chasing this 

limited pool of investable assets are also holding prices up.  

We also note a significant number of companies that have delisted, 

merged or were acquired by others resulting in a reduction in the 

investable universe. Quality companies like SAB Miller, Edcon, 

Mutual & Federal, Venfin, Didata and Avis to mention a few saw 

those market caps disappear from our investment universe. We 

count about 170 of those names completely disappearing and new 

listings, unbundlings or renames and relistings being the net of 

about 95. 

In South Africa alone we have 1564 unit trust funds listed on 

Morningstar. Of this, 207 are money market, income or bond funds. 

The balance of 1357 funds are all investing in listed equities which 

to an extend are creating forced demand for these shares as most 

of these funds’ investment objectives force them to buy/invest 

regardless of valuation or price. Interestingly this excludes the 76 

Namibian unit trust funds of which 38 are money market, income 

and bond funds and the remaining 38 investing in mixed asset 

class portfolios, most of which have exposure to the JSE. 

What is interesting to note is that of the top 10 companies by market 

capitalisation in 2002 making up 61.7% only 5 remains in the top 

10 today (See figure 1 below). Sasol, SABMiller, Old Mutual, Anglo 

American Platinum and Sappi have been replaced by Naspers, 

FirstRand, Anglogold, Mondi (unbundled out of Anglos) and Prosus 

(Naspers owns 73%). The top 10 stocks on the JSE by market 

capitalisation are now smaller as a percentage of the total at 60.6% 

vs 61.7% in 2002.  
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Table 1 

2002 61.7% 2020 60.6% 

Company 
Name 

% Weighting 
within JALSH 

Company 
Name 

% Weighting 
within JALSH 

AGL 18.5% NPN 19.0% 

BHP 8.8% BHP 10.7% 

CFR 7.8% CFR 8.4% 

SOL 5.1% AGL 7.6% 

SAB 4.7% FRS 2.9% 

GFI 4.5% ANG 2.6% 

OMU 3.8% GFI 2.4% 

AMS 3.2% MNP 2.4% 

SBK 3.0% PRX 2.4% 

SAP 2.4% SBK  2.2% 

Source: Bloomberg/Arysteq  

This can also be said of equity markets overseas including the S&P 

500 where the number of mutual funds is far outpacing the number 

of listed shares. On top of this we have this glut of liquidity that 

came as a result of quantitative easing and relaxed monetary policy 

that equally holds up asset prices. In many cases this is not 

reflective of the fundamentals driving the companies’ earnings or 

economic fundamentals which in turn should be driving valuations. 

We continue to see how the weakness of the ZAR against all major 

currencies and particularly the USD has eroded the value of clients 

listed equity portfolios over time. Over 10 years the JSE ALSI only 

returned 0.5% p.a. in USD and 9.7% p.a. in ZAR terms while the 

S&P 500 returned 13.8% p.a. over the same period in USD. 

Interestingly the NASDAQ returned 18.4% p.a. over that period 

indicating how well the technology stocks have performed since 

2010. The valuations in many of the technology shares are 

stretched and may price in some unrealistic earnings and growth 

expectations going forward though. 

In this quarter’s newsletter Dean illuminates our investment 

philosophy, which has a value investing tilt over growth and 

appropriately identifies that with careful analysis one can still 

identify lucrative value opportunities to unlock for our clients and 

investors. He has identified South African banks with relatively and 

historically low valuations based on the Price to Book ratio. 

Dean and our Trainee Data Analyst Colleen collaborated on the 

investment case of AVI vs Tiger Brands (TBS) and found that the 

management team of AVI have been more consistent on execution 

and delivery over time and have yielded a better return on funds 

invested especially after considering the extent of capital 

expenditure of each. Certainly, a situation to watch carefully to see 

how that unfolds. 

We are also keenly watching the US presidential elections with a 

potential Democrat win possibly being negative for equity investors 

given their normal stance for being more socialistic and potentially 

higher taxes to fund those programs. On the home front we are 

looking forward to our own Regional Council and Local Authority 

Elections taking place on 25 November 2020. 

Thank you to Bruce Hansen, Managing Director of Simonis Storm 

and his team for a comprehensive overview of the Namibian 

economy. We certainly have challenges but with only 2.3 million 

people we can easily fix this if we make the hard and correct 

decisions sooner. 

Finally, well done to our resident artist Nichy aka Skid Mason for a 

very appropriate front-page cover depicting our office in Windhoek 

as a beacon of hope and safety. We certainly felt at home during 

the past 6 months given the Covid crisis and have been ever 

present on our premises. So, if you are around and in need of a 

cup of coffee and a chat about the market, look out for our building 

and the Arysteq bird that is forever soaring. 

