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Often	we	end	our	economic	commentary	with	a	brief	look	at	what	is	going	on	in	the	politics	in	South	Africa.		Over	the	last	few
years	 the	news	has	often	been	negative	 thus	ending	our	commentary	on	a	negative	note.	 	Fortunately	 in	October	2018	we	can
change	 that	 and	 kick	 off	 with	 the	 political	 view	 before	 moving	 on	 to	 what	 happened	 in	 our	 economy	 as	 there	 is	 a	 definite
improvement	in	the	political	sentiment	locally.		This	month’s	headlines	demonstrate	that	politicians	and	public	servants	are	finally
being	held	accountable	for	their	looting	of	the	state	through	corruption.		It	is	a	long	road	but	the	Zondo	and	Nugent	commissions
into	 state	 capture	 and	SARS	 respectively	have	brought	 out	 a	 lot	 of	 skeletons	which	 are	 being	dealt	with	 and	people	 are	 losing
their	jobs.
	
One	of	the	politicians	caught	up	in	the	Zondo	commission	was	the	Finance	Minister,	Mr	Nhlanhla	Nene	who	was	found	to	have
lied	about	his	previous	meetings	with	the	notorious	Gupta	family.		In	a	move	that	we	feel	enhances	his	credibility	he	subsequently
resigned	as	the	Finance	Minister	and	as	a	Member	of	Parliament	despite	it	being	a	“small	lie”.		If	only	those	remaining	Members
of	Parliament	who	have	been	found	out	in	far	larger	lies	would	also	tender	their	resignations….
	
This	month	was	a	 tough	one	 for	 the	 local	stock	exchange	as	 the	JSE	All	Share	 index	suffered	 its	worst	month	since	 the	Global
Financial	Crisis	of	2009.		The	stock	market	lost	6%	during	the	month	putting	it	back	at	levels	first	attained	in	2014.		The	market
is	currently	down	substantially	for	the	year	as	emerging	markets	continue	to	be	hammered.		Trade	war	fears	and	concerns	around
the	Italian	budget	have	weighed	heavily	on	investors	with	all	global	markets	experiencing	a	sell-off	during	the	month.
	
Inflation	came	 in	as	expected	at	4.9%	year	on	year	which	 is	 the	same	value	as	 last	month.	 	The	continued	 increases	 in	 the	 fuel
price	were	offset	by	decreases	elsewhere.		The	oil	price	has	finally	started	to	drop	as	global	demand	is	expected	to	reduce	off	the
back	of	a	global	economic	slowdown.		The	impact	of	Mr	Trump’s	trade	wars	could	be	felt	far	and	wide	in	the	future	but	at	least
may	provide	some	short	term	relief	at	the	petrol	pump.
	
Local	unemployment	figures	and	other	economic	releases	were	not	great	indicating	that	the	South	African	economy	is	struggling
to	 gain	 any	momentum	 and	 lagging	way	 behind	 the	 rest	 of	 the	world.	 	 If	we	 however	manage	 to	 fix	 the	 structures,	 plug	 the
corruption	holes	we	will	eventually	get	going	again.		The	investment	summit	where	our	President,	Mr	Cyril	Ramaphosa	obtained
R290bn	in	investment	commitments	is	a	great	start.	 	We	feel	the	tide	is	eventually	beginning	to	turn,	it	may	take	a	while	but	we
are	in	a	much	better	place	than	we	were	twelve	months	ago.
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FINANCIAL	VIEW

	
WHY	STOCK	MARKET	CORRECTIONS	CREATE	INVESTMENT	OPPORTUNITIES	–	NOT	TIMES	TO	PANIC
	
During	 October	 2018,	 the	 Johannesburg	 Stock	 Exchange	 suffered	 its	 worst	 single	 month	 since	 the	 Global	 Financial	 Crisis	 in
2009,	 following	 the	 rest	 of	 the	 global	markets	 deep	 into	 the	 red.	 	The	 JSE	All	 Share	 index	 has	 now	 lost	 a	 sizeable	 18%	 since
achieving	record	highs	at	the	start	of	this	year,	and	is	now	trading	at	levels	first	attained	more	than	4	years	ago.
	
