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Miles Costello Tempus
Buy, sell or hold: today’s best share tips

Group looks the complete package 

T
his is the way the script has
been playing out in the
paper and packaging sector.
One of the big listed
companies reports a

bumper set of results and shares 
across the board fall. 

True to form, Mondi reported a 
25 per cent increase in annual pre-
tax profits to just over €1.1 billion 
yesterday and the shares dropped 
more than 6 per cent to close 116½p 
lower at £17.28½. DS Smith and 
Smurfit Kappa each also lost about 
3 per cent of their value in sympathy. 
Something doesn’t feel quite right. 

Mondi traces its history back to 
1967 when Anglo American, its 
former owner, constructed the 
Merebank paper mill in South Africa, 
though it began to take shape in its 
current form when the South 
African company bought two 
Austrian businesses, Frantschach and
Neusiedler, during the late 1980s. 

The modern Mondi is involved in
every stage of producing packaging, 
from managing forests and mills to 
producing pulp, paper and plastics 
for industrial and consumer use. 
Listed in the FTSE 100, as are its two 
big rivals, the company employs 
26,000 people in more than 30 
countries and generates annual 
revenues of just under €7.5 billion. 

Investor sentiment towards paper
and packaging has changed radically 

over the past year. The sector spent 
the majority of 2018 firmly in 
demand amid excitement about the 
Amazon-driven rise of cardboard 
packaging for consumer goods 
ordered online and a rash of mergers 
and acquisitions, including several 
attempts by International Paper of 
the US to buy Smurfit Kappa. 

That was followed by a sharp sell-

off, inspired by worries about prices, 
a supply glut in Europe and a 
crackdown by China on imports of 
low quality paper for recycling. Sir 
David Attenborough and the Blue 
Planet series also played their part as 
any company with even the remotest 
involvement in plastics, including 
Mondi, became unfashionable. 

Unfortunately, in all the noise, 
what seems to have happened is that, 
for investors, the sector’s big players 
have morphed into one group with 
little to distinguish them. This is 
some way removed from the reality. 

What unsettled markets yesterday
were cautious comments from Peter 
Oswald, Mondi chief executive, 
about price falls for the raw materials 

of containerboard and pulp paper 
used in some of its products. While 
prices have fallen sharply, especially 
in recent months, Mondi is far less 
exposed than its two big listed peers. 

About a third of Mondi’s business
is exposed to fluctuations in the price 
of containerboard, as against about 
90 per cent each for DS Smith and 
Smurfit. Prices in its two other big 
areas, kraft paper and uncoated fine 
paper, each accounting for about a 
quarter of the business, are much 
higher, in the latter’s case by between 
7 per cent and 8 per cent this year. 

Mondi is the world’s biggest 
producer of paper bags, making 
5.3  billion of them last year, and it is 
investing heavily in new factories to 
make more. It should be in a good 
position to benefit from the move 
away from using plastic bags and 
packaging, particularly in the West. 
While about 11 per cent of its 
earnings come from plastics, its 
products use 70 per cent less of the 
material than others and are 
predominantly recyclable. 

The group’s uncoated fine paper 
unit, making paper for copiers and 
printers, is cash generative but in 
long-term structural decline as the 
world prints less. Mondi is benefiting 
from rising prices for its existing 
paper products and could convert its 
factories to produce alternative 
packaging, such as kraft paper. 

Mondi’s shares, down a fifth since
their peak in August, will cost about 
11.9 times Jefferies’ forecast earnings 
for a prospective yield of about 
3.7 per cent — a stone-cold buy.

ADVICE Buy
WHY Rounded player well 
positioned for structural 
changes whose shares have 
been oversold 

mondi

Pre-tax profit 
€1.1bn 

Revenues €7.5bn
Dividend €0.76
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Fibre packaging

€4.1bn
€841m

Consumer packaging

€1.6bn
€115m

Uncoated fine paper 

€1.9bn
€395m
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