Andrew Jansen  

Chairperson and Member of the Investment Committee 
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MARKET OVERVIEW

 

SHOCKER ALERT! COVID is still here. Amidst all the frustration 
and negativity around the virus the 3rd quarter of 2020 has been 
positive. The JSE is up 1.8% in Q3 but still remain down YTD by 
2.6% at 55,309. This level remains below pre COVID levels of 
57,084 points on the first of January. 

The NSX displays a similar picture as the JSE, although there has 
been less volatility. The NSX is trading at 465 points compared to 
613.9 points on the first of January as seen in figure 1 below. 

Figure 1 

 

Source: Bloomberg/Arysteq 

The YTD sector performance on the JSE remains much the same 
as the previous quarter with only three sectors remaining in the 
green as at 30 September. These include Gold Miners up 79.7% 
followed by Miners and Industrials up 14.9% and 3.0% 
respectively. The biggest loser is the Property sector which lost 
48.8% YTD as seen in figure 2. 

Figure 2 

Source: Bloomberg/Arysteq  

The above picture looks a bit different and more promising if we 
only look at the third quarter sector performance as seen below in 
figure 3. In Q3 2020 the biggest gaining sector is General Retailers 
up 11.1%. We believe that this is mainly driven by the lifting of 
COVID restrictions that allowed the retailers to operate in almost 
normal conditions, which specifically included the lifting of bans on 
alcohol and tobacco sales. Banks, Miners and Gold Miners 
followed an upward trend trading up 8.2%, 6.0% and 5.7%, 
respectively.  

Only five sectors were in the red for the quarter, these included the 
biggest loser Property down 14.4% followed by insurance, 
industrials, food producers and financials down 5.5%, 1.6%, 1.2% 
0.5%, respectively. 

Figure 3 

Source: Bloomberg/Arysteq 
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Moving offshore, we look at the largest economies and what their 
performance looks like compared to South Africa.  

In the USA, the S&P 500 Index, which is widely regarded as the 
flagship index for the US economy, has made quite the recovery. 
The index is currently trading close to all-time highs and as at 
October 21st, 2020 the S&P 500 traded at a high of 3,443 points.  

The recovery is mainly driven by the Technology sector on a YTD 
perspective as seen below in figure 4. The Technology sector has 
gained 27.5% since 1 January followed by Consumer Discretionary 
up 22.4%. The biggest losing index is the Energy sector which lost 
a hefty 50.2%. On a YTD basis 55.0% of the sectors have shown 
positive returns. 

Figure 4 

Source: Bloomberg/Arysteq  

The quarterly sector performance for the S&P 500 looks similar as 
that of the JSE. Only two sectors are down, the biggest loser being 
Energy followed by Real Estate down 18.8% and 1.4%. The 
biggest gainers are Consumer Discretionary up 12.9% followed by 
Industrials and Materials both up 12.5% as seen in figure 5. 

Figure 5 

Source: Bloomberg/Arysteq 

The two main topics in America at the moment is the Presidential 
Election due to close on 3 November and the second wave of 
Coronavirus cases coupled with the timing of finding a vaccine. 
“The next six to twelve weeks are going to be the darkest of the 
entire pandemic.” This statement was made by Michael Osterholm, 
Director of the Centre for Infectious Disease Research and Policy 
at the University of Minnesota on NBC’s “Meet the Press” on 18 
October. CNN stated, “The US is averaging more than 55,000 new 
cases a day and 10 states reported their highest single-day cases 
count on 16 October.” This poses the question of when will Namibia 
enter the second wave and what impact will it have on our 
economy? 

Figure 6 

Source: Bloomberg/Arysteq 

While the immediate future looks bleak, we do see opportunities in 
markets. At this stage energy and banking stocks are some of the 
cheapest globally and at the macro level the FTSE 100 trades 
significantly below the MSCI World Index (see figure 6). The FTSE 
100 has delivered a return of 41.4% since the beginning of January 
2009 until end of September 2020 whereas the MSCI World Index 
has delivered a return of 182.2% in the past 11 years. 

We have benefited from stocks such as Mondi, Anglo American, 
BHP, Glencore and British American Tobacco which we have 
exposure to the FTSE 100.  

Antoine Agenbach  

Business Development Officer and regular contributor to the 
Investment Committee 
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VALUE INVESTING IN TIMES OF UNCERTAINTY

 

The age-old debate of whether value investing is dead or alive 

tends to show its face every other year when growth stocks take 

the limelight. I often find myself in a debate of whether value 

investing truly still exists and what I’ve come to realise is that the 

answer is like marmite – you either like it or you don’t, there is no 

in-between! Whilst I don’t believe value investing is dead, I do 

agree that it has been underperforming of late. 

