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PERPETUA TURNS FIVE
Logan Govender, Chief Operating Officer
October 2017 marks the fifth anniversary since Perpetua
commenced managing money for clients. Perpetua
currently employs 23 staff members, 11 in the investment
team, and manages in excess of R10 billion in client
funds.

These achievements have been the result of a concerted effort
as well as the steadfastness of Perpetua’s investment
approach. We believe that our progress to date provides a solid
platform for further growth in the firm.
On behalf of the team, I would like to thank you for your support
during this tremendous journey so far.
As Perpetua moves in the next phase in its cycle of
development, we have enhanced the business strategy,
particularly in our retail offering by:
1. Simplifying and reducing retail fees
With the move of our Collective Investment Scheme
management company from METCI to Sanlam Collective
Investments in late November 2017, we will simplify our retail
fees by only offering fixed fees and reducing the overall fee. We
believe that we can offer clients “value for money active
management”. We will also offer our A class as a clean class
fee which will make the fund more attractive to a wider
audience.

Our balanced fund will be available for 0.65% (excl. VAT) and
the equity fund for 0.75% (excl. VAT). Our research indicates
that these fees are very attractive. We will endeavour to list
these funds on all the primary investment platforms as we
expect this to be our primary distribution channel.
2. Broadening the product offering
• While Perpetua is comfortable in the quality of its existing
fixed income capability, we believe that the firm’s ability to
attract more multi-asset mandates would be enhanced if we
further strengthen this capability. Accordingly, we expect to
bolster this further in the year ahead.
•

Perpetua has established a global equity investment
capability from scratch over the last three years. We have
implemented a strong proprietary research process and the
capability has been increasingly well resourced. We will
launch a stand-alone global equity fund once we have the
necessary scale to justify the costs of the offshore structure.

With Mahesh Cooper, currently Deputy Chief Operating Officer,
already assuming some of my responsibilities, I will be able to
dedicate more of my time to launching Perpetua’s Alternative
Investment offering. The launch of a Renewable Energy Fund
and an Agri-Business Fund is currently in the pipeline and the
expectation is that these projects will be investable by clients in
2018.
In this edition
Mahesh Cooper reminds readers of how we invest along the
Perpetua True Value Continuum, Lonwabo Maqubela explains
why we find Brait attractive and Mark Butler shares his positive
view on the South African financial system.
It has been another strong quarter for the South African equity
market and with Naspers as the biggest driver of those returns,
our underweight position in the stock has been the biggest
detractor of the performance in our portfolios. Patrick
Ntshalintshali outlines our views on the largest stock in the
South African equity market index and why we continue to
believe that consensus opinion is overly optimistic in respect of
this share.
As mentioned, we have been building our global capability and
Phomolo Rabana’s article on Pandora outlines one of the many
attractive opportunities we are finding for clients in offshore
markets.
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INVESTING ALONG THE
PERPETUA TRUE VALUE
CONTINUUM
Mahesh Cooper
Deputy Chief Operating
Officer

At Perpetua, we follow an all-encompassing, value-oriented
philosophy called “True Value Investing”.
The key components to this investment philosophy are:
• We are value-oriented – the price paid for a security is
important
Our recipe for investing is centred on a value-oriented
approach. We believe that the best predictor of returns is the
price paid for a security relative to our determination of its
intrinsic value. Over the long term, the price of a security and
its true intrinsic value should converge, however, over the
shorter term, they can diverge materially. Our investment
philosophy uses our analysis to identify and exploit these
mispriced opportunities. Whilst it is difficult to predict when
the share price and its intrinsic value will converge, we are
comforted by our thorough investment research and patient
enough for the investment thesis to be fulfilled.
• We are valuation-based in our approach to investing
We analyse individual companies to determine what we
believe are sustainable earnings through the business cycle.

