
Empowering knowledge and insight exclusively from the Harvard House Group of companies

Fe
br

u
a

ry
  2

01
1 

V
O

Lu
M

e 
8 

 IS
Su

e 
2

In this edition:

The Mathematics of Investing• 
Inflation: Beware of the Sleeping Dragon• 
Annual Returns Histogram: A solid year for the JSE• 
2010 in Pictures• 
Answers to the 2010 Christmas Quiz• 
New addition to the HH Investment Team• 
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THE MaTHEMaTics of invEsTinG

Dual Listed Shares
Dual listed shares are those companies 
which have their primary listing in 
London and a secondary listing on the 
JSE.  The price is made in London and 
the price at which the shares trade in 
Johannesburg is calculated by taking 
the price in London and multiplying it 
by the Pound / Rand exchange rate.

British American Tobacco (BAT) is a 
prime example for the purpose of this 

exercise.  On 4th March 2009 BAT traded at £17 in London.  
The Rand / Pound exchange rate was R14 = £1 and this gave 
a price of 23800 cents on the JSE.  On 31st December 2010, 
BAT traded at £25.05 in London, the Rand exchange rate was 
R10.25 = £1 and the price of BAT was 25682 cents.

Several clients have asked me whether BAT is a good 
investment.  It has risen by £8.05 in London or by 47% since 
March 2009 which is a phenomenal return in Pounds Sterling.  
However, in Rand terms the gain has been a far more modest 
8%, due solely to the strength in the Rand.  If we extend the 
arithmetic and assume that the Rand was still trading at R14 
to the Pound, then BAT would be trading at 35070 cents.  The 
strength in the Rand has knocked 9388 cents off the price 
of BAT shares in Johannesburg.  There is a potential windfall 
in the shares if (or when) the Rand were to weaken against 
Sterling.  

This type of arithmetic can be applied to all of our dual 
listed shares, including Anglo American, BHP Billiton, Capital 
Shopping Centres, New European Property Investments, 
Richemont, and others.

Listed Property
Listed property (PUTS) is normally held for income and for 
various reasons is always considered to have a slightly higher 
risk profile than bonds (bonds issued by the government or 
Eskom for example.) One reason is that bonds are always 
redeemed at par, and can therefore never lose their capital 
value, although an investor can lose money on bonds 
depending on where in the interest rate cycle they are 
bought.  Furthermore, the capital value might remained 
unchanged, but can lose its purchasing power when adjusted 

for inflation. The rate of interest  paid out on the bonds 
remains unchanged for the entire life of each bond until 
redemption.  The capital value of PUTS however, can fluctuate 
widely over time and they can either increase or reduce their 
dividends.  They should normally trade at a yield of 0.5% - 
1% higher than bonds because of the perceived higher risk 
factor.  However, both bonds and PUTS move in tandem with 
the level of interest rates as set by the Reserve Bank from 
time to time.

Let us assume that a share is priced at 1000 cents, and pays 
a dividend of 150 cents, thereby yielding 15%, which is equal 
to the prime overdraft rate.  Let us assume further that the 
Reserve Bank drops interest rates five times by 1%, but the 
dividend remains unchanged.  The share price can then be 
expected to move upwards as indicated by the following 
table.

In other words the price of the share adjusts upwards, purely 
because investors are prepared to accept a lower yield owing 
to the interest rates environment which is prevalent at the 
time.  Let us then repeat this exercise, but assume that the 
company manages to increase its dividend by 8% per annum 
each year.

Nigel Porter

Prime Overdraft 
Rate

Dividend Price Yield (%)

15% 150 Cents 1000 Cents 15%
14% 150 Cents 1071 Cents 14%
13% 150 Cents 1153 Cents 13%
12% 150 Cents 1250 Cents 12%
11% 150 Cents 1363 Cents 11%
10% 150 Cents 1500 Cents 10%

Prime Overdraft 
Rate

Dividend Price Yield (%)

15% 150 Cents 1000 Cents 15%
14% 162 Cents 1157 Cents 14%
13% 175 Cents 1346 Cents 13%
12% 189 Cents 1575 Cents 12%
11% 204 Cents 1854 Cents 11%
10% 220 Cents 2200 Cents 10%
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This is exactly what has happened with the majority of PUTS 
over the past four years.  They have benefited from both a 
reduction in interest rates, and an increase in the annual 
dividend which has been declared.  