Figure 1 

 

Source: Bloomberg/Arysteq 

 

 

 

Over the last 20 years, the S&P 500 Growth Index has 

underperformed the S&P 500 Value Index 84.8% of the time (see 

figure 1). What this proves to me is that there are always going to 

be two types of people in this world – those that bought Sasol at 

R20/share and those that bought it at R520/share so keep that in 

mind the next time you’re at a braai trying to get your way out of 

the value vs growth debate.  

Value stocks are more likely to follow the economic cycle, even 

more so when that cycle is in a downturn. In my mind, what should 

be a consideration in selecting companies to invest in during the 

21st century is whether that company is at risk of technological 

disruption. At some point, all companies that mature from the 

growth stage, can move from what was once considered a growth 

stock, to every value investor’s pick of the crop. 

Figure 2 

Source: Bloomberg/Arysteq 

What I find interesting is, on a 5-year rolling return basis, value 

outperformed after the dot-com bubble of 2000 for 7 consecutive 

years from 2003 to 2009 (see figure 2). We had the global financial 

crisis in 2008 and what followed was the next 10 years of 

underperformance by value stocks. We’re pretty much there 

again… What the pandemic has brought about is struggling 

economics and central banks doing whatever it takes to keep the 

boat afloat by throwing money at the problem. The perfect storm 

for growth stocks! 

Don’t get me wrong, there are plenty valuable and high-quality 

growth stocks in the US that we would buy right now if it wasn’t as 

expensive (see table 1). The fact of the matter is, our investment 

philosophy places significant emphasis on margin of safety, which 

at these levels is just not making a compelling investment case for 

these companies.  
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Table 1 

S&P 500 INDICES 
PE RATIO 

CURRENT HIST. AVG. 

Info Tech  27.8 19.5 

Healthcare  17.8 18.6 

Telecoms  24.2 17.9 

Cons. Disc.  46.8 20.5 

Financials  15.9 13.7 

Source: Bloomberg/Arysteq  

Value investing has been an approach followed by many through 

the ages of time. Warren Buffet, Charlie Munger and Benjamin 

Graham are probably the best-known value investors of the last 

century but the question many ask is whether value investing really 

still exists in the so called ‘efficient markets’ we operate in. Value 

investing involves the selection of stocks that appear to be trading 

below its intrinsic-or book value. Human beings will forever remain 

emotional sapiens and market (over)reactions continue to create 

opportunities for all investors. The key assumption behind the value 

theory is that the fundamentals of the company must remain intact. 

Intrinsic value is the value placed on an investment instrument by 

investors if they had a complete understanding of the asset’s 

investment characteristics. Value investors believe that 

opportunities exist to buy stocks that are trading below their 

intrinsic value. Those that have been following the Arysteq journey 

quite closely will know that we do not trade through the cycle, but 

rather overweight the cheaper high-quality stocks and underweight 

the dearer high-quality stocks on our watchlist. While this does not 

mean that we are bargain hunters, our fundamental analysis will 

determine the intrinsic value of the companies we are invested in. 

What this means is that companies that don’t screen favourably in 

our quality review process will not even be considered for value 

investing opportunities. 

The attractiveness of undervalued stocks is determined using 

valuation metrics such as Price to Book, Price to Earnings, Free 

Cashflow and specific debt ratios. Our financial statement analysis 

highlights these key areas and is the driving force behind our 

decision-making process. We look for enough margin of safety 

when investing and continuously review the fundamentals of 

companies in line with our investment philosophy.  

With the “market crash” in Q1 2020, havoc ensued and what 

seemed like a manageable situation resulted in the JSE All Share 

Index giving back around 35% (see figure 3)! Now you may ask 

yourself the question: “What changed since yesterday?” and the 

answer quite simply, very little. Well, at least at that stage, no one 

really knew what the impact of COVID-19 was going to be. Market 

participants tend to overact when uncertainty takes precedence 

and what experts’ term “herd mentality”, usually supervenes. The 

uncertainty of not knowing the full extent of what’s to follow 

overpowers the rationale behind the investment case and what was 

once a sound investment, now seems like the worst idea ever. This 

loss aversion coerces a selling spree which ultimately just 

exacerbates the losses across the market. 

Value investors often portray contrarian-like characteristics, in that 

they’re usually buying when everyone else is selling. They don’t 

necessarily follow the efficient market hypothesis but rather revert 

to the fundamentals of companies in believing that over time this 

value will be unlocked. A well-known investor is quoted as saying: 

“Buy when there’s blood in the streets, even if the blood is your 

own”. Every set back is usually followed by an even stronger come 

back and those that have swum against the current, are miles 

ahead when the rest of the market makes a turn. 

