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In this edition:

Listed property: still a worthwhile investment?• 
Market turmoil: the more things change...• 
World population: bursting at the seams• 

(n: immediate insight; receive knowledge by direct perception)
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i N T U i T i O N
Market insight from the Harvard House Group

We primarily purchase shares in listed 
property companies (PUTS) for clients 
who need a regular income from their 
portfolios, and they have delivered 
excellent returns for clients over the past 
ten years.  Most of the listed companies 
have grown their dividends over the 
past five years, in sharp contrast to 
interest rates which have fallen over 
that period.  So the income received 
from PUTS has grown consistently over 
the past five years whereas the income 

received from cash investments (money market accounts 
and fixed deposits) has declined over the same period.  In 
addition, PUTS have also delivered capital growth for clients, 
underpinned by the rising trend of dividends. Collectively, 
they have been the best performing sector on the JSE over 
the past five years.  This is illustrated quite clearly in the table 
below.

However, PUTS are sensitive to changes in interest rates as 
we analysed in our article in the February 2011 issue (The 
Mathematics of Investing).  We are fairly certain that the rate 
of inflation will increase over the next 12 months and the 
Reserve Bank is likely to increase interest rates to curb the 
threat of inflation.  

So the question is whether PUTS will continue to deliver 
attractive returns for clients over the next 12 – 24 months.  
There are some issues which may cause problems for the 
sector and these may reduce the returns which clients can 
expect to receive.  These issues include the following:

1. Administered prices.  All of the companies which have 
reported results in the last two months have commented 
on the steep rise in administered prices, such as municipal 
rates and electricity.  The Johannesburg municipality has 

increased property rates by 27% this year and there is 
no attempt on the part of municipal managers to keep 
these costs in line with the official inflation target of 
3% - 6% which is set by the Reserve Bank.  Clearly the 
income which the municipalities receive from rates is a 
key factor in paying high salaries to municipal officials, 
and there is no incentive to keep the increase in rates to 
more acceptable levies.

Likewise, the problems at Eskom have been well 
publicized and consumers can expect to pay 25% more 
per annum for several years to come for the use of 
electricity. Company directors state quite openly that it 
is impossible to recover these increases in the form of 
increased rentals from tenants.  These costs also have 
a bearing on the renewal of leases, and the increased 
rentals which landlords could expect to negotiate with 
their clients might not be as lucrative as hoped for, 
because of the need to meet the tenants half way and to 
keep their buildings fully let.

2. Vacancies. The recessionary economy over the past two 
years has meant that most of the PUTS have reported 
increased vacancy levels in their properties.  This clearly 
reduces revenue while the costs remain the same and 
in some cases, even increase.  This puts pressure on 
margins and makes it more difficult for the companies to 
increase their dividend payments to unit holders at the 
same rate that they have been able to do over the past 
five years.

However, the optimists will see this as a plus factor.  If the 
landlords are capable of renting out vacant space, then 
that has an immediate effect on income and consequently 
on profits earned.  The rental of property is probably the 
last sector of the economy to pick up after a recessionary 
period and so there is cause for optimism that vacant 
space will be let over the next 12 – 18 months.

3. The Rental Market.  Company directors have been 
pointing to several positive developments relating to 
demand for space.  The following companies will change 
the current landscape over the next three years:

a. The giant Walmart Group is in the process of purchasing 
a controlling stake in Massmart, which in turn controls 

ListEd ProPErty: stiLL a wortHwHiLE invEstmEnt?

Nigel Porter

Asset 
Class

2006 2007 2008 2009 2010 Annual-
ised

SA Listed 
Property

28.4% 26.5% -4.5% 14.1% 29.6% 18.1%

Equities 41.2% 19.2% -23.5% 32.1% 19.0% 15.2%
Bonds 5.5% 4.2% 17.0% -1.0% 15.5% 7.9%
Cash 7.5% 9.4% 11.7% 10.3% 6.9% 9.4%
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Makro and Game.  The group has also stated its 
intention to expand into food retailing.  There will be 
a new demand for space in retail properties which has 
not been a factor in the past.

b. Zara, which is the largest fashion retailer in Europe, is 
also opening a chain of stores in South Africa.  This also 
will create new demand for space.  

Despite tough times, corporate activity continues unabated.  
The market leader, Growthpoint Properties, has teamed up 
with the Public Investment Commissioner to buy the V & A 
Waterfront for R9.7 billion.  This huge property is reckoned 
to be the most desirable piece of commercial real estate 
in South Africa, with the best long term growth prospects.  
Hyprop has purchased 100% control of 
the Atterbury Retail Fund, which was 
previously an unlisted property company 
focusing on shopping centres, for R8.4 
billion.  This will enhance the prospects 
for Hyprop in the medium term future.  
Capital Properties has purchased 100% 
control of Pangbourne Properties, to 
form the fourth largest company by market capitalization 
after Growthpoint, Redefine and the enlarged Hyprop.