Clients should however be very much aware that the situation 
works equally in reverse when interest rates are rising.  If 
the dividend remains unchanged and there is an increase in 
interest rates, then the prices of listed property shares can 
be expected to fall because investors will require a higher 
yield.  PUTS can still increase their dividends which will help 
to maintain a higher yield even if there is a slight reduction 
in capital value.

The key here is the level of interest rates.  Many commentators 
are suggesting that we are at the bottom of the interest rate 
cycle, and of the inflation cycle.  If the rate of inflation starts 

to increase again, (albeit from a low level) then the Reserve 
Bank can be expected to start a cycle of rising interest rates to 
combat inflation.   Clients may well find that the value of their 
shares in various listed property companies does not increase 
over the next 12-24 months as regularly and as consistently 
as they have done over the past 4 years. 

However, for those clients who have a need for income we 
still consider that puts are the preferred investment because 
the yield is higher than we can obtain elsewhere, and there 
is always the prospect for increased dividends to counter any 
increase in interest rates.

Our next Insight Seminar due to be held at the end of 
March will deal with listed property in more detail. 
Please see the back page of this issue for more 
detail.

inflaTion: BEwarE THE slEEpinG DraGon

Some people say that inflation is not a 
problem until it is a problem. How should 
we interpret this? The most probable 
explanation for the comment that 
inflation is not a problem is the fact that 
inflation is used as a measure to adjust 
salaries and wages. 
If we didn’t have 
inflation what would 
your annual income 
grow by? Would it be 
0% because inflation 

does not exist? Imagine such a world – it 
sounds a bit far-fetched, although Japan 
has been mired in deflation (or no inflation) 
for twenty odd years. Furthermore, 
inflation is used by businesses to adjust 
their sales prices in an attempt to make 
more profits. So it follows that if inflation 
is not a problem, then income or salary increases and price 
increases will be equal –no problem! Unfortunately that is 
not the real word, or at least not the one in which ordinary 
South Africans find themselves.

So when is inflation a problem? A simple answer would be 
if prices escalate faster than general expectations. Many 
people fear inflation, even moderate inflation rates (around 

5%) because they worry that prices will begin to gallop 
upward, in other words that the moderate rate of inflation 
will degenerate into hyperinflation. Then people will ask 
whether a creeping pace of inflation will inevitably quicken 
to become a trot, that a trot will become a canter, and that a 
canter will become a gallop? Almost all financial or economic 

commentators see inflation remaining 
under control for the forseeable future. 
Our question is: “Is this correct?”

The South African Reserve Bank met on 
20th January and decided to leave the 
repo rate unchanged. The decision to 
lower the repo rate over the course of 
2010 was mainly driven by much lower 
inflation as shown in the chart below. 
Having dipped as low as 3.2%, inflation 
as measured by CPI, has already risen 
back to 3.6% and was cited as one of the 

reasons for leaving interest rates unchanged. The Bank is 
projecting an inflation rate of 4.6% for 2011.   This is higher 
than their previous forecast of 4.3%, owing to the fact that 
they have changed their assumptions for oil (and therefore 
petrol) prices.  The Reserve Bank now forecasts that oil will 
average $90 per barrel for the year. Three weeks into the new 
year, and oil is already trading at almost $100 per barrel!

Willie Pelser

“Almost all financial 
or economic 

commentators see 
inflation remaining 

under control for the 
forseeable future. ”
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We are much more concerned about the prospects for 
inflation in 2011 than the Reserve Bank. Our concerns stem 
from three sources: food, salaries and administered prices. 