Figure 3 

Source: Bloomberg/Arysteq 

A company’s ability to adapt to the situation at hand is key in 

identifying an undervalued stock and this is a vital aspect, more so 

now than ever before. The pandemic has taught us the importance 

of a well-run business and the value add of having a strong 

management team (see article on AVI and TBS). It is in times like 

this when the worth of your management team is tested to its limits 

and only the strong will survive. Companies are not immune to the 

ups and downs of market swings but what sets quality businesses 

apart from the rest, is their ability and the pace at which they’re able 

to recover. In hindsight, what transpired following the bottom of the 

market on 23 March 2020 (see figure 3) is testament to this. While 

most might have been trying to time the bottom of the market and 

inadvertently expecting a 2nd downturn, would have lost out on what 

seemingly turned out to be one of the best market recoveries of a 
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millennial lifetime. If only we all followed the age old saying of time 

in the market being more important than timing the market!  

Figure 4 

Source: Bloomberg/Arysteq  

Whilst the JSE All Share Index is nearly back to its 2020 high of 

59,001 points (see figure 4), there remains beaten up sectors that 

are yet to revert to pre-COVID levels. One such sector is financials 

and to be more specific, the South African banking industry. South 

African banks are all trading at significant discounts to their own 

long-term averages and that of the overall peer industry. On Price 

to Book (“PB”) ratios alone, the Big 4 are trading at an average of 

0.9x (see table 2). 

Table 2 

STOCK CURRENT PB HIST. AVG. PB 

FSR 1.5 2.5 

NED 0.5 1.4 

ABG 0.6 1.5 

SBK 0.9 1.6 

Source: Bloomberg/Arysteq 

It remains a mystery to what extent the full impact on book values 

will be until a full assessment has been done. What does ring true 

is that we can expect to see more balances being impaired which 

will ultimately adjust Price to Book ratio’s closer to normalcy. With 

that being said, the question being asked by value investors is to 

what extent these stocks are truly trading below their intrinsic 

values? Determining the answer to this question will involve a fair 

amount of subjectivity and each investor may come to a different 

conclusion.          

 

 

 

Figure 5 

Source: Federal Reserve Bank of St. Louis 

The bottom line remains that value investors have profited 

handsomely in the past and continue to do so today. Value 

investing is a long-term strategy and may at times never pan out 

the way you intended. In the long term however, value has always 

outperformed growth stocks. 

Looking back to the good old 70’s, one thing’s for sure – value 

trumps growth (see figure 5)! Your investment philosophy should 

therefore always be the driving force behind your decision-making 

process whether you’re a value investor or not. At Arysteq, we don’t 

distinguish ourselves as value- or growth-only investors. Our 

investment philosophy continues to drive our investment decision 

and the quality of a company and its management, whether value 

or growth, will earn the attention of our portfolio managers. 

Dean Isaaks  

Assistant Portfolio Manager and regular contributor to the 
Investment Committee  
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AVI – OUR PICK OF THE CROP 

Food producers and retailers are known to have resilient earnings 

streams and are generally categorized as defensive stocks or 

staples. This is because they produce goods that are essential to 

consumers, mainly in the food category. Even before the pandemic 

ensued consumers have been under pressure with job losses 

resulting due to the prolonged recession. This has been somewhat 

offset by an increase in at-home consumption due to social 

distancing restrictions at restaurants and other public venues. 

Essential food categories such as grains have therefore done 

better this year.  

In South Africa competition is high amongst the main players in the 

formal channels, which are Tiger Brands, AVI, Pioneer Foods, 

Rhodes Food Group, Astral Foods, RCL Foods, Illovo Sugar, 

Clover Holdings, Kellog’s, Nestlé, and Libstar Holdings. Of these, 

many are foreign companies and not listed on the JSE, while only 

Tiger Brands and AVI have businesses with both sufficient market 

capitalization (R40.9bn and R26.4bn, respectively) as well as 

product diversification to be included in our investment universe for 

JSE mandates.  

At Arysteq, our investment philosophy has four pillars that are two-

tiered. The first tier, arguably the most important, is “Quality”.  If a 

company does not pass the “Quality” test, the second tier of pillars, 

being Margin of Safety, Liquidity and the Long-Term do not apply. 

In the rest of this article, we seek to assess whether AVI and Tiger  

Brands pass the Quality Test and if so, which our preferred stock 

is at this stage. 

Since producers operate in a highly competitive environment and 

rely on the retailer to sell their products, retailers can put pressure 

on prices and have the upper hand when negotiating trade deals. 

Moreover, producers face the threat of retailers creating more in-

house brands, creating redundancy in their operations. 

Promotional and themed (eg. Black Friday) support often result in 

high pressure on selling prices.  

