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On Wednesday, 28 October 2020,
Finance Minister Tito Mboweni tabled
the much-awaited Medium-Term
Budget Policy Statement (MTBPS). After
presenting a special budget in June to
address the spending requirements to
combat the COVID-19 pandemic, much
more detail was expected to be revealed
in the MTBPS in critical areas such as fiscal
consolidation, non-interest expenditure
and the path of domestic bond issuance.
Treasury expects real GDP growth to improve
rapidly to 5.2% in 2021 and recover more gradually
thereafter. Finance does, however, acknowledge that
there is uncertainty associated with their forecasts
as the possibility of a second wave of the COVID-19
pandemic looms. The contribution of tax increases to
fiscal consolidation remains limited, therefore, as tax
revenue is expected to contract by 18.0% this year
and is only expected to rise in the following years. A
reduction in domestic government issuance is unlikely
in the 2021/22 fiscal year as government seeks to
finance the anticipated deviations from fiscal targets. As
an investment house, we remain conscious of a slow
and subdued economic recovery that is threatened by
electricity constraints, lower government spending and
struggling state owned enterprises (SOE’s).

Non-interest spending is budgeted to reduce as a
percentage of GDP, from 32.4% in 2020/21 to 26.4%
by 2023/24. A large proportion of these reductions
are set to come from a public sector ‘wage freeze’
which, in itself, is a contentious issue raising the ire of
the unions. Unions are demanding that government
honour the 2020 wage agreement and engage in
negotiations in good faith with workers regarding
the next three-year agreement. Currently, workers
at SOE’s, public entities and local government are
excluded from the wage deal. There is growing calls
from the unions for these entities to be included so
that there can be one collective bargaining process.
All this needs to be addressed as government
also phases in a zero-based budgeting approach.
Consequently, the potential for protracted negotiations
is rising which, in turn, will retard implementation
within reasonable time frames. »

CADIZ MONEY MARKET FUND – Cadiz Money Market Fund –The number one ranked money market fund over
1, 2, 3, 5, 7 years and 10 years with an annualised yield of 7.62% since inception.
Source: Morningstar | Performance reported for A Class net of fees in ZAR as at 31/10/2020 (ASISA) South African IB Money Market, Inception: 01/03/2006 | Annualised return is the
weighted average compound growth rate over the period measured | Benchmark: STeFI Composite ZAR, Category Rank is against the (ASISA) South African IB Money Market Category |
Highest Annual Return 12.27%; Lowest Annual Return 5.58%
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SOE’s remain a key bone of contention, with Eskom
receiving an allocation of R23 billion and SAA R6.5 billion
to settle debt and interest and R10.5 billion to implement
its business recue plan. As a result, we can expect much
consternation from sectors such as public health, safety
and education who have been reprioritized to fund the
abovementioned expenditure.
The MTBPS has also projected a further deterioration in
government’s debt to GDP. Gross debt is now projected to
stabilize at 95.3% of GDP in 2025/26. This leaves a strong
possibility that the ratings agencies will downgrade South
Africa as they assess the country’s ability to repay its debt.

Risks to the South Africa’s economic outlook include
weaker than expected growth, continued deterioration
in public finances, the failure to implement structural
reforms and the threat of a second wave of COVID-19
infections. It is, therefore, vital that government
implement the interventions of its reconstruction and
development plan to boost confidence and increase
competitiveness should we wish to return to a world
where economic growth prevails, and public finances
are sustainable. •

READ MORE ABOUT “ANGLO AMERICAN PLC” ON THE NEXT PAGE »
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Anglo
American Plc
The “Platinum”
Standard
Anglo American plc (AGL) is a South
African multinational diversified mining
company based in Johannesburg
and London, founded by Sir Ernest
Oppenheimer in 1917.

WHAT DO WE LIKE?
Anglo American is well-diversified in terms of their
portfolio of assets, and as such they are more defensive
than miners who are only focused on one or two
commodities. The company’s diverse portfolio offers
some protection as weakness in one market can be offset
by strength in another commodity market.

AGL engages in the exploration and mining of precious
base metals and ferrous metals. Through its 79.4% stake
in Anglo American Platinum, AGL has exposure to one
of the world’s largest producers of platinum, with around
40% of world output. AGL is also a major producer
of diamonds (through The De Beers Group), copper,
nickel, manganese, iron ore, and metallurgical & thermal
coal. AGL has recently returned to the fertilizer business
through the acquisition of Sirius minerals, after exiting its
last fertilizer project in Brazil in 2016.

Platinum Group Metals (PGM) make up c.20% of AGL’s
EBITDA, and through their investment in Anglo American
Platinum, AGL is the low-cost producer in the PGM
industry. The Group benefits from having a vertically
integrated (mining, processing, and refining) asset portfolio,
and is the premium player in this space. Furthermore, PGM
prices are expected to remain elevated in the medium
term as the PGM market is in a structural deficit driven by
car manufacturers demand for PGMs to meet increased
stringent emission standards to reduce carbon emissions.
New legislation has been introduced in the US and
Europe, and in 2021 China will also be increasing its carbon
emissions standards to reduce air pollution. »

The business has mining operations around the world
including Columbia, Brazil, Chile, Peru, Canada, South
Africa, Namibia, Botswana, Zimbabwe and Australia.
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Iron Ore and Copper prices are also expected to remain
elevated and above their long-run averages in the medium
term as demand for the commodities remain strong. With
respect to Iron Ore, the recent run up in prices has been
driven by Chinese demand resulting from Government’s
stimulus packages aimed at infrastructure development,
and this demand is expected to be supplemented by the
rest of the world going into 2021. Similarly in the Copper
market, demand has been driven by China with their
new infrastructure plan including 5G networks, ultrahigh voltage power transmissions, mass urban transit
and high speed rail, and big-data centers, all of which
are moderately copper intensive. Additionally, Copper is
essential to the transition to a decarbonized world and
should benefit from this transition.

WHERE DO WE STAND?
We are happy to hold the company at current levels due
to the favorable market dynamics expected in several of
their key commodities, which should provide attractive
shareholder returns in the medium term as commodity
prices remain strong across most of their portfolio.
Furthermore, having a strong balance sheet with ample
liquidity lowers the risk of permanent capital loss and
provides the company with the ability to withstand the
current economic storm. •

Turning to Anglo’s balance sheet, financial risk is low. The
company had a Net Debt-EBITDA ratio of 0.5x at the end
of FY2019, with double-digit interest coverage ratio and
a comfortable debt maturity profile. As such, we believe
that the chance of bankruptcy is currently low.
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