We are conscious that key assumptions impact the intrinsic
value of a share and that this intrinsic value can rise or fall
over time.
• We buy companies whose share price trades at a
“margin of safety” discount to its intrinsic value
Typically, the wider the margin of safety, the more attractive
the share. The margin of safety we require may vary between
shares depending on the conviction we have in the intrinsic
value and the assumptions used. When the share price
reverts to its intrinsic value, we would look to sell the share
and invest the proceeds in other undervalued opportunities.
Alternatively, should other shares become more attractive
with wider margins of safety, we would reduce the exposure
to the less attractive shares we hold and increase the
exposure to the more attractive shares.
Mispricing often occurs as the broader market tends to be
optimistic on the “favoured” shares, overvaluing them while
being unfairly pessimistic on the undervalued “out-of-favour”
shares. A key reason for this is the market’s tendency to
focus more on sentiment and shorter-term factors and to
overlook longer-term fundamentals which better reflect the
true intrinsic value of a business. Being value-oriented
means, we focus less on continuance of market trends in
terms of the price of a share but rather on a share’s intrinsic
value relative to its price.
• We take a long-term approach to investing
We assess our shares over a 4-year investment horizon. That
being said, should the share price revert to its intrinsic value
over a shorter period of time, we would look to sell the share
and invest the proceeds into more attractive opportunities.

Figure 1: Perpetua True Value Continuum

Source: Perpetua (Data as at 30 September 2017)
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Our bottom-up stock selection may result in contrarian and
differentiated portfolios however, we will not be contrarian for
the sake of being contrarian. We are mindful that extreme
contrarianism and extreme deep value investing does not
regularly reward investors for the risks taken in the
concentrated South African equity market.
This all-encompassing, value-based approach to investing is
depicted above in figure 1 on what we call the PERPETUA
TRUE VALUE CONTINUUM. This is the area we believe our
competencies best equip us to uncover value, and includes a
combination of deep value shares; unrecognised growth shares
and quality shares which are reasonably priced versus the
market or its own history.
Our value-oriented strategy does not mean that our portfolios
will only be filled with shares displaying the attributes of a deep
value strategy such as low price-earnings or price-to-book
ratios; companies experiencing low growth or purely meanreversion hypotheses. Instead, we recognise there are
multiples reasons why a shares trades at a discount to its

intrinsic value and we take special care to invest not purely
based on the characteristics that certain shares might possess.
Accordingly, all companies, be they large or small; high-growth
or low-growth; defensive or cyclical are considered for inclusion
into the portfolio. The most important criteria is undervaluation.
So how are we currently positioning along the True Value
Continuum?
The portfolio exposure as at 30 September 2017 (refer to Figure
1) is shown in brackets along the continuum. A year ago, we
were seeing many more “deep value” opportunities (25% of the
portfolio was invested “deep value” in versus 11% currently).
The sell-off of SA Inc. and quality stocks has meant that we are
finding more value opportunities across the continuum. We are
excited about these opportunities especially considering that
many of them were outside the continuum 18 months ago and
the fall in their share prices has given us an opportunity to
include quality businesses trading at an attractive discount to
our assessment of intrinsic value.

TAKING A NEW LOOK AT BRAIT
Lonwabo Maqubela, Portfolio Manager
In 2014, Brait sold its main asset,
Pepkor, for R 26bn which was a
staggering R15bn higher than
management’s valuation at the
time.
Management used the windfall to
buy controlling stakes in New
Look and Virgin Active for R32bn
and R16bn respectively. Since then, New Look has lost
market share and its revenue has stagnated.
Consequently, Brait management has devalued its stake
in New Look by over 75% to R7.5bn. At the current Brait
share price, the market is even more pessimistic and we
believe is implying a negative value on New Look.

excess of 30% p.a. In 2011, Brait raised R6.4bn in an equity
raise, and converted to an investment holding company with SA
businessman, Christo Wiese, owning 34.6% of the listed
company. The core asset in the portfolio at that time was Pepkor
(a business founded by Wiese in 1986). In 2014, Brait sold its
37% stake in Pepkor for R26.4bn at a PE multiple of 37. At the
time, Brait management valued the stake at R11bn. This
transaction resulted in Brait’s enterprise value1 valuation
doubling during 2015 to above R90bn as shown below.
Figure 1: Brait Enterprise Value vs. Net Asset Value

