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South African equities started the year off on a strong note with the JSE All Share Index posting a total 

return of +4.3% in January, driven by the Resources sector (+10.7%). Industrials (+4.0%) delivered solid 

returns, with Financials (-0.7%) lagging.  Our holdings in BHP Billiton (+11.9%), Mondi (+6.5%) and 

British American Tobacco (+5.3%) enhanced the funds’ performance.  Whereas our holdings in 

Steinhoff (-9.1%), Barclays Africa (-5.9%) and FirstRand (-5.6%) detracted from performance. 

In South Africa, the market appears to believe that after last year’s poor performance, activity and 

policy making must improve.  In recent years, growth has fallen well short of the optimistic 

expectations at the start of the year. The key constraint to the South African outlook relates to the 

political climate.  Political risk will likely remain elevated until at least after the ANC’s leadership 

election (end of 2017), which will weigh on the prospects for the rand, confidence, investment, 

employment and economic growth.  While the future political and economic prospects for South 

Africa remain as uncertain as they are, we believe our portfolio positioning remains appropriate.  The 

portfolio owns large positions in stable, long-term growth businesses that are globally diversified and 

not reliant on the performance of the domestic economy – notably British American Tobacco.  During 

the month of January, British American Tobacco agreed a $49.5bn deal to take over Reynolds 

American, maker of Camel cigarettes, a move that will create the world’s largest listed tobacco 

company by sales.  This is a positive development with the business increasing their exposure to one 

of the most attractive cigarette markets.  We are confident that British American Tobacco remains as 

well positioned as ever, believing that the firm has decades of growth in profits and dividends ahead 

for its shareholders.  These will be driven by a powerful combination of pricing power, increasing 

operating efficiency (cost savings), astute corporate action (such as the Reynolds deal) and share 

buybacks.   

2016 was a year of unforeseen outcomes, and 2017 may prove similar. We expect that the uncertainty 

surrounding the Trump presidency, Brexit, forthcoming European elections and the changes in South 

African political leadership will bring surprises and volatility.  Thus a disciplined investment approach 

with a focus on company fundamentals is crucial. As described last month, the portfolio contains a 

balance between globally diversified businesses combined with domestic oriented stocks which will 

flourish should an improvement materialize in South Africa.  The portfolio currently trades on a 

forward rolling Price/Earnings (P/E) ratio of 14.3x and a dividend yield of 3.5%. 

 