There are others which we could mention, but the point 

to be made is that management is continually looking to 
increase the value and the performance of their respective 
companies through corporate activity.

Despite all the challenges faced by the industry, listed property 
still offers a number of benefits to those clients seeking a 
regular and reliable income::

1. The best income yield, when compared to other 
income generating investments such as bonds and cash 
investments.

2. The best potential for a rising dividend stream over the 
next three years.

3. The best scope for capital appreciation, in addition to the 
stream of income.

Times are undeniably tough for the industry 
as a whole, but the companies are well 
managed and are alert to both the problems 
and the opportunities.  We expect share 
prices to consolidate at current levels and 
this represents an opportunity to acquire 

shares at attractive levels in anticipation of the next growth 
phase, whilst still benefitting from the high income yields on 
offer.

Growthpoint Properties, has teamed up with the Public Investment Commissioner to buy the V & A Waterfront for R9.7 billion.

“We expect share prices 
to consolidate at current 

levels”
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By the second week of February, the 
JSE was flirting with a new all-time high. 
The previous high was reached in May 
2008 on the back of sky-high commodity 
prices that pushed local mining shares 
to exorbitant levels. Three months later, 
global markets plunged in response to 
the Financial Crisis. Investors tend to 
have short memories, but between the 
high of May 2008, and the ultimate low 
point reached in November of that same 
year, the index 

lost 46%.  By the middle of February 
this year, those losses had all but been 
erased, with commentators looking for a 
push into new territory. More seasoned 
investors were cautious. A new high just 
didn’t feel right. Had conditions really 
improved to such an extent that a new 
all-time high was warranted?

It certainly felt too good to be true. Despite better profits and 
compelling valuations in some sectors of the market, some 
share prices just looked too steamy. Most commentators felt 
that markets would correct, but no-one knew which factor 
would be responsible for that correction. Now we know! 
Unrest and pro-democracy protests spread like wildfire 
across the Middle East, pushing oil prices well above $100 
per barrel. That has raised concerns around the world. High 
oil prices imply high petrol prices, which a) fuel inflation, and 
b) squeeze consumer spending on other discretionary items. 
Whilst there is no real consensus as to how high oil prices must 
rise before the global economy tips back into recession, there 
is consensus that at $115 per barrel, we are awfully close. 
Markets fell in reaction, especially when the Libyan situation 
took a turn for the worse. We are not political experts, but a 
protracted civil war in Libya seems almost inevitable.

Then came Friday the 11th March, a day that will go down 
in history for all the wrong reasons. Japan was struck by its 
worst earthquake ever. Whilst Japan is probably the most 
prepared nation on earth to deal with earthquakes, they were 
not prepared for the tsunami that followed. The destruction 
is quite unbelievable, and markets lurched downwards as 
investors retreated to safe, low risk assets. 

Two weeks since the tragedy, investors are still trying to 
understand the full implications. The future of nuclear power 
hangs in the balance (which may have implications for other 
forms of fuel, including coal and clean power). More serious 
and more uncertain, however, are the knock-on effects for 
global industry and manufacturing from the destruction of 
various key factories in Japan. The downside of sourcing 
components for products on a “just-in-time” basis is that 
there is no slack in the system when things go wrong. Such 
is the case emanating from Japan. As one example, a factory 
producing key electronic engine components was obliterated. 

These components are critical in 
each and every car, and the company 
to whom this factory belonged, 
commands a global market share 
of 30%.  Some production may be 
shifted to other facilities, but at best, 
it is estimated that normal production 
will not resume until the end of this 
year. The knock-on effect of lower car 

sales will affect companies and consumers the world over. 
Platinum (used extensively in exhaust systems) might well 
weaken owing to weak demand.

To add insult to injury, March also saw a resurgence of concerns 
over the European Debt Crisis. We have written before that 
this Crisis still has a long way to run. Whilst the European Union 
has announced a number of measures to give substance to 
their commitment to ease the Crisis, markets remain jittery in 
the face of popular opposition to austerity measures. Growth 
is weak, jobs are scarce and the general populace in many 
countries is feeling the pinch. Austerity measures, whilst 
absolutely necessary to right the extravagances of the past, 
are not popular. Governments facing elections could well 
buckle under the pressure. Investors are nervous and ready 
to pounce.