We consider this to be an over-reaction.
Brait’s history and corporate structure has evolved over
time.
Brait started in the early 1990s, operating as a private equity
manager. Up until 2011, it had a return on client capital in

Source: Thomson Reuters Datastream

1
Enterprise value is the market capitalization of a company plus debt
on its balance sheet less any cash on its balance sheet
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Management used its windfall from the Pepkor sale to acquire
controlling stakes in gym chain Virgin Active, New Look as well
as increasing their stake in Iceland Foods. The most important
of these was New Look, accounting for half Brait’s valuation
New Look is the second largest womenswear retailer in the
UK, with a 5.8% estimated market share. It is the largest
womenswear retailer for under 35’s. Its proposition is fast
value fashion. Outside of the UK, New Look is expanding in
China at a rate of 80 stores per annum. Currently they have
127 stores in China of which 87% is profitable.
A sharp decline in New Look’s valuation
Since being purchased, New Look’s valuation has declined
from R32bn to R7.5bn! This has been a result of the following
factors:
• New Look’s market share declined by 0.3% in 2016. This
resulted in negative sales growth of 2% for 2017. The
management team blamed this on fashion mistakes, however,
post the financial year-end, sales numbers have continued to
be weak.

figure 1, at the current share price, you are essentially getting
Iceland Foods and New Look free. At Brait’s current share price
the market is implying that New Look cannot be fixed. We think
this is overly pessimistic.
New Look has in nearly 600 stores in the UK. 10% -20% of the
store base is currently not covering operating costs. These can
and are expected to be closed in order to respond to the slower
sales environment.
Management are also investing more into new business lines
(men’s apparel); the online channel and new geographies
(China and continental Europe) in order to stimulate sales.
New Look’s CEO resigned in September 2017. Given the
challenges of recent times, we think that the business could do
with a fresh pair of eyes. Throughout its history, Brait
management has worked successfully together with the
investee companies to turn underperforming assets around. On
a balance of probabilities, we think that management will be
able to extract more than the negative value ascribed by the
market.

• Retailers are highly operationally leveraged. The cost base
related to the stores tends to increase in line with inflation and
is a fixed cost. The implication is that small changes in revenue
result in a significantly higher impact on profitability

The rest of Brait’s portfolio comprises businesses that are
improving their competitive advantage.
With respect to both Premier Foods and Virgin Active, both
businesses have actually improved their profitability and their
competitive advantage in recent years as can be seen in figure
3.

• New Look is also highly financially levered with net debt at

Figure 3: EBITDA Margins

nearly 10x EBITDA. The debt is only due in 2022 so there are
no immediate liquidity concerns. Once EBITDA declined,
combined with the debt, the equity value in New Look has
nearly all but disappeared.
Figure 2: Weak sales translates to a decline in profitability

•

The current share price implies that New Look can’t be
fixed
Brait’s current enterprise value is approximately R32bn.
Management values its stake in the rest of the portfolio
(excluding New Look) at R44bn. So, in effect, and as evident in

Virgin Active has an opportunity to grow its presence in Asia
Pacific (primarily Thailand and Singapore). Virgin Active
currently has ambitions to quadruple the number of gyms
from the current number of 10. Long term, South Africa also
remains a growth market in the value gym segment. Whilst
there remains a threat of competition in South Africa,
management’s strategy is to secure key locations and make
it unattractive for a new entrant.
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•

In recent years, Premier Foods has gained market share in
the profitable South African bread segment. Premier Foods
has strong brands that tend to be number one or two in their
category (for example Iwisa maize meal, Blue Ribbon bread
and Snow Flake flour). Whilst margins have improved in
recent years, they are still lower relative to peers in the
industry. There are also efficiency projects that will further
boost margins. Premier is also launching new products in
categories where it has been under-represented, such as
cereals.

