
The gradual return of in�ation in Japan could rekindle its 
economy’s long suppressed ‘animal spirits’, potentially 
manifesting in increased private sector consumption and 
investment. Such investment activity should boost productivity 
and further spur economic growth. Japanese banks, two of 
which are explored herein, are at the forefront of bene�ting 
from this potential turn of fortune.

Repressed by the Central Bank
Although it remains the world’s fourth largest economy, Japan’s 
economic growth in real and nominal terms has stagnated over 
the past three decades. As one of the �rst industrialised 
countries to grapple with population decline and enduring 
national debt levels well exceeding global norms, Japan has 
long been a laboratory for the adoption of unconventional 
economic policy. 

It �rst adopted a zero-interest rate policy in the late 1990s as 
the country grappled with the continuing fallout from its earlier 
systemic �nancial crisis. In�ation remained absent despite the 
massive stimulus and the Bank of Japan (BoJ) introduced even 
more drastic measures. Yield curve control1 was started by 
the BoJ in 2016 and �rst used by the US Federal Reserve Bank 
during the Second World War. The BoJ not only adopted negative 

banks, Mitsubishi UFJ Financial Group (MUFG) and Sumitomo 
Mitsui Financial Group (SMFG). The bars demonstrate annual 
company pro�ts, whereas the lines indicate the change in 
respective income statement line items per company, relative 
to 2016. Neither bank has managed to grow their domestic 
net interest income since the BoJ’s policy changes in 2016. 
Business-related lending comprises roughly 70% of the 
domestic loan books of both banks. SMFG is more focused on 
retail customers and small to medium-sized businesses 
compared to MUFG.

A transitioning economy
The slight return of in�ation over the past year has gradually 
seen the BoJ allow 10-year government bond rates to increase, 
while maintaining negative short-term rates. Early signs that 
this in�ation may endure and perhaps increase towards BoJ 
targets have spurred expectations that a normalisation in 
monetary policy will see banks earn materially higher interest 
rate spreads. From a zero-rate starting point, assets will reprice 
higher far more than funding costs will rise. As interest rates 
gradually rise, the current signi�cant gap that exists between 
the NIM generated by Japanese banks and foreign banks, 
should narrow. The chart below compares a selection of bank 
NIMs grouped by country.

short-term policy rates, but also managed 10-year government 
bond rates to be at 0%.

One way that banks generate pro�t is by borrowing (from 
customers) via lower cost, generally short-tenure liabilities such 
as deposits, and investing in higher-yielding assets like home 
loans, credit card debt and vehicle �nance. They earn an 
interest rate spread between the loan and deposit rates (the 
net interest margin, or NIM) out of which they must absorb any 
credit losses. This is done while ensuring that no signi�cant 
mismatches occur between the average duration of a bank’s 
assets and liabilities. To the extent that the outstanding term 
of the assets do exceed that of the deposits, a term spread may 
also be earned.

The prevailing negative policy rates in Japan meant that 
Japanese banks were unable to make much interest rate spread, 
given that deposit rates cannot practically be lowered too far 
below zero and asset yields earned were little above zero. 
Additionally, they are effectively charged for the assets they are 
forced to retain with the Central Bank - earning below zero rates. 
Yield curve control of long rates also meant that term premiums 
were eroded. 

Japanese banks earned very low pro�ts during this time. The 
charts below show pro�tability metrics for two of the largest 
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In addition, higher economic activity should spur loan growth 
and generate higher bank non-interest revenues, due to more 
transactional activity on which fees are generated. These 
expected changes and very low starting bank share prices, 
have resulted in Japanese banks delivering strong capital gains 
over the past year.

Mind the turbulence
A faster growing Japan is positive, but higher Japanese interest 
rates will generate higher credit losses on bank loans as more 
borrowers come under �nancial pressure and default on 
repayments. We continue to closely monitor any evidence of 
emerging risk, which has not surfaced to date. 

