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In this edition:

Nightmare on Wall Street, Part 2• 
Dividends: still the holy grail• 
Retail therapy: a few observations• 

(n: immediate insight; receive knowledge by direct perception)
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Almost three years have passed since 
the onset of the Financial Crisis, and 
it has been more than two years since 
the darkest days of the associated bear 
market. If we cast our minds back, 
markets bottomed in March 2009. 
That now seems like a long time ago. 
In the ensuing two years, markets have 
recovered – the JSE is trading in a range 
near its previous highs – economies 
have recovered, and in some instances, 
largesse is more pervasive than ever. 

A casual observer might well be forgiven for wondering if 
there ever was a Financial Crisis – demand for luxury goods 
is stronger than ever – and banks seem to have reverted to 
many of their old habits.

The market is full of adages, sayings, and perceived wisdom. 
One of the more common adages is “Sell in May and go 
away.” Quite often, the middle few months of the year are 
weak ones for markets, as they coincide with the onset of the 
Northern Hemisphere summer, and a natural slowdown as 
annual holidays take their toll on productivity. In May, the JSE 
fell marginally, nothing unusual. However, markets across the 
world have taken a pounding in June – falling as much as 8% 
at one stage, and the month is not yet over. Markets have not 
experienced this level of volatility since those dark days of 
2009. Is this a bad omen, or just part of what is now referred 
to as the “new normal?”

There is no doubt that economic conditions have greatly 
improved from what they were just eighteen months ago. 
Thanks to an unprecedented amount of stimulus from 
governments and central banks, economies have been given a 
crutch, which in turn has given ordinary people an opportunity 
to recover, to repay debt, and establish a foundation for the 
next growth spurt. But this hasn’t come without a cost. One 
of the implications of the support dished out by governments 
is that some of the painful adjustments necessary to clear 
the rot have not been allowed to happen. Looking back at 
previous issues of Intuition, at the time of the Crisis we wrote 
that we expected economies to recover, but that the recovery 
would be slow and patchy. Sometimes it wouldn’t feel like a 
recovery at all. That prediction is as valid today as when we 
wrote it twenty four months ago.

The Financial Crisis was sparked by banks having too much 
bad debt – loans that they had made that would never be 
repaid. Banks suddenly found themselves without capital, 
and trust evaporated. Unfortunately banks were not the only 
protagonists. For the past ten years, governments too, have 
been living well beyond their means. To remain in power, 
governments have dished out higher salaries, higher social 
grants and invested in dubious projects. That was all well and 
good during the boom times when they could borrow money 
easily and cheaply. But that era has come to an abrupt end. 
Governments are now under scrutiny, and nowhere is the 
light being shone more harshly than in Southern Europe.

Greece has become the poster child for poor government. Debt 
as a percentage of GDP is almost 200%; interest payments as 
a percentage of tax revenue are climbing exponentially – the 
ratio is already above 33%. The country finds itself in a classic 
debt trap, where more and more revenue is being used to 
service debt, leaving a diminishing pot for all other services. 
That forces the government to issue more debt, and so the 
spiral continues. But at some stage, those lending to the 
government say “enough is enough. No more.” That is where 
Greece finds itself today. In the next three years, Greece 
needs to raise €140 billion, €100 billion of which is just to 
repay existing loans that fall due. Investors are skeptical that 
existing loans will be repaid, let alone new loans. They have 
run for the hills. Consequently the interest rate that Greece 
must now pay for new debt has sky-rocketed, to over 28% for 
loans with a term of just 2 years. In 2008, the equivalent rate 
was just 3.2%.

Greece is not the only offender – Ireland and Portugal are 
facing similar crises – yet Italy and Spain are the gorillas in 
the room that no-one wants to acknowledge. But the issues 
facing Greece are the most pressing given that it needs to 
repay €3.3 billion of loans within the next few weeks. Failure 
to do so would be classified as a default. Modern Greece is a 
marginal country, despite its contribution to ancient civilized 
society, so why not just let it fail?