• Iceland Foods (a British supermarket chain with emphasis on
the sale of frozen foods) has experienced a decline in
profitability. However, whilst most UK retailers are losing
market share to Aldi and Lidl, Iceland Foods has arrested
these losses and is in fact one of the few brands reflecting
growth. They have managed to do so by improving the
offering in nearly every aspect (pricing, product quality, newer

SOUTH AFRICA’S FINANCIAL SYSTEM:
A BEACON OF HOPE
Mark Butler, Portfolio Manager
Negative news flow has
become so commonplace in
South Africa that it can wear
people down to the point where
they can fail to recognise any
positive aspects within the
country.

stores, and a user-friendly website). Iceland Foods is well
placed in the more competitive environment.
Brait on the continuum:
Brait’s investment case on the True Value continuum is
predominantly deep value, given the New Look valuation.
However, the investee companies are across the continuum:
Virgin Active, Iceland Foods and Premier Foods- represent
growth at a reasonable price. They are all either growing market
share and/or are exposed to growing categories. This growth
is not reflected in the current share price. Due to a combination
of management intervention; being active (involved) investors
and through capital management, Brait’s management has the
ability to add further value to the portfolio of businesses.
Management are aligned with shareholders and they have a
good track record of creating value. Over time, we think that the
combination of an undervalued portfolio of businesses and
management skill should compound the value of Brait.

On a value basis, non-cash payments in the US were estimated
to be US$178 trillion of which US$145 trillion passed through
automatic clearing houses. I found the following astounding:
• The value of cheques (US$26.8 trillion) was ten times more
than the value of debit card payments (US$2.6 trillion)
• The value of credit card payments of US$3.2 trillion was
higher than debit card payments but the value of cheques
exceeded it by eight and a half times.
Figure 1: Trends in noncash payments in the US 2000-15, by
number

For example, South Africa has
a well-developed financial
system and one of the
consequences of this is the magnitude of a credit bubble will
have less of an impact here than in other parts of the world. At
times, we need to remove ourselves from this environment to
recognise the positives.
South Africa’s well developed financial system
During the past quarter, I attended a technology conference in
the United States where the quality of South Africa’s financial
system was highlighted. One of the growth opportunities
identified by Mastercard and Visa was the conversion of cash
and “check” (cheque transactions to card). I don’t recall when I
last saw a cheque in South Africa and was surprised that
payment by “check” still happened in the United States (US).
The number of “check” transaction in the US has decreased
from more than 40 billion in 2000 to less than 20 billion in 2015
as shown in figure 1.

Source: The Federal Reserve Payment Study 2016

Small and Medium Enterprises are large users of “checks”. Half
of their employees are paid in this manner. Mastercard and Visa
have introduced “push to pay” where an amount can be
transferred in real time over their networks. An example given
was once an insurance assessor completed their assessment,
the claim can be paid directly onto the card of the claimant. It
may take a while for South African insurance companies to
adopt this payment method.
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Regulatory ceilings regarding credit pricing
In my opinion, South African consumers are relatively well
looked after when it comes to the pricing of credit. The National
Credit Act makes provision for the maximum interest rate and
fees which can be charged.
For example, consider this comparison between the cost of
credit in South Africa and the United Kingdom.
• The base interest rate in the UK is currently 0.50% and in
South Africa it is 6.75%.
• Any rational consumer would prefer to pay a lower rate of
interest for their credit.
• The maximum prescribed interest rate in South Africa differs
based on the type of credit. The most expensive is for “Shortterm transactions” at 5% per month on the first loan. This is
the equivalent of sub-prime.

THE DISCOUNT
DILEMMA FOR
NASPERS: HOW
VIABLE ARE THE
POSSIBLE “UNLOCK”
OPTIONS?
Patrick Ntshalintshali
Portfolio Manager

It is hard to have conversation about the South African stock
index without talking about Naspers, the largest stock in the
index.
With Naspers representing approximately 22% of the SWIX and
30% of the MSCI SA Index, the performance of our stock market
is joined to the performance of Naspers. Of the 10.6% that the
SWIX returned for 9 months to 30 September 2017, Naspers
contributed to over 90% of that return!
The South African market is not new to concentration by a few
stocks. Pre the Global Financial Crisis, Anglo American and
BHP Billiton represented over 20% of the stock market.
Passive investors as well as benchmark cognisant investors are
inevitably forced to hold Naspers at high weights in their
portfolios given its current benchmark weight.
It is interesting, that several active managers also hold Naspers
at close to benchmark weight levels or as their largest holding.
What’s is tricky to separate, however, are the specific reasons
for the holding in Naspers by active managers. For example:

In the UK, this segment of the market is known as High Cost
Short Term Credit (HCSCT). The maximum cost is 0.8% per
day an equivalent of 27% per month.
• The cost of this credit in South Africa is significantly lower
than for that segment in the UK.
The National Credit Act in South Africa may be burdensome
when it comes to applying for credit and has been blamed for
restricting sales at credit retailers. However, the benefit of
“prudent lending” far outweighs the cost. This approach
assisted South Africa during the Global Financial Crisis and will
continue to reduce the negative impact of future credit induced
consumer bubble. Other countries in the world may learn from
this.

• How many of actively managed funds hold Naspers based on
pure fundamental analysis as opposed to reasons that are
related to benchmark weight?
• For those funds that view the share as fundamentally
attractive, how many of them are willing to hold a position that
could be at least a quarter of their client portfolios in any one
share? How prudent is that from a portfolio construction and
risk management perspective?
• How many of those buying Naspers are purely seeking a
cheap entry into Tencent (its largest holding listed in China),
at a discount?
• Could it be that the rally that we saw in Naspers share price
this year is mainly driven by the Tencent share performance
and massive foreign buying in Naspers in our market? How
would the market respond (both active and passive funds)
when these two trends reverse?
What are you buying in Naspers?
The biggest component in Naspers is its stake in Tencent. In
addition to this, Naspers has a substantial portfolio of ecommerce businesses in key emerging markets and several
developed markets. It has also a dominant video entertainment
(formerly known as Pay-TV) empire across major African
markets and a sizeable print media business in South Africa.
The value of Naspers’ Tencent stake is now worth R2 trillion,
not a bad return for a $32 million investment 16 years ago! The
market capitalisation of Naspers is R1.4 trillion. This means that
the market is valuing the business ex-Tencent (“the rump”) at
approximately negative R600 billion. This is the largest that this
discount has traded at (as shown in figure 1) and this quantum
is unprecedented in the South African equity market.
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Figure 1:

free cash. They need this cash to support their other
capital hungry e-commerce ventures.
4. List the e-commerce rump separately
• Is NPN willing to share the potential upside at the bottom
of the J-Curve on these e-commerce businesses? This is
unlikely as it is not in their DNA.
5. Move the primary listing to a developed market stock
exchange where they better understand the value of the
rump
• Why would management throw themselves into a field of
“big activist investment managers” who would most likely
force the value unlock strategies.
• Management believes these activist investment
managers are opportunists and don’t have a long- term
view on Naspers.

So why doesn’t Naspers unlock the value?
More recently, Naspers management has come under
increasing fire from investors about the widening gap between
Naspers’ market capitalisation and the burgeoning value of
Tencent’s stake in Naspers.
The criticism is that management are not proactively
demonstrating willingness to come up with potential value
unlocking strategies that could help narrow this widening
discount.
At Perpetua, we are under no illusion that
management is sitting on their laurels and not seeking solutions
or doing anything about this. We wouldn’t be surprised if
management are receiving many proposals around this from
corporate advisors.
The potential options for Naspers management to unlock
value?
1. Unbundle Tencent shares to Naspers shareholders
• This is not an ideal option for the Chinese government as
they would likely prefer a controlled and friendly structure,
rather than many smaller shareholders, scattered around
the globe.
• There may be tax implications for shareholders as the
Tencent stake is sitting in a complicated structure in
Mauritius.

We believe that there might be a realisation on management’s
side of the potential value destruction implications and
complexities that come with each proposal above. Perhaps
investors, to their frustration, are not appreciating this.
What do we think Naspers is worth?
The negative value of the rump could imply that investors
believe that management will likely destroy shareholder value
in the order of at least R600 billion (assuming Tencent is trading
at fair value and no holding discount is applied to the sum-ofthe-parts value).
At Perpetua, we view this scenario as being overly bearish
considering that the rump comprises fundamentally strong
businesses such as Video Entertainment. These businesses
are profitable and generate good profits and cash for
shareholders. We think that rump is worth at least R280bn, on
a non-debt adjusted basis (versus the - R600bn that the market
is valuing it at).
However, as opposed to a consensus view, we believe that
Tencent is expensive. Accordingly, we do not believe it should
be translated in Naspers’ valuation at its market value. We
believe a hefty discount should be applied as investors are
being overly optimistic on the sustainability on continued
acceleration of Tencent’s growth prospects.