Improving returns and corporate governance
Corporate management teams in Japan are increasingly 
focused on generating returns that exceed their cost of capital 
and those of the banks are no exception. MUFG and SMFG are 
growing higher-return parts of their business, divesting from 
businesses that generate inadequate pro�ts and returning excess 
levels of capital to shareholders via buybacks and increased 
dividend payout ratios. Cost efficiency also remains a focal 
point for both banks in pursuit of higher returns on capital.

Japanese banks have historically been very closely affiliated 
to related groups of companies. It was common for 

cross-shareholdings among companies to be maintained, 
led by a Japanese bank that provided �nancial services to the 
broader group. Depending on how these were structured, 
they were known as keiretsus or zaibatsus. For example, 
MUFG is considered one of the ‘Three Great Houses’ of the 
Mitsubishi Group, together with Mitsubishi Heavy Industries 
and Mitsubishi Corporation. These corporate relationships and 
the consequent friendly �nancing of related conglomerates 
often resulted in sub-optimal capital allocation decisions. With 
greater emphasis being placed on improving capital returns 
and free market behaviour, these investments are gradually 
being unwound, to the bene�t of the bank shareholders.

Among the largest
Both SMFG and MUFG were formed through mergers of 
existing Japanese banks in the early 2000s. Their total assets 
place them within the world’s �fteen largest banks. Their 
market share of Japanese domestic loans is approximately 
10% each. Being large global megabanks, they offer the full 
range of traditional banking services, in addition to trust 
banking, brokerage, investment banking and asset and 
wealth management.

The proportion of SMFG’s and MUFG’s loan books in foreign 
countries has gradually increased over the past decade, now 

nearing 40% as they have tried to allocate capital to higher- 
yielding economies. Asia (excluding Japan) and the US are their 
largest foreign markets. Although its domestic asset base 
exceeds those they have in global markets, given the disparity 
in interest rates between Japan and the rest of the world, net 
interest income generated by MUFG outside of Japan in 2023 
was 10 times higher than that generated in-country. 

Both groups also own stakes in foreign �nancial services entities. 
These include MUFG owning 22% of Morgan Stanley and SMFG 
having a 5% stake in Jefferies.

A potential massive in�ection in returns
A bank’s performance is signi�cantly impacted by monetary 
policy. As in�ation returns to Japan and interest rates normalise 
somewhat, Japanese banks are well placed to generate 
substantially higher returns. The balance sheets of MUFG and 
SMFG are positioned to be able to positively navigate this 
signi�cant change in economic environment and generate 
materially higher earnings in Japan in the years ahead. After 
substantial share price gains, these two banks continue to be 
modestly valued in relation to the cash �ows they should 
generate in future years, and our clients remain invested. In South Africa’s robust retail market, Pepkor stands 

out from competitors as the pre-eminent discounter. 
Armed with a strategic scale advantage and expansive 
operations, the group is positioned as a market leader 
in apparel, with considerable roots in other markets 
with growth opportunities. We delve into the key 
elements of Pepkor’s success, its scale advantage, the 
iconic PEP and Ackermans formats and the signi�cant 
cellular business.  



*Speciality: Tekkie Town, Dunns, Re�nery, Shoe City, CODE, SPCC | *FinTech: Financial services (Tenacity, Connect, Abacus, Cap�n), 
Informal Markets (Flash) | *Building Materials: BUCO, Timbercity, Tiletoria, Floors Direct, MacNeil, Cachet, B-One, Buchel, W&B Hardware, 

Buildware, Citiwood, Brands 4 Africa |  *Furniture, appliances and electronics: JD Home (Russells, Bradlows, Rochester, Sleepmasters), JD Tech (Incredible Connection, HiFi Corp)
Note: Ackermans and PEP �gures are estimates

Source: Company data, Camissa Asset Management estimates

Edcon’s constrained access to capital under private equity 
ownership enabled Ackermans to secure prime retail locations 
and make strategic expansions with reduced competitive 
pressure. Today, Ackermans is the leading kidswear retailer in 
the country, with more than 900 stores. 