As mentioned earlier, food producers operate in a highly 

competitive and technical environment, and the power of brand 

recognition and customer loyalty is quite weighty in this sector. At 

present, AVI’s Freshpak holds 53.3% of the total market share for 

Rooibos tea and has consistently held over 50.0% historically. As 

for Tiger Brands, their rice brands (Tastic, Aunt Caroline, and 

Cresta) currently hold 39.9% of the total market share, and 

although this has been decreasing, their share has consistently 

fluctuated around 40.0%. Given the competitiveness and reliance 

on brand loyalty, it is imperative that companies have strong 

management teams, and in such instances, it is often the superior 

and consistent management team that is key in long-term 

performance. 

Figure 1 

Source: Bloomberg/Arysteq 

Figure 1 depicts the EBITDA margins of both companies. AVI’s 

EBITDA margin currently stands at 22.2%, while Tiger Brands’ 

margin is at 17.1%. Both companies proved themselves superior in 

the entire sector with their sectoral long-term average of 5.0%. 

Figure 2 

Source: Arysteq/Company Annual Reports 

Figure 2 illustrates the efficiency with which each company has 

been able to sweat its working capital, with the cash conversion 

cycle of Tiger Brands at 72 days vs AVI’s at 108. It is worth 

remarking that Tiger Brands’ business is 100% in food, home, 

personal, and baby care, while AVI also has exposure to footwear 

and apparel, a division that have a higher working capital 

requirement for inventory. 
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Figure 3 

Source: Arysteq/Company Annual Reports 

Tiger Brands has shown a lack of consistent and effective capital 

expenditure investment which has resulted in poorer quality 

products and sub-standard operating capacity. Their mayonnaise 

plant that they have struggled to get operational for the past 3 years 

being a case in point. Their capex as a percentage of revenue has 

been consistently low, averaging 3.1%. AVI has managed to 

effectively reinvest in the business over the years, putting them in 

a better position to handle the uncertainties of the pandemic and 

associated costs, as well as relieve margin pressure. AVI’s average 

capex as a percentage of revenue is 5.0%. Figure 3 illustrates this 

as well as the fact that the level of underinvestment by Tiger 

Brands. On the other hand, the investments by AVI have resulted 

in substantially higher operating margin at AVI of 19.2% and 

reasonably inferior margin of Tiger Brands of 9.0%.  

Figure 4 

Source: Arysteq/Company Annual Reports 

Returns are an essential part of any investment. AVI has a long-

term historical average return on equity of 32.9%, with Tiger 

Brands’ average being 20.6%. Figure 4 above depicts the perennial 

gap between both companies’ ROEs. AVI’s greater ROE comes 

even at the expense of the groups higher investment in working 

capital. 

AVI has displayed robust and resilient profitability, high returns, and 

disciplined working and fixed capital expenditure. Their leadership 

team has shown strong management capabilities and delivered 

long-term consistency. This is a valuable quality for a business to 

have, especially in the food producers’ space where competition is 

stiff. Tiger Brands has been more erratic in their pricing meaning 

margins suffered and lower returns; however, their working capital 

management has shown consistency. This could be ascribed to 

Tiger Brands being relatively less disciplined with their pricing 

strategies in various food categories.  

We note that in the past 2 to 3 years both stocks have been subject 

to share price pressure. AVI was trading at all-time highs in March 

2018 (see figure 5) until its share price fell under the weight of 

dampened consumer demand during the recession. Their 

footwear, apparel, and personal care segments are particularly 

susceptible to constrained consumer environments as this creates 

lackluster demand for non-essential goods. These segments make 

up a total of 20.2% of revenue whereas SnackWorx and Entyce, 

their food businesses, make up 62.2% and I&J being the smallest 

at 17.6%. This structure allows for some of the losses made by the 

non-essential segments to be offset by the more defensive 

segments.  

Further, Tiger Brands was trading at all-time highs in December 

2017 (see figure 5). Its share price took a fall from grace in 2018 

due to the group’s Value-Added Meat Products (“VAMP”) 

segment’s involvement in the world’s largest listeriosis outbreak, 

killing over 200 people. The product contamination may well have 

been a direct result of years of underinvestment. VAMP’s 

operations were subsequently suspended and, subject to 

regulatory approvals, the business units will be sold to Molare (Pty) 

Ltd and Silver Blade Abattoir as going concerns to safeguard nearly 

1000 jobs.  
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Figure 5 

 

Source: /Bloomberg/Arysteq 

Both AVI and Tiger Brands have made a good share price recovery 

since the March lows, especially when compared to the Food & 

Drug Producers Index, with AVI’s share price down 4.0% year-to-

date, Tiger Brands’ down 3.2%, and the index down 10.0%. This is 

indicative of their defensive nature during periods of instability in 

the market, and their ability to recover from setbacks quickly.  