Unfortunately, it is rather a case of “better the devil you 
know that the devil you don’t.” Banks across the world, but 
especially in Germany, France and Switzerland hold extensive 
investments in Greek debt. If Greece defaults, then those 
banks will have to write down their investments to zero. 

NiGHtmarE oN Wall StrEEt, Part 2•	
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That would take them right back to the darkest days of the 
Credit Crisis, where banks found themselves with insufficient 
capital. Trust would evaporate like the morning dew on a hot 
summer’s day, and the banking system could face another 
systemic collapse. That scenario is in no one’s best interest. 
So the authorities continue to negotiate to find an alternative 
solution.

As one might expect, help does not come without conditions 
attached. In order to qualify for aid, Germany and others are 
insisting that Greece take action to correct past mistakes. 
Packaged together, these are austerity measures – cuts in 
government spending, higher taxes, and the privatization 
of state assets – in order to raise revenue and cut debt to 
more sustainable levels. But these are hugely unpopular, 
especially in a country where the average retirement age is 
closer to fifty than sixty. Protests have become unruly, and 
there is growing doubt whether the government can muster 
enough support to pass the measures through parliament. 
That creates uncertainty, and as we have written time and 
time before, markets HATE uncertainty.

In a nutshell, the European Debt Crisis is at the heart of the 
current turmoil, but it is being exacerbated by two other 
factors:

1. The first is a slowdown in the rate of growth in China. 
Owing to rising inflation, the authorities have been 
trying to slow that economy for some time. But as 
one can imagine, slowing an oil tanker at full speed 
takes time. The measures are starting to take hold, 
but concern is rising that once lost, momentum will be 
hard to regain. China is certainly a complex economy. 

The property market is over-inflated in some areas, 
but with a further 300 million people still expected 
to urbanise in the next twenty years, is it really such 
a problem? There are arguments for and against, but 
in the end, we remain firm in our belief that China 
will continue to grow steadily. Chinese people are 
becoming wealthier and wherever that has happened 
previously in history, it has been associated with high 
levels of consumerism. There is no reason to expect 
China to be any different.

2. The second issue is a perceived slowdown in the rate 
of growth in the US economy. Despite its problems, the 
US is still the most important economy on Earth. Over 
the past eight weeks, economic data has become more 
patchy, trends have deteriorated and confidence has 
tumbled. To be fair, some of this is definitely as a result 
of the Japanese Tsunami disaster, and consequently, 
will be temporary. But deteriorating confidence can 
turn into a vicious cycle, and can take time to recover, 
once damaged.

Taken together, the debt issues, austerity measures across 
Europe (not just Greece – even the UK is cutting back sharply, 
and the US must follow suit at some stage lest it fall into the 
same trap as Greece), and slower economic growth have 
proved to be a rather toxic cocktail for shares across the 
world. Markets are down sharply. Coming back to my original 
question, is this a bad omen or simply the character of the 
new financial system?

Despite the rather gloomy tone of the comments above, we 
are not of the opinion that this marks the start of another 
bear market for shares. In fact the longer term outlook for 
shares is becoming increasingly brighter for one simple 
reason: inflation. The easiest way to reduce the burden of 
debt is through inflation. How? Let me illustrate through an 
example. Take a young couple buying their first home. The 
home costs R1 million, and it takes a healthy portion of their 
collective salaries to meet the monthly repayment. As the 
years tick by, the level of debt gradually reduces, yet the 
ability to meet the repayments becomes easier and easier 
as salaries rise every year with inflation. So a debt of R1 
million today is not nearly as onerous as the same debt of 
R1 million in ten years’ time. That is the magic of inflation. 
Let me tell you: all the politicians and central bankers that 
matter understand this equation. It is the only long-term 
solution to the excessive debt levels prevailing today. That is 
why commodities (including gold) have performed so well. 
Investors are concerned about inflation, and rightly so. And 
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Investors who attended our Insight 
Seminar in late January this year will 
be aware that we used the example of 
investing in Bidvest to illustrate the key 
attributes of our investment philosophy. 
In the past we have also used the 
example of Standard Bank to illustrate 
similar ideas on the topic. In this article 
we will use these same two shares 
to describe the rather unappreciated 
method of wealth creation that happens 
in ‘sideways’ markets.