With Jet falling under The Foschini Group umbrella since 2020, 
access to capital has no longer been a concern and they have 
returned as a far stronger competitor to Ackermans despite 
their smaller store base of 450. While we certainly acknowledge 
the heightened competition facing Ackermans, we remain 
positive about their growth prospects and they continue to be 
the dominant retailer in kidswear and infant clothing, with a 
strong store presence and brand affiliation as a leading value 
player in the market. 

Discounted discounter
Pepkor’s core offering is relatively defensive and bene�ts 
hugely from their unrivalled customer reach and scale. We 
anticipate growth from the newer segments within the group 
and a consumer that bene�ts from lower expected in�ation. 
Additionally, Pepkor’s recent Avenida acquisition in Brazil is 
still small but is growing rapidly and offers interesting and 
potentially material optionality. All this is not adequately 
represented in Pepkor’s share price and our clients are therefore 
exposed to this upside potential. 

this has opened other opportunities for the group. PAXI, PEP’s 
parcel delivery service (started in 2015), is an example of this. 
It offers the lowest courier fees in South Africa for consumers 
and small businesses and there are currently over 2 800 PAXI 
points located in all PEP, Tekkie Town and Shoe City stores 
across the country. This service uses the existing infrastructure 
of the group and therefore comes with little incremental 
costs to Pepkor. 

PAXI’s growth since inception has been steady and, in 2023, it 
completed just under �ve million deliveries, with 24 000 
businesses making use of the services. While this is a relatively 
small contributor to group pro�t at present, it is proving 
advantageous by boosting store footfall and strengthening 
overall customer brand loyalty.

Cellular sales soar 
Notably, Pepkor is the largest distributor of cellular phones in 
South Africa, selling an average of one million prepaid handsets 
per month alongside a staggering 50 million SIM cards per 
year. This line of business accounts for approximately 20% of 
group earnings. Currently, Pepkor sells the equivalent of 70% 
of all prepaid handsets in the country, 57% of which are 
now smartphones.

Pepkor’s far-reaching store footprint enables network providers 
to effectively reach the market for cellular phones and SIM cards, 

Pepkor tilts the scales

customers some relief in tough economic times, the reality is 
that the lower-end consumer remains severely �nancially 
challenged at present due to high food and transport costs. We 
have seen the impact of this manifesting in lower-than-normal 
sales growth in recent PEP results, but we remain sanguine 
about the prospects for this highly cash-generative business as 
the consumer cycle begins to turn. Additionally, PEP bene�ts 
from consumers trading down when real incomes are squeezed.

The people’s champ
As a group, Pepkor dominates the schoolwear market in 
South Africa, with 75% market share. A local PEP factory 
manufactures 11 million school garments annually and, 
consequently, a complete school uniform for a grade 1 child 
can be purchased at PEP for as little as R120. While schoolwear 
is a low margin business for PEP, the offering builds a loyal 
customer base and promotes store footfall with cross-product 
shopping opportunities. High sales volumes optimise revenues 
relative to its overhead costs (store rentals and employee 
costs) and enable PEP to bene�t from holding stock only for 
short periods.    

Unparalleled customer reach   
Pepkor’s extensive countrywide store footprint enables them 
to reach customer nodes that are inaccessible to other 
retailers. Coupled with a highly efficient distribution network, 

PEP’s ‘no frills’ approach is characterised by simple store formats 
that allow for a straightforward shopping experience, with the 
emphasis on affordability. Stores are mainly located in close 
proximity to their core customer base or public transport hubs, 
supporting the concept of affordability as customers save on travel 
costs. These locations have low store rentals in line with PEP’s 
low-cost operating model, boosting pro�tability for the group.

As illustrated on the next page, PEP has the biggest skew towards 
entry-level price points compared to competitors - 98% of their 
products are priced under R200, with an average price point of 
just R48. Loyalty for the PEP brand has enabled extensions into 
new formats such as PEP Home and PEP Cell, that have enjoyed 
quick and signi�cant success and offer future growth potential.  