All in all, one could describe the events of the past four weeks 
as the perfect storm for financial markets. Unsurprisingly, 
markets fell sharply during the course of the month, only to 
retrace much of those losses at the time of writing this article. 
Does that mean markets are back to normal?  Probably not, 
but volatile conditions are always a good opportunity to 
revisit the basics.

markEt turmoiL: tHE morE tHinGs cHanGE….

Micahel Porter

“To add insult to injury, March 
also saw a resurgence of 

concerns over the European 
Debt Crisis.”



We understand Your Need for Financial Integrity

i N T U i T i O N
Market insight from the Harvard House Group

Markets will be volatile as surely as night follows day. It is 
ingrained into the psyche of markets, and with the advent 
of hedge funds, computerized algorithmic trading and short 
selling, it is only likely to get more extreme. Bear in mind that 
there are two factors that influence the direction of share 
prices. The first is sentiment. That is something over which 
we have no control, and the reason why share prices change 
on a daily basis. The second is profitability and the change in 
profits from year to year. As asset managers, that is something 
over which we have more control. 

Our job as asset managers is to research and invest in 
companies that demonstrate growing profitability and which 
manifests itself in higher profits and dividends to shareholders. 
We do not always get it right – that would be superhuman – 
but hopefully our track record shows that we get it more right 
than wrong. In volatile times like these, it is our job to sift 
through the news and market movements and separate the 
sentiment from the fundamental changes. Markets always 
tend to over-react to profound events because by their 
nature, profound events create uncertainty. Initially, no one is 
sure what the implications will be? With time, the fog clears 
and markets settle down to face the new reality.

We are concerned about events in North Africa, and the 
possible contagion into other oil-producing countries. The 
Rand price of oil has risen from R616 per barrel to R795 per 
barrel this year alone. It would be worse were it not for the 
ongoing strength of the Rand. Added to this market pressure 
are additional fuel levies from the February Budget. Petrol 
prices will be at least 960 cents in April, versus just 845 cents 
in December. That is inflationary. Higher petrol prices are 
always a double whammy for our economy. On the one hand 

it’s inflationary, which tends to imply higher interest rates. 
But because petrol is a necessity, higher spending on petrol 
implies lower spending on other discretionary items. When 
combined, these factors can be a huge drag on economic 
growth – and our economy is only just starting to gain 
momentum. For now, inflationary pressures are contained, 
but it is a key statistic to watch over the next six months.

The impact from Japan on our companies is harder to quantify. 
There will be casualties, but the extent of any potential 
disruption remains unknown. So we will have to react as and 
when evidence emerges.

However, away from the immediate headlines, conditions 
on the ground here in SA continue to improve, albeit quite 
slowly in certain places. Last year shares rallied hard and we 
cautioned many times that profits would need to rise sharply 
to justify the higher share prices. Company results released 
so far this year bear out this trend. Profits have risen, and 
as a result, valuations have fallen. Shares are no longer as 
expensive as they were just a few months. That is good 
news.

The good news flowing from company results was further 
substantiated last week by data released by the Reserve 
Bank. Those statistics showed that companies have been 
aggressively saving money by scrimping on spending and 
repaying debt. Whilst this has been a drag on our economic 
growth over the last eighteen months (companies have 
not been expanding or taking on new staff), the bright side 
is that there is a strong foundation off which to grow into 
the future. Furthermore, one of our arguments for being 
invested in shares this year was that we expect dividends to 
grow strongly. These statistics support our theory. Companies 
have strong balance sheets and excessive cash. If there are 
limited opportunities for expansion, some of that cash should 
certainly find its way back into the pockets of shareholders.

To summarize, we cannot control sentiment and the volatility 
that stems from wild swings in sentiment. We can control 
company profitability by only investing in those companies 
that are growing. Despite the uncertainty created by Japan’s 
tragedy, we are confident that our economy will continue 
to improve as the year progresses. That should translate 
into improved earnings and accelerating dividends, both of 
which should manifest themselves in higher share prices. 
Investing is always a bumpy ride, but it doesn’t have to be an 
uncomfortable ride if one has the right focus.
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The World’s population will reach 7 
billion people in 2011, or so statisticians 
say. The challenge facing humanity 
has never been greater. Many  
commentators, research institutions 
and planners are of the opinion that 
the solutions to many of the most 
fundamental challenges will be found 
in science. But providing for the food, 
energy, health and safety needs of a 
growing population will require more 
than science alone.