Figure 6 

Source: Arysteq/Company Annual Reports 

AVI has a free cash flow yield of 8.5% and Tiger Brands’ is at 5.2%, 

both yielding greater than the Food & Drug Producer Index’s long-

term average of 4.1%. AVI is trading on a Price to Earnings (“PE”) 

ratio of 14.6x, below its historical average of 17.7x, whereas Tiger 

Brands is trading on a PE ratio of 15.3x, also lower than its 

historical average of 17.3x. Both are cheaper than the Food & Drug 

Producers Index PE of 19.0x, which is indicative of them being 

relatively cheaper than their peers as well as undervalued.  

AVI has a current dividend yield of 5.7% with Tiger Brands’ at 3.8%, 

both above their long-term historical average dividend yields of 

5.4% and 3.4% and significantly higher than the JSE All Share’s 

long-term historical dividend yield of 3.4%. Whilst these are healthy 

yields, it must be said that Tiger Brands’ dividend has been under 

pressure recently and may continue for some time as more capital 

expenditure is expected.  

In our view, based on our Quality Test, AVI beats Tiger Brands on 

the basis that they have been able to achieve superior profitability 

margins despite their higher working capital investment and 

exposure to non-essential consumer goods categories, invested 

consistently in the business, have avoided making any serious 

capital allocation mistakes, and have maintained a stable and 

superior management team in our opinion. Tiger Brands on the 

other hand have made mistakes in Nigeria, been negatively 

impacted by the listeriosis outbreak in their VAMP business and 

have gone through various CEOs over the last 10 years. 

We do see the appointment of the new CEO, Noel Doyle, at Tiger 

Brands to be positive and we expect improvement in its business 

over the long-term, however, we expect this to come with increased 

investment into the business in order to regain market share. We 

will watch this unfold closely.  

While AVI and Tiger Brands demonstrate similar ratios in 

cheapness, we prefer AVI! 
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THE NAMIBIAN ECONOMY – THE STATUS QUO  

 

It has been an eventful 2020 with the outbreak of the COVID-19 

pandemic and all the subsequent news and actions and still, its 

outcome is uncertain as many countries have slowed reopening 

and some are reinstating partial lockdowns to protect the 

vulnerable as the pandemic continue to spread.  

The global economy is expected to contract less severely than 

anticipated in June. This is mainly attributed to the massive fiscal 

and monetary interventions we have seen in major economies. 

China is projected to grow by 1.9% instead of 1.0% and remains 

the only major economy with a positive outlook. We can expect a 

long, tough climb back to pre-COVID-19 levels as the economy will 

continue to face stumbling blocks and periodic resets.  

The Namibian economy contracted by 11.1% in the second quarter 

of 2020 due to the COVID-19 caused lockdown of most industries 

for a couple of weeks. Since the second quarter of 2016, the 

Namibian economy has faced eleven quarters of negative GDP 

growth with seven quarters showing some positive growth. Most 

sectors contracted with double-digit figures resulting in GDP in 

constant prices falling back to levels last seen in the first quarter of 

2013 – NAD32 billion.  

 

 

Figure 1 

Source: BoN/NSA/SS Research 

The Bank of Namibia released its updated Economic Outlook for 

2020 and 2021 in August 2020. The outlook for this year confirms 

the hit the economy suffered from the COVID-19 related measures, 

such as lockdowns, curfews, and travel bans and the ban on sale 

of alcohol. The expected contraction by 7.8% will be the most 

severe contraction in independent Namibia’s history. However, 

more worrying is the outlook for the next two years.  

Figure 2 

Source: BoN/NSA/SS Research 

Growth expectations are still tough to make given the uncertainty 

of the extend, impact and path of the pandemic. Ongoing partial 

lockdowns, the size thereof and funding of targeted interventions 

will all impact growth forecasts. The IMF’s 2020 outlook for global 

economic growth is -4.4% and OECD’s -4.5%.   

We maintain our 2020 GDP estimate of -8.4% for Namibia despite 

the lifting of lockdown measures and the 2Q20 GDP outcome. We 

anticipate a rebound in 2021 given the base effect but remain 

extremely cautious of existing domestic stumbling blocks (SOE 
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reform, SME development, and other structural reforms) not being 

removed expeditiously. We expect more moderate growth in 2022.      

The immediate future of the Namibian economy remains murky as 

we battle the twin evils of COVID-19 and a severe recession. A fine 

balance must be struck between implementing measures to 

adequately arrest the COVID-19 impact and identifying and 

implementing measures to support near-term growth. Raising 

funds for these growth-enhancing strategies will include a 

combination of increasing domestic debt, dipping into local 

reserves/savings and bi-lateral/multi-lateral funding. Herein lies the 

other balancing act in that we must demonstrate that the measures 

taken, will yield the desired result to service the resultant interest 

and repay the debt effortlessly. Care should be taken to deploy the 

additional debt in revenue producing sectors/projects, high return 

infrastructure projects, education, and health, but above all we 

need a conclusive policy environment. 

