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Calendar year 2011 headlines were dominated by 
economic events in Europe and the US with debt issues 
in both regions concerning equity markets. 

Despite the volatility, the domestic equity market 
ended the year close to its all-time high, continuing the 
upward momentum that began in March 2009. 



2011: navigating stormy waters

The robust market performance belies the contrasting 

fortunes of the three main sectors on the JSE, ie the resources, 

financial and industrial sectors. The graph below illustrates the 

price indices of the three primary sectors, all based to 100 at 

the start of calendar year 2008.

Therefore, assuming an investor invested R100 in any of the 

three indices at the beginning of calendar year 2008, the 

investment would be worth R141 if it was put in the industrial 

sector. If invested in financials, it would be worth R125 and if 

invested in resources, it would be worth R96. In unpacking the 

reasons for this great disparity in performance, it is important 

to understand the key drivers of valuations in general and of 

these three sectors in particular.

Industrials: the star performers

As seen in the graph below, industrial companies have been 

the star performers since 2008, with a cumulative return of 

41% over the last four years. Domestic industrial companies 

have benefited from a very favourable macroeconomic 

environment in South Africa with declining interest rates and 

declining inflation being the key drivers. We maintain that this 

very favourable environment will not persist in the future. 

However, the ability of many industrial companies to sustain a 

robust earnings growth momentum, sometimes through 

liberal credit-granting policies (like in the retail sector) has 

been rewarded by investors. These investors now expect that 

the earnings growth trajectory will be maintained long into 

the future. 

This is borne out by the stratospheric price:earnings multiples 

that investors are willing to pay for these companies. The 

graph on the next page highlights the earnings of the three 

sub-sectors of the domestic market, indexed to 100 at the start 

of 2008. Industrial companies have shown consistent earnings 

growth over the period and also the least amount of volatility. 

Financials: the laggards

Financial companies, most notably banks, have had contrasting 

fortunes compared to industrial companies. Following the 

worst global recession in decades, the domestic banking 

sector’s earnings growth has lagged that of both the industrial 

and resources sectors.

While bank earnings have been hard hit by the slew of bad 

debts and related write-offs in the wake of the 2008 recession 

(earnings declined by more than 20% on average as seen in the 

graph on the next page), the weak domestic housing market 

and concomitant muted mortgage lending growth has delayed 

the recovery in bank earnings. The global banking woes in 

developed economies have also contributed to substantial 
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negative sentiment towards local banks. However, the local 

banks are all well-capitalised (unlike their global peers), 

valuations are attractive relative to history and their ability to 

continue paying decent dividends remains intact.

Resources: still in the doldrums

The resources sector has shown the most volatility in share 

prices and earnings levels since 2008. The beginning of 

2008 saw the tail end of the commodity bubble for basic 

commodities like iron ore, coal and copper. Resources company 

valuations were discounting high commodity prices well into 

the future. The 2008 recession took its toll on commodity prices 

and many declined by more than 50% from the pre-crisis highs.

However, following unprecedented and co-ordinated fiscal and 

monetary stimulus, global investors have sought out physical 

commodities as an asset class to deploy the stimulatory 

capital. In addition, China administered its own stimulus to its 

economy, resulting in a ‘restocking phenomenon’ that 

contributed substantially to the sharp rebound in certain 

commodity prices. 

Unfortunately, both platinum group metals (PGMs) and PGM 

company share prices have lagged the rest of the market post 

the 2008 recession. South Africa occupies a unique position in 

the PGM landscape, dominating global supply, and therefore 

the actions of domestic PGM miners will have a significant 

impact on the PGMs prices. The PGM miners’ share prices have 

underperformed the PGM basket price since the 2008 

recession. Furthermore, the PGM basket price has underper-

formed base metals like copper and iron ore. We therefore find 

the PGM miners’ valuations very attractive and the upside 

asymmetry relative to the diversified and base metal miners 

particularly compelling.

The events of 2011 will continue to reverberate in 2012 with an 

ensuing impact on equity markets that is difficult to predict. 

However, our investment approach, which focuses on long-term 

wealth creation, will stand us in good stead.

We remain convinced that our clients’ portfolios are optimally 

positioned to exploit opportunities in the financial, industrial 

and resources sectors and that clients with a similar long-term 

investment horizon will ultimately be well rewarded.
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