Why talk about ‘sideways’ markets?  Primarily because that 
is largely what we expect to see going forward. What is a 
‘sideways ‘ market? Well typically, we talk about a sideways 
market when the overall market index (the All Share Index in 
the case of the JSE) that tracks the overall performance of all 
shares combined, tracks across the graph from left to right in 
a range, without a substantial change in either direction. In 
other words, there may be quite a lot of “to-ing and fro-ing” 
but at the end of the day, the market remains at a similar 
level at the end as it was at the beginning.
 
Sideways markets can be very frustrating, both for the 

as we have discussed extensively in the past, shares are the 
only asset class that consistently beat inflation.

However, the above argument is a long term one. We must 
still survive the “here and now.” So what does the rest of this 
year hold? In our opinion, the economic data will get better – 
the current soft patch is just that – a soft patch. The Japanese 
tsunami has sent ripples (no pun intended) throughout the 
global manufacturing supply chain. Vital parts are being 
delayed as companies rebuild damaged factories. This will 
take time, but already the pressure is dissipating. By August 
or September, much of that disruption will be out of the 
way, and that will lay the foundation for a strong rebound in 
growth.

The European Debt Crisis is not going to go away anytime 
soon. But as mentioned above, it is in no-one’s interest to see 
the worst case scenario materialize. So sense will prevail and 
Greece will be offered lifelines. It won’t be a smooth ride, and 
the newspapers will be dotted with sensational headlines. 
That will create volatility – but is something that investors are 
increasingly going to have to live with.

Probably the most encouraging factor, however, is the fact 
that shares are simply not expensive – either in absolute 
terms or relative to other types of investment. Companies 
use tough times to clean out the rot. Jobs are cut, expansion 
plans pared down, and unnecessary expenditure curtailed. 
Those that emerge at the other side of the recession are in 
fine shape to reap the benefits of the recovery. That applies 
this time around. US companies are expected to earn the 
highest profit margins for fifty years this year. That should 
sow the seeds of a virtuous cycle of employment, additional 

spending, and additional growth.

Closer to home, the JSE is also not expensive. The heady rating 
that applied just nine months ago has been whittled away 
through a combination of growing profits and stagnant to 
falling share prices. (See Robin’s next article for more on this 
topic.) Encouragingly, local economic momentum is growing 
steadily, although there is room for more. Importantly, the 
pace of dividend growth is rising fast, implying tangible cash 
returns during this period of uncertainty. (Again, Robin will 
cover this in more detail.) Dividends are crucial, and are in 
fact, used in many models as a key variable in the valuation of 
shares. Rising dividends are not only good for bank balances, 
but they imply higher valuations and higher share prices. The 
correlation has been proved time and time again.

At the end of the day, markets have changed significantly over 
the past twenty years. The increasing prevalence of hedge 
funds and speculators has made markets more volatile. That 
is something to which we must all become accustomed. 
But successful investing still comes down to buying a solid 
investment at a decent price and letting that investment 
and its income grow over subsequent years. Just ask Warren 
Buffett. He still holds most of the original investments he 
made through Berkshire Hathaway over thirty years ago. He 
sees no reason to sell a good company, even if conditions 
have become more challenging. Many shares globally yield 
a dividend in excess of 3.5% - 4%. In contrast, government 
bonds in the US and Europe are yielding less than 3% (apart 
from Greece!) Would you prefer to lend your money to a 
politician for ten years at 3% or take your chances with shares 
in the private sector? I know which I would choose. 