The	lack	of	returns	over	the	last	4	years	and	the	recent	sell-off	has	seen	many	investors	exiting	the	stock	markets	and	converting
their	 investments	 to	 cash	 in	 order	 to	 reduce	 the	 volatility	 and	 also	 give	 greater	 certainty	 of	 returns.	 	 At	Magwitch	we	 look	 at
things	from	a	different	angle	and	it	is	times	like	these	that	fill	us	with	excitement	due	to	the	fact	that	there	are	many	opportunities
around.		Warren	Buffett	famously	wrote	in	his	2004	annual	letter	to	the	shareholders	of	Berkshire	Hathaway	that	if	one	is	trying
to	time	the	market	that	one	should	try	be	fearful	when	others	are	greedy	and	greedy	only	when	others	are	fearful.
	
The	18%	drop	since	market	highs	can	be	viewed	as	an	18%	discount	that	anyone	investing	into	the	market	today	will	receive.		In
our	Financial	View	this	month	we	look	at	how	stock	market	corrections	create	 investment	opportunities	and	are	not	 times	 to	be
fearful.
	
The	fair	value	of	a	Share
	
Fair	value	is	defined	as	the	price	agreed	between	a	willing	buyer	and	a	willing	seller	and	one	would	expect	that	the	fair	value	of	a
share	shouldn’t	change	much	day	to	day,	however	anyone	following	any	share	listed	on	a	stock	exchange	knows	that	share	prices
move	up	and	down	on	a	daily	basis.
	
The	 fair	 value	 of	 a	 share	 should	 be	 representative	 of	 its	 future	 earnings	 which	 can	 be	 delivered	 to	 its	 shareholders	 through
dividends	and	the	ultimate	disposal	of	their	shareholding.		If	buyers	think	that	the	prospects	for	the	company	are	good	then	the
share	price	will	go	up	as	they	expect	future	earnings	to	go	up.		Conversely	if	the	sellers	think	that	the	prospects	are	bad	the	share
price	will	go	down	as	they	expect	future	earnings	to	go	down.
	
The	 stock	market	 is	 however	 not	 always	 efficient	 as	 fair	 value	 often	 differs	 from	 the	market	 price.	 	 This	 is	 generally	 because
investors	 invest	based	on	 their	 emotions.	 	When	 times	are	good	and	 there	 is	 euphoria	 the	demand	 for	 the	 shares	outweighs	 the
supply	so	the	share	prices	move	up	very	quickly.		When	sentiment	is	negative	the	price	will	come	down	as	buyers	are	hard	to	find
and	thus	sellers	have	to	drop	their	price	just	to	make	the	investment	more	appealing.		As	investors	are	making	emotional	decisions
often	the	movements	in	the	share	price	are	exaggerated,	either	up	or	down.
	
The	 above	 is	 pretty	 common	 knowledge	 but	 in	 order	 to	 demonstrate	 it	 we	 have	 looked	 at	 the	 share	 price	 and	 earnings	 of
Standard	Bank.		Standard	Bank	is	one	of	South	Africa’s	largest	and	oldest	companies.		Being	a	bank	the	business	is	very	mature
and	most	market	participants	have	a	good	idea	of	how	they	earn	their	revenue	and	what	their	future	prospects	are.		The	nature	of
the	business	means	that	the	share	price	movement	should	be	more	stable	than	companies	in	other	sectors.
	
The	 following	 graph	 shows	 the	 relationship	 between	 Standard	 Bank’s	 share	 price	 (the	 orange	 line	 on	 the	 right	 axis)	 and	 the
earnings	delivered	to	shareholders	(the	blue	block	is	the	dividends	paid	to	shareholders	and	the	red	block	the	earnings	retained	in
the	business	–	the	two	together	represent	the	headline	earnings	per	share	of	Standard	Bank).
	

As	one	can	see	from	2010	to	the	beginning	of	2015	the	share	price	tracked	the	earnings	of	Standard	Bank	with	a	good	degree	of
accuracy.		Things	changed	in	April	2015	with	the	share	plummeting,	losing	44%	in	just	10	months.		Standard	Bank	is	one	of	the
shares	 considered	most	 impacted	 by	 the	 South	African	 economy.	 	 In	 the	 period	 of	 decline	we	 had	 issues	 such	 as	 Eskom	 coal
supply	 concerns,	 Nkandla,	 the	 drought	 and	 finally	 Nene-gate.	 	 Investors	 sold	 out	 of	 the	 Standard	 Bank	 share	 yet	 the	 bank
continued	to	grow	its	earnings	and	the	dividends	that	it	was	paying	to	shareholders	each	and	every	year.		What	is	apparent	is	that
shareholders	were	 following	 their	emotions	and	 reacting	on	 information	 that	didn’t	actually	have	any	significant	 impact	on	 the
future	earnings	of	Standard	Bank.
	