Food
Globally food prices have exploded over the last 7 months, 
yet they have almost passed unnoticed in the financial 
press. However, suddenly it has being brought to the fore 
due to droughts and wild fires in Russia, mudslides in South 
America, and flooding in Australia and other parts of the 
world, including South Africa. Economists have been dealt a 
rude wake-up call and are starting to warn in earnest against 
the impact of rising food prices. An example within the food 
basket is the price of wheat. Breads and Cereals constitutes 
33% of the South African food inflation category. Local wheat 
prices have risen in sympathy with global prices, which are 
50% higher than a year ago. We will have to wait and see 

whether bread prices will rise here following the extensive 
enquiry into bread prices by the Competition Commission. 
Perhaps “competition” will limit the extent of forthcoming 
increases, but how long will our major food producers (Tiger 
Brands, Pioneer Foods and Premier Milling) absorb rising 
costs before being forced to pass them on?

Salaries
Labour costs remain a major concern for the South African 
economy. Unit labour costs have been rising consistently 
since 2007, despite the recession. What makes this even more 
damaging is that organized labour has managed to negotiate 
higher salaries despite “not been at work”. The graph on the 
number of working days lost should be read in conjunction 
with the other graph showing real wages and inflation. In the 
first 9 months of 2010 SA lost more working days due to strike 
action than in the whole of 2007. Dr Cees Bruggemans, Chief 
Economist at FNB, asked the question in a note he published 
a few weeks ago: “What if labour keeps confusing nominal 
with real demands?” The ultimate impact on inflation is yet 
to be felt. However, extremely positive Christmas trading 
updates from our major retail chains already clearly reflect 
the impact of higher salaries.

Administered prices
Administered prices (items such as electricity, municipal 
rates, salary  increases for domestic workers) have remained 
stubbornly high. Unfortunately most of it comes from semi 
government organisations. We have all started to feel the 
effect of Eskom’s tariff increases and unfortunately the high 
increases were not just a “once off”. There are more to 
come. Unfortunately higher petrol prices and their impact on 
transport costs is still to materialize, but it will come. Although 
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For the past few years, we have created 
a histogram of annual returns for the 
JSE, and owing to its popularity and 
ease of use, we will update it annually in 
the February issue. Having experienced 
a roller-coaster few years, we looked 
back in history to determine the pattern 
experienced after the last serious bear 
market in 1970. Returns for the two 
years that followed 1970 were between 
0-10% for 1971, and between 60-70% for 
1972. This time last year, we cautioned 

our clients that a similar pattern was highly unlikely this time 
round. In fact, we said that we expected returns of 15% for 
2010.

Our crystal ball has seldom worked so well. The JSE gained 
16.1% in 2010, and when dividends are included, the total 
return for the year was just short of 19% - a very credible 
performance given the turmoil that was experienced. Looking 
at the histogram below, that makes sense. Over the past fifty 
years, returns for the JSE have fallen between 0% and 30% 
almost 50% of the time, so last year’s return was right in the 
middle. 

Studying the chart for a few moments raising a few interesting 
observations.

The analysis covers the past fifty one years. There have 1. 
only been twelve instances (out of fifty one) where 
the JSE has delivered a negative return for the year. 
That is less than 1 in every 4 years, despite the higher 
perceived risk from investing in shares.

Of those twelve instances, in three cases, there were 2. 
negative returns for two years in a row (69-70, 75-76, 
and 97-98.)

For the year ahead, we are forecasting another year of similar 
returns, which is well ahead of inflation and thus reason 
enough for being invested in shares, despite the volatility 
that will no doubt linger for much of this year. 

We are encouraged by a number of factors (better prospects 
in the US, a steadily improving domestic economy, robust 
commodity prices) that should support shares. Equally 
important, we see a strong recovery in dividends this year. 
Companies are flush with cash and reluctant to embark on 
fresh expansion. That should mean that more cash is returned 
to shareholders!

the rate at which administered prices have increased has 
slowed from 14.5% in January 2010 to 8.5% now, they remain 
stubbornly high, and well in excess of broader inflation at 
3.6%. 