2. Sell Tencent and distribute most of the cash
• We believe this sale can only be to the Chinese
government-friendly entity. This limits the options
available to Naspers.
• Such a Chinese entity would likely want to pay a
significant discount for the minority Tencent stake which
is not ideal for shareholders.

When we combine our view of the value the rump and Tencent,
we continue to find Naspers trading above our assessment of
intrinsic value. In addition, we believe the current investment
thesis underlying Naspers is a combination of a recognised
growth and a momentum thesis which positions the investment
off Perpetua’s True Value Continuum.

3. Buyback of Naspers shares at the current discount
• Outside the Video Entertainment business and dividends
received from Tencent, Naspers doesn’t generate a lot of

Rather than investing 20% in a single stock that we believe is
expensive, we are finding many more attractive opportunities
for our clients along the True Value Continuum which are
trading at a discount to our assessment of what they are worth.
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As a sanity check, if you were given R1,4 trillion to invest for
yourself, which investment option would you rather consider of
the two below:
Option 1 – Invest all of it in one share being Naspers and earn
just over R11 billion (R26 billion when consolidating Tencent)
worth of earnings?
OR
Option 2 – Invest it in a portfolio (on the left of figure 2) that
consists the entire market capitalisation of 44 companies
namely; all the South African food retailers, food producers,
gold miners, platinum miners, hospital groups, many of the
large industrial companies and selected financial companies
who earn more almost R65 billion worth of earnings (most with
a high free cash flow generation and dividend paying qualities)?
Certainly, food for thought!

It is worth remembering that ordinarily shareholders, through
their ability to vote as owners of a company, can force
management to take certain action in terms of unlocking value.
However, Naspers has a legacy control structure which
comprises high voting A-shares and low voting N-shares. The
A shares are tightly held and control 68% of the vote whilst
investors who buy Naspers on the stock market buy the low
voting N - shares which only control 32% of the vote. Hence the
decision to unlock value does not lie in the hands of the ordinary
shareholders.
As authentically active investment managers who only invest in
assets we determine to be fundamentally undervalued,
Perpetua has no exposure to Naspers in our True Value
mandates despite Naspers’ considerable weight in the index.
We do not view this as a risky stance but instead a position
consistent with our investment approach. We concede the
opportunity cost of our non-holding of the stock has been
notable especially in 2017. However, we remain convicted that
the market is attributing too high a price to the business relative
to what we believe is a fair value based on sustainable
earnings.

Figure 2:

Source: Inet, Company Reports
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Pandora’s share price rise and fall.
Pandora has been a market darling for several years. Trough to
peak, the share is up c.2760% in just over 5 years (Figure 1).
Understandably, this might smell like a bubble, and has
accordingly piqued the interest of many hedge fund managers
who have taken short positions in the share.

PANDORA
Phomolo Rabana, Analyst

“In the short run, the market is a
voting machine but in the long
run it is a weighing machine”

Figure 1: Pandora’s share price since listing.

Benjamin Graham
2760%

-40%

About Pandora
PANDORA designs, manufactures and markets hand-finished
and modern jewellery made from genuine metals at affordable
prices. It is best known for its charms. PANDORA jewellery is
sold in more than 100 countries on six continents through more
than 8000 points of sale, including more than 1,400 concept
stores.
Founded in 1982 and headquartered in Copenhagen,
Denmark, PANDORA employs more than 12,400 people
worldwide. PANDORA is publicly listed on the NASDAQ
Copenhagen stock exchange in Denmark.
Affordable personalised quality jewellery.
Pandora’s products are valued by consumers because they are
aesthetically appealing, come in many different designs and are
of high quality. It is primarily known for its charm designs made
of silver, gold, gemstones and glass. Through charms, Pandora
has managed to make personalised jewellery accessible.
Consequently, charms are ideal for gifting on special occasions
(i.e. Christmas, birthdays, anniversaries, graduation, etc.).
Pandora has a dominant market positioning and
exceptionally strong financials.
Pandora is a strong brand with scale, vertically integrated
operations, well located stores, and a well-run company. It is
highly cash-generative, attractively priced relative to its history
and the sector. Furthermore, it dominates the affordable
jewellery market, and continues to have compelling regional
(Asia, LATAM) and product growth opportunities (rings,
earrings, necklaces and pendants).
“The market is a pendulum that forever swings
between unsustainable optimism (which makes
stocks too expensive) and unjustified pessimism
(which makes them too cheap).”
Jason Zweig