One	can	see	how	far	the	orange	line	dropped	into	the	red	bar	and	quite	clearly	there	was	a	discount	in	the	share	price	of	Standard
Bank	 in	 January	 2016.	 	 Investors	 who	 managed	 to	 check	 their	 emotion	 and	 then	 buy	 at	 the	 lows	 were	 rewarded	 when	 we
experienced	 a	 boom	 in	 the	 share	 price	which	went	 all	 the	way	 up	 to	 peak	 of	Ramaphoria	 in	 January	 2018.	 	At	 this	 stage	 the
Standard	Bank	share	price	was	way	ahead	of	earnings	and	starting	to	look	very	expensive.		In	a	very	brief	period	of	just	over	2
years	an	investor	could	have	more	than	doubled	their	money.
	

Buy	and	Hold
	
Admittedly	the	big	opportunity	created	by	a	market	correction	is	for	those	investors	who	have	funds	to	invest.		For	the	individual
who	 is	already	 tied	up	 in	 the	market	and	has	no	 free	cash	 the	opportunity	doesn’t	exist.	 	 In	a	buy	and	hold	strategy	should	an
investor	be	concerned	about	market	corrections?	
	
The	answer	is	that	only	investors	with	a	very	short	investment	horizon	should	be	looking	to	avoid	market	corrections	by	moving
their	investments	into	defensive	assets	such	as	bonds	and	cash.		If	you	have	a	medium	to	long	term	investment	horizon	you	will
have	enough	time	to	recover	from	the	cash	and	enjoy	the	subsequent	upside.		The	biggest	risk	in	moving	from	growth	assets	to
conservative	asset	 is	 that	you	miss	 the	 subsequent	 recovery	 in	 the	growth	assets	which	 is	generally	 for	a	more	 sustained	period
delivering	far	greater	returns	than	what	was	lost	in	the	correction.
	
An	investor	investing	into	Standard	Bank	at	the	worst	possible	time	during	the	market	high	of	April	2015	would	have	recovered
their	investment	in	full	within	3	years	afterwards	before	enjoying	a	period	of	profit.
	

Patience	is	often	rewarded	in	investing.		Many	studies	have	shown	that	true	wealth	comes	from	“Time	in	the	Market”	as	opposed
to	“Timing	the	Market”.		Humans	have	emotional	biases	and	often	sentiment	erodes	investment	value.
	
Conclusion
	
For	those	that	follow	the	markets	these	are	exciting	times	as	there	appear	to	be	a	number	of	opportunities.		Many	more	than	there
were	a	few	years	ago.	 	The	majority	of	local	listed	companies	have	continued	to	grow	their	earnings	year	on	year	over	the	past
few	years	but	many	of	their	share	prices	are	trading	at	similar	levels	to	what	they	were	at	the	start	of	2015.		The	typical	life	time
of	investing	into	the	stock	market	(through	retirement	savings	or	other	investment	products)	is	in	excess	of	40	years	and	in	that
period	an	investor	would	live	through	at	least	four	stock	market	crashes.		If	you	forget	about	the	noise	and	invest	on	a	consistent
basis	throughout	you	will	be	handsomely	rewarded.		Keep	your	head	down,	do	your	best	and	focus	on	the	horizon.
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Magwitch	Securities	is	a	Financial	Services	Broker	offering	the	following	products	as	a
comprehensive	financial	solution	to	both	individuals	and	businesses:

	
• Employee	Benefits • Retirement	Planning • Money	Market

• Medical	Aid • Investment	Planning • Investments

• Risk	Benefits • Estate	Planning • Treasury	Management

• Short	Term	Insurance • Foreign	Exchange • Trust	Administration

	
t:	011	453	3048 f:	011	453	0715 www.magwitch.co.za

	
Magwitch	Securities	Proprietary	Limited	is	an	authorised	financial	services	provider,
registered	with	the	Financial	Services	Board	-	FSP	number	26829

	
	
	
Disclaimer:	Although	every	 effort	 has	been	made	 to	 ensure	 the	 accuracy	of	 the	 content	of	 this	newsletter,	Magwitch	Securities
(Pty)	Ltd	 accepts	 no	 liability	 in	 respect	 of	 any	 errors	 or	 omissions	 contained	 herein.	The	 contents	 of	 this	 newsletter	 cannot	 be
construed	as	financial	advice	and	does	not	confer	any	rights	whatsoever,	enforceable	against	any	party	and	does	not	replace	any
legal	contract	or	policy	which	may	be	subject	to	terms	and	conditions.
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