You cannot end a note on inflation without mentioning the 
Rand. Clients relying on offshore pensions can vouch for 
the fact that the Rand has been particularly strong against 
a basket of various currencies over the last year. Although 
negative for some, the Rand has thus far cushioned SA 
against the impact of rising commodity prices (and in our 

example, food commodities.) Were the Rand to have traded 
on average at R8 to the Dollar during 2010, the impact from 
food and oil prices would have pushed inflation far above the 
6% upper target limit. The Reserve Bank would have been 
forced to raise interest rates, not lower them, which in turn 
could have led to a prolonged recession. Unfortunately there 
are a number of factors which suggest that the Rand might 
weaken over the course of 2011. Whilst we do not want to 
sound too alarmist on the inflation front, we are watching it 
like a hawk. Higher inflation could point to a more difficult 
second half of the year for investors.

annual rETurns

Michael Porter

HisToGraM of annual rETurns

0 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

-30 to -20 -20 to -10 -10 to 0 0 to 10 10 to 20 20 to 30 30 to 40 40 to 50 50 to 60 60 to 70 70 to 80 80 to 90 90 to 100 

% return 

'60	  

'69	  

'75	  

'76	  

'87	  

'90	  

'92	  

'97	  

'98	  

'02	   '96	  

'00	  

'65	  

'71	  

'73	  

'81	  

'84	  

'95	  

'70	   '61	  

'64	  

'67	  

'74	  

'83	  

'88	  

'03	  

'07	  

'62	  

'63	  

'66	  

'77	  

'94	  

'01	  

'04	  

'78	  

'82	  

'91	  

'80	  

'85	  

'05	  

'06	  

'68	  

'86	  

'89	  

'93	  

'72	  

'99	  

'79	  

'08	  

No. of occurences 

'09	  

'10	  



We understand Your Need for Financial Integrity

I N T u I T I O N
Market Insight from the Harvard House Group

2010 in picTurEs
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SA	  experiences	  a	  prolonged	  and	  
violent	  public	  sector	  strike.	  The	  
World	  Cup	  honeymoon	  ends	  
abruptly.	  On	  top	  of	  that,	  there	  
are	  lingering	  concerns	  about	  a	  
global	  "double	  dip"	  recession.	  

Global	  markets	  get	  the	  
first	  whiff	  that	  there	  may	  
be	  problems	  with	  Greece	  
and	  its	  excessive	  debts.	  

Investors	  forget	  
all	  their	  worries	  
as	  beFer	  
economic	  data	  
spurs	  a	  rally.	  The	  
JSE	  rallied	  8%	  in	  
March.	  

Enthusiasm	  was	  short-‐lived	  as	  Greece	  
lurged	  into	  its	  debt	  crisis.	  On	  top	  of	  
that,	  Australoia	  announced	  puniMve	  
new	  taxes	  on	  the	  mining	  industry.	  
Mining	  shares	  fell	  sharply.	  

The	  World	  Cup	  is	  a	  success.	  OpMmism	  
and	  Soccer	  Fever	  liO	  the	  mood	  across	  the	  
economy.	  

The	  US	  Federal	  Reserve	  announces	  
its	  policy	  of	  "QE2".	  Markets	  rally	  
hard.	  The	  JSE	  is	  given	  an	  extra	  
boost	  when	  Walmart	  makes	  an	  
indicaMve	  offer	  for	  Massmart.	  

Markets	  conMnue	  to	  rally	  as	  
economic	  data	  improves.	  Local	  
industrial	  shares	  reach	  fresh	  all-‐
Mme	  highs.	  

The	  JSE	  ends	  2010	  on	  	  a	  good	  
note	  as	  Dollar	  weakness	  
sends	  commodites,	  and	  
mining	  shares,	  soaring.	  