The exercise in the fish quota auction and the switch auctions, from 

shorter to longer dated bonds, are some of the measures 

Government has executed to start tackling these complex matters. 

Notably, this year, has seen the appointment of key individuals – 

the Minister of Finance, the Governor of the Bank of Namibia, the 

Minister of Justice and the Special Economic Advisor and the 

person to be appointed to the newly created Namibia Investment 

Promotion and Development Board which will fall under the 

Presidency. These appointments are all positive – the test will be 

to allow them to carry out their mandate of returning Namibia to a 

growth trajectory. We express the hope that mistakes of the past 

will not be repeated.  

Using the past as a steppingstone we must conquer our inability to 

identify, assess and execute initiatives (and there are already 

solutions on the table), administrative ineptness, lack of monitoring 

and review and accountability. The speed of decision-making and 

action have become more critical to prevent us from falling further 

into the abyss. Now, more than ever, we require someone to unite 

and galvanize the nation.    

Sectoral overview 

Contrary to other countries in the world, the Namibian health sector 

has benefitted from the pandemic and grew by 6.0%. Elsewhere, 

the health sector was not spared the impacts of the Covid-19 

pandemic, since people postponed visits to health facilities and 

non-life-threatening operations resulting in medical specialists, 

dentists etc. facing a decline in income. Besides the health sector, 

the information and communication sector showed strong growth 

of 11.0%. Leaners, students, and office workers started to work 

from home increasing the use of the internet – and putting strain on 

the bandwidth. Meetings have been moved online using new 

applications such as Zoom, Microsoft Teams and others. While 

technology cannot substitute for human interaction, some of these 

changes will become permanent, saving cost, time, and reducing 

the ecological footprint.  

Due to the steep contraction of many industries, Government 

revenue endured a knock. Taxes on products declined by more 

than a quarter (25.8%). 

Figure 3 

Source: NSA/SS Research 

The agriculture and forestry sector was one of three economic 

sectors that showed positive growth. The strong recovery of the 

agricultural sector was driven by the crop farming that benefitted 

from good rainfall this year and from the base effect. Agricultural 

output rose by 47.2% compared to a decline by 31.8% in the 

second quarter 2019. Due to the low base in 2019, agricultural 

output grew by almost 50.0% in 2Q2020. This low-base effect 

should result in strong overall economic growth in 2021 even if 

economic output does not return to the level of 2019. 

The manufacturing sector was the third most severely affected 

sector contracting by 30.8% in the second quarter 2020 after a 

contraction of 8.5% in the first quarter. Its output in real terms 

shrunk to NAD3,6 billion – the lowest output over the past seven 

and a half years. 

The fishing sector that showed some strong growth in 2019 

(6.1%) contracted during the first half of 2020 by 3.9% and 10.5%. 

Policy issues surrounding Fishcor and its joint venture and the final 

disappointing outcome of the quota auction suggest that growth in 

the second half could remain subdued as well. 
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The construction sector managed the lockdown during the 

second quarter quite well. At -0.7%, it recorded the lowest 

contraction of all economic sectors and would have entered 

positive territory during normal circumstances. We should, 

however, keep in mind that the sector is emerging from severe 

contractions since the boom turned into a crash in 2016. 

The tourism sector was the hardest hit by the Coronavirus caused 

regulations. Borders have been closed for all but essential traffic 

until the middle of September and hence at least halfway through 

the peak tourism season. Value addition of hotels and restaurants 

shrunk by almost two-thirds (64.2%) in the second quarter, while 

transport services dropped by 30.4%. The lockdown brought air 

transport and air transport services virtually to a standstill despite 

some evacuation flights. These sub-sectors decreased by 95.0% 

and 75.5% respectively. 

The wholesale and retail trade sector has contracted since 2017 

after experiencing above average growth between 2014 and 2016. 

The wholesale and retail trade sector contracted by almost 10% in 

2017 and 2019, but recovered somehow in the first quarter 2020, 

when it decreased by only 1.0%. Two factors have certainly 

contributed: Grocery stores continued to operate and 

Government’s Emergency Income Grant of NAD750 that benefitted 

more than 760,000 recipients. The prospects for the sector remain 

subdued due to job losses, salary cuts and expenditure control by 

public and private sector institutions. 

