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| Seeking Alpha (a). ..

“It’s not whether you're right or wrong that’s important, but how much money
you make when you're right and how much you lose when you're wrong.”
George Sorvs.

It's that time again, the beginning of another calendar year, when
investors, serious and casual, look back in order to look ahead.
Traditionally, in our “looking back note”, we have always devoted
the first paragraphs to reviewing indicators such as economic
growth, inflation trends, exchange rate movements, etc, but not this
year. On the policy front, 2024 was more of the same, without any
radical policy shifts. As such, the economy performed as previously
predicted, with foreign currency shortages continuing while the
exchange rate remained controlled on the official markets but
devalued in the streets. Inflation pressures remained high.

In our 2023 review of the MSE, we focused on the calculation and
meaning of real returns. This year, we are looking at some of the
concepts which are popular in but not necessarily the preserve of the
USA’s hedge fund space. These are “alpha return” and “bigh-water
mark”. Alpha return measures the return of an asset, in this case, an
equity holding or portfolio, compared to the benchmark. In other
words, alpha measures the excess return. A positive alpha shows that
the portfolio or share outperformed the benchmark. Noza bene, alpha
measurement is historical, and past alpha generation does not imply
future alpha generation.

The high-water mark is, simply put, the highest value an investment
has ever achieved. This is particularly important for funds managed
by third parties, as the principle ensures that fees are only charged
on actual gains and not on the recovery of previous losses. As an
example, suppose a fund is 100% invested in TNM, which had a
high watermark when the share price was MWK30. It means that no
performance fees are paid until the share price surpasses MWK30
again.

Circling back to alpha returns, how are these achieved? Short answer
— skills and expertise. Generating positive alpha indicates the
presence of fund management or stock-picking skills. Stock picking
is the process of selecting individual shares that have the potential
to generate higher returns. The generation of alpha, thus,
demonstrates the ability to identify shares that are likely to

We will consider (a) interest rates in the money market, and inflation

developments and (b) company financial performance.

Although the relationship is rather more complex on the ground, in
theory, interest rates and share prices generally move in opposite
directions. Rising interest rates, typically represented by treasury bill
yields, usually cause downward pressure on share prices. Falling
treasury bill yields tend to boost the market. In layman’s terms, fund
managers and other investors will generally invest in treasury bills
and other fixed-income assets if the yields are attractive. Hence,
share market returns would tend to be lower.

In a high-inflation environment like Malawi, the concept of real
interest rate yields, which we discussed in last year’s note, then
comes to the fore. A situation in which money market yields are
lower than the inflation rate, no matter how high the yields are, still
favours the share market.

Dec-23 Dec-24
Policy Rate (%) 24.00 26.00
91-day TB Yield (%) 14.97 16.32
182 day TB Yield (%) 18.00 20.00
364-day TB yield (%) 22.72 24.51
Average Annual Inflation (%) 28.68 32.72

In 2024, real treasury bill yields, on the short end, were hugely
negative, though the gap narrowed on the longer tenors. Although
the policy rate was hiked by 200bps in 2024, inflation also remained
stubbornly high, peaking at 35% in January and continuing above
30% for 10 months of the year. Given the negative real interest rates,
it was a no-brainer that investors would seck to preserve value by
investing in shares. Lately, the term “TINA” (there is no alternative)
has been used to describe an environment in which investors find a
particular asset as the best within a mediocre set of investment
options. Malawi is in that situation now.

Although actual company financial performance will only be known
around March 2025, the June 2024 results and trading updates
published in the November/December 2024 period gave an
indication of what investors should expect. We have tabulated the
projected earnings based on the trading updates, and it looks like
most of the companies will produce inflation-beating earnings
growth. To underline that the earnings are supported by strong cash
flows, companies such as NBS, Standard Bank (SBM), NICO and
FDH have already announced the payment of second interim
dividends.
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As is evident from the above, conditions such as negative real interest
rates and robust financial performance were favourable for an MSE
bull run. True to form, the MSE generated positive returns, with the
index up 52% in 2024.

Dec-24 Price Dec - 23 Price 2024 Return Alpha Return

NICO 419.02 150.40 178.60% 126.5%
FDH 148.23 70.00 111.76% 59.6%
FMBCH 555.00 315.00 76.19% 24.1%
NBM 3,462.17 2,101.00 64.79% 12.7%
SBM 6,483.95 3,950.00 64.15% 12.0%
NBS 174.07 114.90 51.50% (0.6%)
AIRTEL 90.00 60.00 50.00% (2.1%)
TNM 24.99 18.70 33.64% (18.5%)
SUNBIRD 240.08 191.07 25.65% (26.5%)
MPICO 18.53 15.00 23.53% (28.6%)
BHL 14.55 13.00 11.92% (40.2%)
ILLOVO 1,355.08 1,260.00 7.55% (44.6%)
NITL 440.00 409.99 7.32% (44.8%)
ICON 18.05 17.85 1.12% (51.0%)
PCL 2,499.79 2,506.99 (0.29%) (52.4%)
INDEX 131,362.56 86,359.68 52.11%

For the calculation of alpha, we used the MSE Domestic Share Index
(index) as the benchmark. The real surprise on the list is NICO, which
has the highest nominal return of 178.6% and an alpha return of a
positive 126.5%. NICO, although having blue chip status, has in the
past tended to lag the market, and sometimes the impressive
petformance of its subsidiary NBS would be diluted by a lacklustre
showing from the insurance subsidiaries. In terms of alpha returns,
only five shares beat the market, and it is not surprising that four of
the stocks are banks in addition to NICO.