Robin Gibson

DiviDENDS: Still tHE HolY Grail•	



We understand Your Need for Financial Integrity

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

portfolio managers and the clients. It can be infuriating when 
your large envelope arrives every month and your portfolio is 
down on last month but up on the month before, but is not 
enjoying the growth that we experienced in early 2007.

These are the times that require investors to be most 
disciplined. The temptation to abandon the portfolio and 
move onto something else where the market value is showing 
steadier growth is very strong. Invariably cash often comes 
out the winner in such a tussle of human emotion, yet it is 
seldom the victor in the long term battle!

Let us first of all consider why markets go ‘sideways’. Well 
there are two basic drivers of share prices, the first being 
earnings, or the level of company profits. If earnings are 
increasing then the company is becoming more valuable as 
a business or profit making entity. The second driver is what 
is known as the “rating.” Without getting into a complicated 
doctoral thesis, let’s just say that rating is the number of years 
of current profits that you are prepared to pay for an entity. 
In other words if the price is R10 and profits are R1, then the 
rating is 10x this year’s profits. The rating can encapsulate 
many items, from the quality of management, to the strength 
of the company’s brands. But it is most sensitive to the rate 
of growth of profits in that company. If profits are expected 
to grow much faster than the economy as a whole, then the 
rating is likely to be high, and vice versa.

Like a well-attended auction, there are times when people 
overbid and overpay because conditions suggest profits are 
going to continue to rise indefinitely. Then along comes a 
catalyst, such as the sub-prime financial crisis, which changes 
everything, and the future no longer looks quite as bright! 
They then find themselves holding something for which 
the buyers are no longer prepared to pay the same price. 
However, all is not lost for the overzealous investor. A process 
must happen, whereby profits grow steadily, until the rating 
(the ratio between the price of the share and the profits 
generated), is considered reasonable by the markets. This 
can be exactly the scenario that creates a sideways market. 
The thing to remember however is that just because the 

share price is stagnant, it does not mean that profits are also 
stagnant. Good management is quick to adjust to changing 
economic conditions; they cut costs and improve margins 
during the tough times, with the result that often, good 
companies become cash flush during periods of recovery. 
This often leads to rising dividends despite stagnant prices.

Let us consider my earlier examples of Bidvest and Standard 
Bank. The table at the bottom shows the change of the share 
price versus the changing dividend in the six years after the 
1998 financial crisis. 

You will note the strong share price rise in the year following 
the crisis (similar to rebound experienced in mid 2009) 
but the relative sideways movement in the following years 
(remember interest rates were double digit back then). Then 
after strong dividend growth and little share price growth for 
a few years (the ‘sideways’ movement), share prices started 
to rise strongly again in 2003 and 2004.

So what is the lesson for investors and clients of Harvard 
House?

1. If income is your focus, then the next few years could 
prove very satisfying given the growth of dividends 
across quality shares, but the overall market value of 
the portfolio may be limited.

2. If growth is your focus, then strong dividend flows 
combined with muted share prices offers a superb 
opportunity to reinvest those dividends in shares 
that are becoming steadily cheaper. This is a perfect 
opportunity to build a foundation for significant wealth 
creaion when conditions turn more favourable.

Either way, investors might have to exercise some patience 
over the next few years. Markets are unlikely to be exciting, 
but silently and surreptitiously they will do what they have 
always done; move through the recovery phase in the cycle. 
The prudent investors will sit back and bide their time, 
knowing that eventually their time, again, will come.

1999 2000 2001 2002 2003 2004
Bidvest: Dividend change 119.4% 30.4% -23.2% 102.1% 15.8% 13.7%
Bidvest: Share price change 40.8% -24.0% 7.2% 3.4% 6.12% 55.7%

Standard Bank: Dividend change 7.5% 28.3% 25.0% 20.0% 21.6% 21.8%
Standard Bank: Share price change 41.9% 19.4% 2.3% -3.4% 30.0% 67.9%
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Towards the end of May, we spent 
a day with the management team 
of the Resilient Property group of 
companies (they are responsible for 
the management of Capital, Fortress, 
Resilient and New European Property 
Investments.) The reason for the day 
was to introduce us to their new flagship 
shopping centre – Mall of the North – 
situated in Polokwane. 

