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/ Russia Ukraine War
by Richard Middleton

As the Russian/Ukraine war heads into its second month, and with no resolution to Russia’s
demands seemingly in sight, the impacts on global equity markets are still being digested.
While the human tragedy of this war is heart-wrenching, we would like to focus on its impact
on markets and more specifically our portfolios and positioning.

The most obvious impact on South African equity portfolios has been the spike in both hard
and soft commodity prices as trade flows are disrupted and sanctions imposed. Initially it
was the PGM, oil and gas prices that spiked, causing a hard run in SA stocks exposed to
these commodities. Furthermore, with both Russia and the Ukraine being significant
producers of soft commodities, most notably maize and wheat, these prices also spiked.
Fears around the impact of higher global inflation and lower global growth, lead to mutters
of stagflation - something not heard of since the 1970’s. Gold’s inflation hedge (and safe-
haven) status was quickly revived, and with that a renewed leg-up in the USD gold price. As
uncertainty abounds, price volatility increases.

Share price movements were driven either by the movements in their underlying commodity
prices or on the fear that any company with operational exposure to Russia would have to
shut those operations down. Rightly so, zero value is being placed on those companies’
Russian operations by the market.

With a significant amount of PGMs (particularly Palladium) being produced by Russia, an
inability to supply and/or a buyer’s strike could continue to materially impact prices. We
remain overweight the attractively valued counters - Sibanye Stillwater and Impala Platinum.
Recently, the London Platinum & Palladium Market (LPPM) suspended the accreditation of
Russian PGM refineries, adding to price support, but also uncertainty.

On the other side of the precious metals coin, we are underweight Gold. This view is based
on the historically negative correlation between the gold price and real US interest rates.
This view played through nicely until the Russian invasion when Gold spiked on its safe-
haven status. Although we expect this safe-haven premium to remain for a while, rapidly
rising real US rates remain a headwind. We continue to hold our underweight Gold position
on valuation and macro considerations despite the support this geopolitical uncertainty has
given to the price.

Urea, the feed stock used in the production of fertilizers, is another soft commodity that has
been impacted by the Russian invasion. Together Russia and Ukraine produce approximately
15% of global fertilizer supply. Fertilizer prices have subsequently rocketed, which has been
beneficial for Omnia, in which we have an overweight position.

Mondi is another company impacted by the war, as roughly 20% of its profits come from its
Russian operation. Based on its relative valuation vs Sappi, we have not held Mondi in our
portfolios. The market quickly placed a zero value on its Russian asset with the share price
falling by around 30% from its pre-invasion level. Although Mondi is a well-managed
company, the Russian invasion has highlighted the risk within its high margin Russian
business and there still remains significant uncertainty as to how Mondi will deal with this
asset. Managements desire to retain the profits vs pressure to do the right thing from a Social
and Governance perspective remains in balance. Barloworld is another company with Russian
operations (approximately 14% of group earnings) to which we also have no exposure.
British American Tobacco (where we have an overweight position) has an immaterial
exposure to the Russian market and has taken the decision to exit those operations.



Finally, on the point of high global inflation, its significance on the equity market is when it
negatively impacts global operating margins through increased costs of production. This
together with the impact of rising interest rates on consumption results in lower or even
negative earnings growth. In anticipation of a higher-for-longer inflationary environment, we
have added to our defensive holdings and cut back on some of our cyclicals. Although we are
valuation-driven investors and focus on finding companies that we believe are attractively
valued, we will continue monitoring key macro variables such as global growth, inflation,
interest rates, China stimulus and geopolitical events for signs of whether the next 12 months
brings a global rebound or recession.
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Excelsia Capital Proprietary Limited (Registration No. 2015/131328/07) is an authorised financial services provider in terms of
the Financial Advisory and Intermediary Services Act 2002 (FSP No. 46756). Excelsia Capital is not authorised to and does not
provide financial advice. Accordingly, all information contained in this newsletter should not be construed, or relied upon, as
advice. Any representation or opinion is provided for information purposes only. Excelsia Capital does not undertake to update
or amend the information on an ongoing basis or to advise any person if such information subsequently becomes inaccurate. It
is not intended to create, and shall not be capable of creating, any obligation or liability on the part of Excelsia Capital.

Given that value of investments will fluctuate over time and that past returns may not be indicative of future returns, an investor
should seek independent professional financial, legal and tax advice relevant to their individual circumstances before making
any investment decision. The validity and accuracy of any illustrations, forecasts or hypothetical data are not guaranteed and
are only provided for illustrative purposes.