Many of PEP’s customers are government employees, who have 
strong job security and have seen above average wage 
increases over the last decade. It is estimated that half of PEP’s 
customers earn less than R5 000 per month, with 40-50% of 
their customer base being social grant recipients, who similarly 
have reasonable income security, although at a very low level. 
PEP also has high exposure to informal economy participants, 
who are adaptable and resourceful in a tough economic climate.  

While their customer base is reasonably resilient and PEP’s 
product range of basic items at entry-level price points offers 

The Pepkor empire comprises over 5 700 stores across 
various market segments (charted below) in South Africa and 
neighbouring countries - the most extensive of any local 
retailer. The Foschini Group (TFG) has the second largest 
South African store presence with 3 644 stores.

Virtuous cycle of discounting
Pepkor enjoys unrivalled sourcing power as the largest 
South African garment buyer and therefore procures items at 
signi�cantly lower input prices than competitors - passing 
most of these savings on to customers, resulting in higher 
volumes sold. This virtuous cycle of low markups and 
high-volume sales has solidi�ed Pepkor's position as the 
leading discounter in South Africa.

PEP talk
The bene�t of Pepkor’s scale advantage is most apparent in the 
�agship PEP chain. Stocking everyday replenishment items at 
very low prices allows PEP to cater to price-sensitive customers, 
mainly residing in townships and rural areas, where PEP is often 
the only formal apparel retailer available. PEP is the price leader 
in 95% of their products on offer, with a comparable competitor 
price gap of 25%. PEP sells in excess of 690 million products 
annually across their 2 590-plus stores. 

making Pepkor an obvious partner of choice. Each handset is 
sold with an associated SIM card on behalf of a network 
provider. While the handsets generate a relatively low margin, 
most of the income derived from this arrangement is through 
recurring revenue. For each SIM card that Pepkor registers on 
behalf of the network providers, they earn a percentage of the 
airtime loaded throughout the active life of the SIM card, 
irrespective of where the airtime purchase is made. In future, 
we see Pepkor bene�ting from the ongoing migration to 
smartphones and the associated increase in data spend that 
this brings. 

Ackermans - beyond basics
Together with PEP, the Ackermans chain forms the heart of the 
Pepkor stable. These brands sell one in every two kidswear 
garments purchased in South Africa and two out of every three 
baby garments. Maintaining a strong commitment to value, 
Ackermans attracts and caters to a slightly more affluent 
customer base than PEP, with their stores mainly located in malls. 

In the period since 2007, the Edcon group (mainly Edgars and Jet) 
- then the largest local retailer - performed very poorly and 
shed signi�cant market share to its competitors. The weakened 
competition allowed Ackermans to gain meaningful market share 
(shown below from 2010) from Edcon’s chain of Jet stores where 
they competed head-on in key categories including kidswear. 

Pepkor group operating pro�t split by business (2023) 
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Edcon’s constrained access to capital under private equity 
ownership enabled Ackermans to secure prime retail locations 
and make strategic expansions with reduced competitive 
pressure. Today, Ackermans is the leading kidswear retailer in 
the country, with more than 900 stores. 

