
The Conundrum FaCing SouTh aFriCan inveSTorS?
In recent times the themes in the markets have 
been along the following lines: should I invest 
overseas, how much, what has been driving our 
market up and is it too expensive? “The questions 
and answers we supply are interlinked” says Erik 
du Preez of N-e-FG Fund Management, “but we 
think that the following chart is a really neat way 
of bringing it all together and highlighting the co-
nundrum South African investors’ face.” 

The chart shows the current Cyclically Adjusted 
Price Earnings (CAPE) ratios for various coun-
tries (the dots) versus our local super sector 
CAPEs (the blocks). The vertical line is the his-
toric range of CAPEs for that country or super 
sector, so the chart also shows its valuations 
relative to its own history. As a reminder, CAPEs 
are a great way of assessing the expensiveness 
or cheapness of an equity market. It is the price 
of the market over through-the-cycle or “DNA” 
earnings of the market, as opposed to the tra-
ditionally used 1 year Price Earnings (PE) ratio 
that shows how much you are paying for just last 
year’s earnings.
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By way of explanation:
•	 The	South	African	CAPE	sits	at	the	mid-
point of its historical range BUT is among the 25% 
most expensive global markets. In other words, 
we are fairly valued relative to our own history, but 
expensive when compared to 
most offshore markets.
•	 This	 would	 infer	
that local investors should 
diversify overseas given bet-
ter valuation opportunities 
offshore. This is reinforced 
by our view that an investor’s 
decision to invest offshore 
should be governed by the 
valuation of the investment 
opportunity he can buy, rath-
er than on a prediction of what the Rand may do.
•	 Also	 interesting	 is	 that	 most	 countries	
are not only cheaper than South Africa, but also 
near the bottom of their historical valuation ranges, 
with the USA as a notable exception.
•	 It	also	highlights	 that	most	of	Europe	 is	
on very attractive ratings and currently presents 
some interesting opportunities for investors. 

“But” says Du Preez, “before you rush off to sell 
all your local stocks to buy offshore equities, what 
does the analysis tell us about our own market?”

•	 Our	 overall	 rating	masks	what	 is	 going	
within our sectors.
•	 If	 local	 large-cap	
industrial stocks were 
a standalone market, it 
would not only be the 
most expensive ‘market’ 
in the world, but also the 
most expensive it has 
ever been relative to its 
own history, all of which 
to the mind of Du Preez 
represents high invest-

ment risk. N-e-FG has almost no exposure to this 
sector of the market despite it being a market dar-
ling over the last few years. If you own any of these 
stocks, then they would be the logical shares to sell 
in order to fund buying cheaper offshore equities.
•	 However,	our	financial	sector	looks	fairly	

valued, mid- and small-cap SA industrial stocks 
are attractive (not shown) and our resources sec-
tor	 looks	 particularly	 interesting.	 Obviously	 re-
source shares are on low valuations because of 
the well documented headwinds this sector faces, 
but the negativity to the sector seems overdone 
and there are some very attractive opportunities 
to be found on a case for case basis.
•	 In	 fact,	 valuation	 dispersions	 (differ-
ence between expensive and cheap stocks) on 
the JSE are the largest they have been since the 
financial	stock	bubble	of	1997	and	1998,	which	
ended	in	tears	for	financial	stocks.	

The implication of this is that not only has local 
large-cap industrials created opportunities every-
where else on the JSE for astute investors, but 
has also made our market expensive in a global 
context, Du Preez concluded.
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The chart is one that professional investors love, as it presents a huge amount of very useful information in an easy 
to understand format. The conundrum it presents for SA investors is that as our market is expensive compared to the 
rest of the world, should one should sell local equities to buy offshore equities?

Current CaPe ratios around the world versus South africa’s super sectors