The first billion people on planet earth was reached around 
1800 AD and it took another 130 years for the next billion 
people to be added. Thirty years later, around 1960, 3 billion 
people wandered the globe (with some going even further and 
exploring the universe – man on the moon, but realising that 
Earth was far more attractive a habitat than Space.) It then 
took only 14 years (by 1974) for 4 billion people to consume 
the resources at their disposal. Now it takes on average 12 
years to add another billion human beings. 2011 is heralded 
as the year that we will reach the 7 billion people mark.

How many is 7 billion people? Let’s assume we have a world 
party and everybody attends. Elevators allow about 2-3 
square feet of space per person. To allow for some dancing 
at the party we will allow 6 square feet per person – that is 
42 billion square feet for the party venue. This equates to the 
Juneau Icefield in Alaska or the State of Rhode Island including 

some of the parts covered by water (bring your costume) or 
the Emirate of Dubai, or maybe we can use the city of Multan 
in Pakistan. Another interesting fact: if we want a group photo 
(standing shoulder to shoulder) to show the grand children 
when we reach 8 billion people in the year 2024, and the 
photographer says “smile” in the 6900-odd spoken languages 
across our planet, we would be standing there for about an 
hour. That is a long time to hold a smile!

It is expected that the population will increase by 150,000 
people per day for the next forty years – quite believable 
when we consider that Michael has just produced his third son 
in rather quick succession - which means that the world will 
need to increase food production by 70% in the same period 
even as the relative number of acres that can be planted, 
shrinks. We will definitely need to find ways to grow more 
food per acre. The world population is already consuming 
more than we did 30 years ago. By 2030 it is estimated that 
the world will consume 60% more energy than today (Poor 
Eskom – how will it ever cope?) However, as demand for 
energy grows, the supply of fossil fuels does not. Fossil fuels 
are a finite resource. Unfortunately, following the disaster in 
Japan, nuclear energy has become a swear word. The need 
for expertise in microbiology, fermentation, polymer science 
and electrochemistry will potentially make the transition 
from fossil fuels to sustainable alternatives more attainable.

On a positive note, the fertility rate in most parts of the world 
has fallen. Among the reasons for that trend are a decline in 
infant mortality, economic improvement and the education 
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Willie Pelser
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and empowerment of women. The fertility rate amongst 
countries varies dramatically. Although a slowdown in fertility 
is positive, the effect of better nutrition, healthcare and 
education has now resulted in a growing aging population. 
People aged 80 and older are the most rapidly growing age 
group worldwide. On average, because we need to remember 
that birth rates and deaths vary dramatically from country to 
country, the world has moved from a population pyramid 
looking like a pine tree (typical of African countries) to a more 
pillar like structure (countries such as China, Russia, Japan 
and European countries) – see charts.

The demand on Earth’s natural resources, produce (food), 
consumer goods and technology are ever increasing, let 
alone the health-care requirements of an aging population. 
To quote an article in the National Geographic Magazine: “As 
Earth’s population hits seven billion in 2011, the percentage 
of people with a decent standard of living is higher than it 
has ever been. Inequality still abounds: two percent of the 
population owns 50 percent of the wealth. But the gap 
between the World’s poorest and richest is now filled by a 
broad middle-income group that scarcely existed on a global 
scale 50 years ago. More children live to be adults, and fewer 
adults die of preventable diseases. The birth rate is falling. Yet 
before the era of explosive population growth ends in 2050, 
Earth will hold more than nine billion people. The challenge: 
how to share and sustain the planet while lifting even more 
people into a better life.”

With this in mind, clients’ portfolios will always be aligned 
to withstand the challenges the world population brings, but 
also to benefit from those companies that align themselves 
to provide the necessities that we all take for granted and the 
luxuries that make life enjoyable.

Juneau Icefield in Alaska

insiGHt sEminar - GautEnG
As we grapple with the volatility inherent in financial markets, it is often a good idea to take a step back and look at the 
reasons for investing in the first place. Our next JHB seminar will focus on the art of savings and investment for the long 
haul. Markets are so volatile and there is so much news in the modern age that we tend to forget the basics that will ensure 
a successful investment or happy retirement.

These functions continue to draw a lot of 
support, for which we are very grateful. 
All clients are welcome, and please invite 
friends along if you feel they may benefit 
from the evening. 