On the other hand, investors have not been keen on ICON and PCL..
Even BHL, which was in the market with a rights issue, did attract
some punters who were willing to pay up for the scrip. As well, it
appears that investors are buying into the turnaround story of TNM,
which rose by a third.

A common refrain is that investing in shares is a long-term game, and
hence, it would be misleading for investors to review one year only,
especially in the light of what we indicated eatlier - past alpha does
not imply future alpha generation. We also have taken cognisance of
the fact that there are investors, and there are speculators. Each seeks
to profit, the former in the long term and the latter in the short term.
Hence, for investors, we have retraced back to see what has happened
in the last five years and tabulated the results below;

Dec-24 Dec-23 Dec-22 Dec-21 Dec-20 5year 5Syear ALPHA

Return CAGR
FMBCH 555.00 315.00 110.86 80.00 2204 2418% 91%  54%
ILLOVO 1,355.08 1,260.00 540.00 300.00 80.48 1584% 76%  39%
FDH 148.23 70.00 17.37 15.81 1445 926% 59%  23%
NBS 174.07 114.90 34.00 22.90 2160 706% 52%  15%
NICO 419.02 150.40 60.00 55.00 5200 706% 52% 15%
SBM 6,483.95 3,950.00 2,000.16 1,400.00 1,046.39 520% 44% 8%
NBM 3,462.17 2,101.00 1,542.95 810.12 650.00 433% 40% 3%
NITL 440.00 409.99 124.99 94.98 9495 363% 36% (1%)
AIRTEL 90.00 60.00 56.64 40.00 2198 222% 26% (10%)
SUNBIRD 240.08 191.07 92.06 90.01 105.00 129% 18% (18%)
PcL 2,499.79 2,506.99 2,181.37 1,900.00 130947  91% 14% (23%)
ICON 18.05 17.85 11.95 12.89 1227 47% 8% (28%)
TNM 24.99 18.70 14.00 2292 2007  25% 4% (32%)
BHL 14.55 13.00 10.97 11.01 1294 12% 2% (34%)
MPICO 18.53 15.00 20.64 20.70 2000 (12%) (2%) (39%)

INDEX  131,362.56 86,359.68 50,804.03 37,061.70 27,755.46  373%  36%

The picture changes, with the most value being created by FMBCH,
ILLOVO, FDH and NBS. The one consistent company has been
PCL, which, for its status in the market, has proven not to be a
HODL. HODL is a “slang” term which originated in the crypto
space around 2013 but has since been adopted by other investment

domains. The term has overtime been retrofitted to mean ‘Hold On
for Dear Life’. For simplicity’s sake, “hodl” refers to a lifetime buy-
and-hold share or asset. PCL is not definitely a hodl, but maybe
FMBCH is.

I In the outlook ...

“Know what you own and know why you own it.” - Peter Lynch

Investors should expect more of the same. Nothing major is
brewing on the policy front, with the caveat being that this is an
election year. As such, the Kwacha will be under pressure and the
printing press might sprint a little, with all this adding to inflation.
One mitigating factor is good agricultural output, which should
alleviate imports and slow down food inflation, should it be
achieved.

That being said, it is not surprising that the domestic index is up
46% year-to-date. Leading the charge are FDH, FMBCH, and NBS,
which have more than doubled. It is also not surprising that the trio
has published very positive trading updates which are being priced
in. Also, momentum trading and fear of missing out (FOMO) are
beginning to dominate the market and pushing some share prices
even higher. The property stocks continue to lag the market.

Lastly, alpha generating investors embrace relevant data, exercise
self-control, and apply rational thought to portfolio construction,

stock picking and maintenance while ignoring the noise.

All the best in 2025 to all our investors.

| MSE’s place in Afica. ...

Using the official exchange rates for the evaluation of performance
shows that Kenya, with 60%, was the best market in Africa. This
performance was driven by the return of foreign investor
confidence following the successful re-financing on the US$2bln
Eurobond, which culminated in a 17% appreciation of the Shilling
in 2024. The MSE is second with 48% for the Domestic Share Index
and 50% for the Malawi All Share Index. In the red were countries
which struggled with forex shortages, which led to massive local
currency devaluations and foreign investor outflows, Egypt and
Nigeria. Most foreign investors have really stopped bothering about
Zimbabwe.
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Select African countries benchmark index dollar returns

USD return
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11.9%

Source — Standard Investment Bank (Kenya)
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