The JSE Started on a good note, 
but fears of excessive regulation 
following the Crisis, as well as an 
overheating Chinese economy, 
saw the JSE fall 3% in January. 

annual rETurns
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reading. Developed markets (the bars in dark blue) 
were solid, yet uninspiring, although the US put in a 
late surge towards year end. Emerging markets (in 
green) generally fared better, although the two 
"powerhouses" under-performed by a wide margin. 
(Note the JSE returned just under 20% - in line with 
its peers.) Commodities (in red) shot the lights out - 
despite the volatile economic data. Not shown on 
the chart is palladium (platinum's sister metal) that 
gained over 100%.  
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answErs To THE cHrisTMas Quiz

Once again thank you to all clients who took the time to 
enter our Christmas Quiz. Encouragingly, we received far 
more entries this year than last, so hopefully our clients are 
becoming more confident with their investment knowledge! 
Last year we had a 100% success rate – all entries were 100% 
correct. This year, there were one or two wrong answers, but 

on the whole, most entries were 100% correct. So well done 
to all concerned. Our winner this year is Joan McCann, from 
Rivonia in Johannesburg. Well done.  Joan has won a hamper 
of decadent goodies to get the new year off to a good start. 
The questions are repeated below, with answers alongside, 
for those who are interested.

Question Answer
1. For the ten-year period that ended in February 2010, at what rate has Pick n Pay grown 

its dividend to shareholders?
19.9%

2. In our February issue, we reviewed the decade just passed. How many bear markets 
did the JSE suffer during the ten year period from 2000 to 2009?

4 bear markets

3. In that same issue, we showed a histogram of annual returns for the JSE. In which year 
did the JSE deliver a positive return of between 90% and 100%?

1979

4. MTN has grown significantly since its launch way back in 1994, expanding across 
Africa and the Middle East. According to our May issue, what percentage of MTN’s 
subscribers are now sourced from South Africa?

14%

5. Who was the popular and well-known radio and TV personality who presented at our 
annual investment conference in October?

David Shapiro

6. In our August issue we looked at technical analysis – the study of charts. The Dow 
Jones Index in the US trended sideways for an extensive period during the 60’s and 
70’s. For how many years did this sideways trend last?

17 years

7. In August of this year, Harvard House held a fund raising event to raise money for 
which organization?

Howick Hospice

8. According to one of the articles in our September issue, what is the investment 
challenge of our era?

Generating income

9. In our October issue we wrote about four fascinating shares. Name any one of them. BHP Billiton, Tongaat, Naspers & Netcare
10. In that same issue, we had a small insert explaining “potash”. In which industry is 

potash most commonly used?
Fertiliser or farming

Owing to the strong support that we continue to receive 
from our loyal client base, we have grown strongly over the 
past few years, gaining a number of new investment clients. 
In addition, financial markets continue to evolve, with new 
companies being listed all the time. These trends combined 
have given us reason to expand our team, and we are pleased 
to announce the appointment of Chris Greene to the Harvard 
House investment team. 

Chris was raised in the Natal Midlands before moving to the 
UK when his family emigrated there in 1987. After nine years 
of cold, dreary winters, Chris returned to SA in 1996. For the 
past nine years, Chris has taught economics at Maritzburg 

College (including six years as head 
of department.) Under Chris’s 
guidance, the boys at Maritzburg 
College performed exceptionally 
well in the annual JSE Schools 
Challenge, winning the annual 
competition twice. Chris and his 
wife Viv live in Hilton and have 
a daughter, Natasha, who is 18 
months old. We are excited by his 
appointment and the experience 
and knowledge  that he will add 
to our investment debate.

nEw aDDiTion To THE HH invEsTMEnT TEaM

Chris Greene
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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
The best performing asset class over 2010, and indeed over the past ten years, has been listed property. Traditionally, listed 
property is a more stable investment than shares, and therefore lower returns are expected, especially over periods such 
as ten years. Yet this has not been the case.  Our next Insight presentation will focus on listed property, the prospects and 
drivers, and whether we should continue to invest in it for clients in the years ahead.  

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: Listed Property:  Is it still a worthwhile investment
Date: 29th March 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