With Jet falling under The Foschini Group umbrella since 2020, 
access to capital has no longer been a concern and they have 
returned as a far stronger competitor to Ackermans despite 
their smaller store base of 450. While we certainly acknowledge 
the heightened competition facing Ackermans, we remain 
positive about their growth prospects and they continue to be 
the dominant retailer in kidswear and infant clothing, with a 
strong store presence and brand affiliation as a leading value 
player in the market. 
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Pepkor’s core offering is relatively defensive and bene�ts 
hugely from their unrivalled customer reach and scale. We 
anticipate growth from the newer segments within the group 
and a consumer that bene�ts from lower expected in�ation. 
Additionally, Pepkor’s recent Avenida acquisition in Brazil is 
still small but is growing rapidly and offers interesting and 
potentially material optionality. All this is not adequately 
represented in Pepkor’s share price and our clients are therefore 
exposed to this upside potential. 
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parcel delivery service (started in 2015), is an example of this. 
It offers the lowest courier fees in South Africa for consumers 
and small businesses and there are currently over 2 800 PAXI 
points located in all PEP, Tekkie Town and Shoe City stores 
across the country. This service uses the existing infrastructure 
of the group and therefore comes with little incremental 
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completed just under �ve million deliveries, with 24 000 
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overall customer brand loyalty.
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South Africa, selling an average of one million prepaid handsets 
per month alongside a staggering 50 million SIM cards per 
year. This line of business accounts for approximately 20% of 
group earnings. Currently, Pepkor sells the equivalent of 70% 
of all prepaid handsets in the country, 57% of which are 
now smartphones.

Pepkor’s far-reaching store footprint enables network providers 
to effectively reach the market for cellular phones and SIM cards, 
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customer base and promotes store footfall with cross-product 
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relative to its overhead costs (store rentals and employee 
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that allow for a straightforward shopping experience, with the 
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products are priced under R200, with an average price point of 
just R48. Loyalty for the PEP brand has enabled extensions into 
new formats such as PEP Home and PEP Cell, that have enjoyed 
quick and signi�cant success and offer future growth potential.  

Many of PEP’s customers are government employees, who have 
strong job security and have seen above average wage 
increases over the last decade. It is estimated that half of PEP’s 
customers earn less than R5 000 per month, with 40-50% of 
their customer base being social grant recipients, who similarly 
have reasonable income security, although at a very low level. 
PEP also has high exposure to informal economy participants, 
who are adaptable and resourceful in a tough economic climate.  

While their customer base is reasonably resilient and PEP’s 
product range of basic items at entry-level price points offers 

The Pepkor empire comprises over 5 700 stores across 
various market segments (charted below) in South Africa and 
neighbouring countries - the most extensive of any local 
retailer. The Foschini Group (TFG) has the second largest 
South African store presence with 3 644 stores.
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Pepkor enjoys unrivalled sourcing power as the largest 
South African garment buyer and therefore procures items at 
signi�cantly lower input prices than competitors - passing 
most of these savings on to customers, resulting in higher 
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airtime loaded throughout the active life of the SIM card, 
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this brings. 
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Pricing pro�le of apparel retailers (January 2024)
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recurring revenue. For each SIM card that Pepkor registers on 
behalf of the network providers, they earn a percentage of the 
airtime loaded throughout the active life of the SIM card, 
irrespective of where the airtime purchase is made. In future, 
we see Pepkor bene�ting from the ongoing migration to 
smartphones and the associated increase in data spend that 
this brings. 

Ackermans - beyond basics
Together with PEP, the Ackermans chain forms the heart of the 
Pepkor stable. These brands sell one in every two kidswear 
garments purchased in South Africa and two out of every three 
baby garments. Maintaining a strong commitment to value, 
Ackermans attracts and caters to a slightly more affluent 
customer base than PEP, with their stores mainly located in malls. 

In the period since 2007, the Edcon group (mainly Edgars and Jet) 
- then the largest local retailer - performed very poorly and 
shed signi�cant market share to its competitors. The weakened 
competition allowed Ackermans to gain meaningful market share 
(shown below from 2010) from Edcon’s chain of Jet stores where 
they competed head-on in key categories including kidswear. 
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Footnote: 1Annualised (ie the average annual return over the given time period); 2TER (total expense ratio) = % of average NAV of portfolio incurred as charges, levies and fees in the 
management of the portfolio for the rolling three-year period to 31 December 2023; #over 12 months to 31 December 2023. 3Transaction costs (TC) are unavoidable costs incurred in 
administering the �nancial products offered by Camissa Collective Investments and impact �nancial product returns. It should not be considered in isolation as returns may be impacted 
by many other factors over time including market returns, the type of �nancial product, the investment decisions of the investment manager and the TER. This is also calculated on the 
rolling three-year period to 31 December 2023 # over 12 months to 31 December 2023. 4Source: Morningstar; net of all costs incurred within the fund and measured using NAV prices with 
income distributions reinvested; 5Source: Camissa Asset Management; gross of management fees; 6Median return of Alexander Forbes SA Manager Watch: BIV Survey; 7Median return of 
Alexander Forbes Global Large Manager Watch. 