Johannesburg
Topic: The art of long term saving
Date: 26th May 2011
Venue: JP Morgan Auditorium
Address: 1 Fricker Road, Illovo, Johannesburg
Time: 5.30pm for 6pm
RSVP: Cynthia Hirsch on 033 330 2164 or cynthiah@hhgroup.co.za
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Disclaimer:
The information contained in this newsletter comes from sources believed to be reliable, but Harvard House Investment Management (Pty) Ltd , Harvard 
House Financial Services Trust, and Harvard House, Chartered Accountants (collectively known as the Harvard House Group), do not warrant its completeness 
or accuracy.  Opinions, estimates and assumptions constitute our judgment as of the date hereof and are subject to change without notice.  Past performance 
is not indicative of future results.  This material is not intended as an offer or solicitation for the purchase or sale of any financial instrument. Any investor who 
wishes to invest with the Company should seek additional advice from an authorized representative of the firm. The Company accepts no liability whatsoever 
for any loss or damages whatsoever and howsoever incurred, or suffered, resulting, or arising, from the use of this newsletter. The contents of this newsletter 
does not constitute advice as contemplated in the Financial Advisory and Intermediary Services Act (FAIS) of 2002.
 
The Harvard House unit trusts are registered under the Metropolitan Collective Investments Schemes license.  Custodian: Standard Executors & Trustees:  Tel 
(021) 401-2286.  Collective Investments are generally medium to long term investments. The value of participating interests may go down as well as up and 
past performance is not necessarily a guide to the future. Collective Investments are traded at ruling prices and can engage in script lending.  Forward pricing is 
used. Commission and incentives may be paid and if so, are included in the overall cost.  This fund may be closed to new investors.  Collective Investment  prices 
are calculated on a Net Asset Value basis and auditor’s fees, bank charges, trustee and RSC levies are levied against the portfolio. The portfolio manager may 
borrow up to 10% of portfolio NAV to bridge insufficient liquidity.   Metropolitan Collective Investments is a member of the ACI and is an authorised Financial 
Services Provider.  Should you have any further queries or complaints regarding the suite of units trusts offered by The Harvard House Group please contact:  
Metropolitan Collective Investments Ltd Call Centre, Tel:  0860 100 279, Fax:  (021) 940 5885, PO Box 925 Bellville, 7535 Email:  metunit@metropolitan.co.za.  
If your complaint has not been resolved to your satisfaction, kindly contact our Complaints Resolution Committee, Tel:  (021) 940 5880, Fax:  (021) 940 6205, 
Email:  emoruck@metropolitan.co.za.  For your information, the FAIS ombudsman provides an independent and objective advisory service.  Should you not be 
satisfied with the outcome of a complaint handled by Metropolitan, please write to, The Ombudsman, PO Box 74571, Lynnwoodridge, 0040.  Telephone (012) 
470 9080/99.  Fax (012) 348 3447.  Email:  info@faisombud.co.za
 
Harvard House Investment Management (Pty) Ltd is an authorized financial services provider in terms of the FAIS Act (2002); Licence no: 675  
Harvard House Financial Services Trust is an authorized financial services provider in terms of the FAIS Act (2002); Licence no: 7758 
Harvard House, Chartered Accountants is an authorized financial services provider in terms of the FAIS Act (2002); Licence no: 14724

insiGHt sEminar - nataL midLands
Local investors have somewhat of a love-hate relationship with offshore investments. We all feel that we need some 
offshore assets as insurance against a deterioration of conditions in this country. Yet offshore returns (owing partly 
to the Rand) have been disappointing, leaving investors feeling disillusioned.  For some time Harvard House has been 
investigating the possibility of replicating our local investment philosophy abroad. This has now been finalized, and we are 
now in a position to offer clients a discretionary share portfolio of overseas shares, with all the benefits of lower costs and 
higher transparency. The presentation at 
the end of May will cover this venture in 
more detail, and is worth attending for all 
those clients with an interest in offshore 
investments.  These functions continue to 
draw a lot of support, for which we are 
very grateful. All clients are welcome, and 
please invite friends along if you feel they 
may benefit from the evening.

For more information on the range of products and services offered by Harvard House Investment Management 
and its associated companies (including Harvard House, Chartered Accountants), or for any financial advice, 
please contact the Company at:
Harvard House     Tel:  +27 (0) 33 330 2164
3 Harvard Street PO Box 235   Fax:  +27 (0) 33 330 2617   
Howick 3290  Howick 3290   E-mail:  admin@hhgroup.co.za
South Africa  South Africa   Website: www.hhgroup.co.za    

Natal Midlands
Topic: Discretionary Offshore Investments
Date: 31st May 2011
Venue: Cowan House Dining Room
Address: 11 Dennis Shepstone Drive,

Hilton
Time: 5.30pm for 6pm
RSVP: Cynthia Hirsch on 033 330 2164 or cynthiah@hhgroup.co.za