The top five challenges in Namibia remain: (1) Youth 

unemployment and poverty; (2) Fighting corruption and Chinese 

influence on the economy; (3) High public wage bill, debt and 

under-performing SOE’s; (4) Poor education and health sectors; 

and (5) Government’s lack of accountability and transparency and 

no structural reforms 

The top five solutions to Namibia’s challenges: (1) Stabilize public 

fixed costs (wages, SOE transfers). Improve regulatory bodies 

(BIPA, Home Affairs, Inland Revenue); (2) Pro-business policies, 

strong leadership and getting corruption under control; (3) 

Reducing debt and stimulating growth. Finding long-term solution 

to water scarcity; The highest priority should be to make the country 

more attractive for potential investors and avoid unrealistic laws 

and regulations; and (5) Clear and workable economic plan from 

government; collaborating with Private Sector 

In his foreword the Minister stated the following: The fiscal policy 

objective for the next three years, as COVID-19 gradually 

diminishing, will focus on refuelling the economy and bring it to its 

pre-COVID-19 growth trajectory. This will pave the way to return 

to fiscal consolidation path by 2021/22 and restore macroeconomic 

stability, reduce deficit and ensure debt sustainability. In this 

regard, government will continue to strengthen economic 

partnership with private sector and other stakeholders to 

optimise on domestic capacity.  

Later on, he confirmed the following: “Furthermore, the success 

and the pace of the economic recovery after the lifting of 

measures will depend crucially on policies taken during the 

crisis.” 

What was important was for the minister to have provided 

policy direction and we note the following interventions:  

• Broad-based Economic Growth and Recovery Plan to 

ensure re-ignition of economic growth and job creating as 

critical anchors for macroeconomic stability, fiscal 

sustainability and the reduction poverty and inequalities. 

• Government will employ measures and reforms to reduce 

the overshooting expenditure through a combination of 

expenditure reduction initiatives, namely:  

(1) Wage bill reform, based on the assessment of voluntary early 

retirement and associated costs for the 55-60 years age cohort and 

the net-reduction of the size of civil service through a combination 

of general vacancy freeze and natural attrition; (2) Implement the 

recommendations arising from public expenditure reviews in the 

health and education and extending such targeted reviews to other 

sectors; (3) Reforming the Public Service Medical Aid Scheme 

(PSEMAS) to improve its governance model and benefit structure 

as well as improving its administrative efficiency;  

• Provision of essential services and protection of social 

safety nets, including improving the quality of the existing 

social safety nets and allocative efficiency and quality 

of spending within the social sectors, while curbing 

against growth in real expenditure allocations over the 

medium-term;  

• Implementation of the intervention measures on growth 

and fiscal adjustment accompanied by a resource 

mobilization agenda, centred on tax administration 

reforms and the mobilization of alternative forms of 

financing;  

• Accelerating implementation of key enabling structural 

policy reforms such as promulgation of the Namibia 
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Investment Promotion Act, the implementation of the 

Special Economic Zone policy and related means of its 

implementation, improving efficiency in the public 

procurement function and the administrative reforms to 

improve the ease of doing business  

• Scaled-up increased access to finance for SMEs under 

the SME Financing Strategy and a new on-lending SME 

development products by the Bank of Namibia through 

commercial banks and on the back of the Government 

guarantees;  

• Finalizing and implementing the Public Asset Ownership 

Policy and further undertaking public enterprises 

restructuring reforms to enable divestiture of portions of 

Government shareholding for investment in productive 

capital projects and co-financing of the budget deficit, thus 

curbing further additional borrowing;  

• Finalizing the design features of and establish the 

Sovereign Wealth Fund for long-term intergenerational 

equity and to support macroeconomic objectives. 

Please note: (1) many of the above have been on the table for a 

number of years now; (2) there is emphasis on administrative 

reforms and efficiency; and (3) in some instances the words 

finalizing and implementing have been used creating the 

expectation that the required speed and attention will be 

exercised. Further note, that the pre-COVID-19 growth trajectory 

is not the ideal one as we have been heading in the wrong 

direction, so we are looking to a new growth trajectory beyond 

COVID-19 

Bruce Hansen  

Managing Director: Simonis Storm Securities  
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ARYSTEQ MONEY MARKET  
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ARYSTEQ BALANCED FUND  
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ARYSTEQ REAL RETURN FUND 
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FULLY DISCRETIONARY EQUITY COMPOSITE 
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CONTACT DETAILS 

 

Andrew Jansen 

e: aj@arysteq.com.na 

c: +264 81 124 8960 

Purvance Heuer: 

e: ph@arysteq.com.na 

c: +264 81 435 7598 

Dean Isaaks  

e: di@arysteq.com.na 

c: +264 81 474 4038 

Antoine Agenbach 

e: aa@arysteq.com.na 

c: +264 81 624 1611 
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