Disclaimer: The Camissa unit trust fund range is offered by Camissa Collective Investments (RF) Limited (Camissa), registration number 2010/009289/06. Camissa is a member of the 
Association for Savings and Investment SA (ASISA) and is a registered management company in terms of the Collective Investment Schemmes Control Act, No 45 of 2002. Camissa is a 
subsidiary of Camissa Asset Management (Pty) Limited [a licensed �nancial services provider (FSP No. 784)], the investment manager of the unit trust funds.
Unit trusts are generally medium to long-term investments. The value of units will �uctuate and past performance should not be used as a guide for future performance. Camissa does not 
provide any guarantee either with respect to the capital or the return of the portfolio(s). Foreign securities may be included in the portfolio(s) and may result in potential constraints on 
liquidity and the repatriation of funds. In addition, macroeconomic, political, foreign exchange, tax and settlement risks may apply. However, our robust investment process takes these 
factors into account. Unit trusts are traded at ruling prices and can engage in scrip lending and borrowing. Exchange rate movements, where applicable, may affect the value of underlying 
investments. Different classes of units may apply and are subject to different fees and charges. A schedule of the maximum fees, charges and commissions is available upon request. 
Commission and incentives may be paid, and if so, would be included in the overall costs. All funds are valued and priced at 15:00 each business day and at 17:00 on the last business day 
of the month. Forward pricing is used. The deadline for receiving instructions is 14:00 each business day in order to ensure same day value. Prices are published daily on our website.
Performance is based on a lump sum investment into the relevant portfolio(s) and is measured using Net Asset Value (NAV) prices with income distributions reinvested. NAV refers to the 
value of the fund’s assets less the value of its liabilities, divided by the number of units in issue. Figures are quoted after the deduction of all costs incurred within the fund. Individual 
investor performance may differ as a result of initial fees, the actual investment date, the date of reinvestment and dividend withholding tax. Camissa may close a portfolio to new investors 
in order to manage it more effectively in accordance with its mandate. Please refer to the relevant fund fact sheets for more information on the funds by visiting www.camissa-am.com. 
Camissa takes no responsibility for any information contained herein or attached hereto unless such information is issued under the signature of an FSCA-approved representative or key 
individual (as these terms are de�ned in FAIS) and is strictly related to the business of Camissa. Such information is not intended to nor does it constitute �nancial, tax, legal, investment or 
other advice, including but not limited to ‘advice’ as that term is de�ned in FAIS. Camissa does not guarantee the suitability or potential value of any information found in this communication. 
The user of this communication should consult with a quali�ed �nancial advisor before relying on any information found herein and before making any decision or taking any action in 
reliance thereon. This communication contains proprietary and con�dential information, some or all of which may be legally privileged. It is for the intended recipient only. If an error of any 
kind has misdirected this communication, please notify the author by replying to this communication and then deleting the same. If you are not the intended recipient you must not use, 
disclose, distribute, copy, print or rely on this communication. Camissa is not liable for any variation effected to this communication or any attachment hereto unless such variation has been 
approved in writing by an FSCA-approved representative or key individual of Camissa.

Camissa Asset Management (Pty) Limited is a licensed �nancial services provider (FSP No. 784)
Reg No. 1998/015218/07

Camissa Asset Management (Pty) Limited

Fifth Floor MontClare Place
Cnr Campground and Main Roads

Claremont 7708

PO Box 1016  Cape Town 8000

Tel +27 21 673 6300  Fax +27 86 675 8501

Email info@camissa-am.com

Website www.camissa-am.com