Source: Thomson Reuters Datastream

However, Pandora has come off a very low base, and only
began its international expansion in 2003 when it entered the
US market. Over the past 8 years, the Group’s operating profits
are up c.1070% and its products are now sold in over 100
countries on 6 continents through more than 8000 points of
sale.
Although, Pandora has been a phenomenal growth story,
market expectations for the share had clearly ran far ahead of
what the company could deliver on. Accordingly, since its peak
in May 2016 Pandora’s share price has fallen c.40% after it
missed earnings expectations, which for a ‘market darling’ is
extremely rare. Consequently, extreme optimism in the share
quickly turned into extreme pessimism, and the market ‘voting
machine’ kicked into gear.
Added to this, a slowdown in Pandora’s biggest markets, the
US and UK stoked concerns that Pandora’s growth story had
run its course, and reinvigorated the debate over whether
charms are merely a fad.
Fads typically last around 5 years, however charms have been
around for over a hundred years, and consumers are likely to
continue to value personalised jewellery. In our view, the charm
concept remains sound.
Nonetheless, Pandora’s ability to endure is dependent on its
ability to continue to innovate and refresh its product offering in
order to keep consumers hooked.
9
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Where to for Pandora? Other jewellery categories and
regional expansion.
Although the bulk of Pandora’s revenue comes from charms
and bracelets, over the past few years, it has aggressively
expanded into other jewellery categories (rings, earrings,
necklaces and pendants) as it seeks to become a full-fledged
jewellery brand.
Regionally, the US and the UK are Pandora’s two largest
regions, while Asia and LATAM present attractive growth
opportunities.
Ultimately, in the long run what weighs in Pandora’s favour is
that its brand awareness continues to increase, it’s wellregarded for the quality and attractiveness of its products, and
is well positioned to benefit from the growing share of branded
jewellery sales.

Pandora is highly profitable and attractively priced.
Pandora is immensely profitable, generates extremely high
returns on capital; continues to reinvest in its operations; has a
high pay-out ratio, negligible gearing and is trading on a forward
P/E of c.10.5x. This supports Pandora’s ‘value thesis’ (as
defined in terms of Perpetua True Value Continuum, while the
Group’s expansion into other jewellery categories and new
geographies supports its ‘unrecognised growth thesis’.
For all these reasons, we believe that despite Pandora’s nearterm growth challenges, it remains a compelling investment
opportunity, and have accordingly exposed our clients’ funds to
the undervalued share.

In addition, given its unrivalled scale and cost competitiveness,
Pandora is also well positioned to gain share from other
branded jewellery players.

The Branded Global Jewellery Market: Pandora in context
•

In 2016, the global jewellery market was estimated to be worth c.€289bn (Euromonitor Research).

•

Rings, neckwear, earrings, and wristwear account for 30%, 30%, 18%, and 17% of the market, respectively.

•

China, USA, and India and the three largest markets accounting for 33%, 20%, and 16% of total sales.

•

Unlike in other product categories, at 20% branded jewellery occupies a much lower share of the total jewellery
market (Figure 2). However, it’s expected to reach 30% to 40% by 2020 (McKinsey & Co.).

•

With Pandora’s total sales accounting for just less than 1% of the total jewellery market, its sales potential remains
enormous.

Figure 2: 20% of the Global Jewellery Marker is Branded – and the share is growing

Source: McKinsey & Co.; Pandora Presentation

10