Resilient, one of the more successful 
property companies on the JSE, has made its name by 
developing prime retail properties in second tier cities and 
towns across SA. You will not find their malls in Cape Town 
or Johannesburg, but rather in places such as Rustenberg, 
Witbank, Mthatha, and Burgersfort. This strategy has been 
hugely successful – the opening of their flagship in Polokwane 
promises to be more of the same.

Having never been as far north as Polokwane before, I expected 
a city the size of Maritzburg, and therefore a shopping centre 
of a similar ilk to the local Midlands Mall. That expectation 
was soon shattered. The Mall of the North is a behemoth – 
75,000 square meters of retail therapy to satisfy even the 
fussiest of shoppers.  To put that in context for those living 
in Natal, that is somewhere between the sizes of the Pavilion 
and Gateway Centres respectively. Initial impressions were 
good – the Mall is light, spacious and airy – possibly the only 

concern is that it might get very hot in summer given the 
extent of its glass ceilings. 

The first question when studying the viability of any centre 
is whether there are enough shoppers with sufficient cash to 
keep the tills ringing. This was certainly at the front of our 
minds, but Polokwane is fortunate to have a strong economic 
base that includes both mining and agriculture, as well as 
being the provincial capital of Limpopo Province. Those living 
in Maritzburg will appreciate the influx of bureaucrats that 
provincial status bestows on a city. However, given its size, it 
is also drawing people from Tzaneen, and even as far afield as 
southern Zimbabwe. 

After whistling through the Mall, we moved onto another 
mall in Polokwane, Limpopo Mall, owned by Resilient’s sister 
fund, Fortress. I was concerned – having seen the Mall of 
the North, I was quite sure that Polokwane could certainly 
not support two shopping centres. Had Resilient pulled the 
rug from under Fortress’s feet? Not at all! We arrived in the 
center of town where the Limpopo mall is situated. Granted, 
it was Friday afternoon, and very close to the end of the 
month, but the hustle and bustle was unbelievable. Limpopo 
Mall is adjacent to the central taxi rank. It is the first and last 
port of call for thousands of commuters travelling in and 
out of Polokwane every day, and consequently, has some of 
the highest trading densities in the country. Pick n Pay have 
a supermarket covering 8,000 square meters – to put that 
in context, the average size of their HYPERMARKETS is just 

rEtail tHEraPY: a fEW obSErvatioNS

Mall of the North is bright, airy & modern. A world class shopping destination.

Michael Porter
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8,500 sqm. Limpopo Mall is far from being overshadowed by 
its glitzy big brother. Both are likely to live in perfect harmony 
together for years to come.

The flight back to Johannesburg offered a pause for reflection. 
There is little doubt in my mind that the Mall of the North 
will be a success, adding greatly to the quality of Resilient’s 
property portfolio and consequently, to the ongoing returns 
for shareholders. However, what was equally apparent was 
the knowledge and skill of the management team in charge of 
this group of companies. They know their properties like the 
back of their hands, have an intuitive feel for property and 
what makes it tick, and last but not least, they have foresight 
and vision to plan ahead and spot the next opportunity. 
Lastly, as our trip highlighted, not all properties have to be 
glitzy to be successful – this management team is not afraid to 
invest where others fear even to contemplate an investment. 
We have long been believers and investors in this group of 
companies – this trip only reinforced that belief.

One of the disadvantages of being based in Natal is that we’re often a few years behind the trend. Experiments are tried 
elsewhere and if successful, might filter down to the East Coast with time. One trend that is being tested at present is 
the introduction of fresh food and veggies into Game Stores. Game is a household brand (especially in Natal where the 
chain has its origins), but the thought of heading to Game for my weekly groceries sounds absurd. Under the guidance of 
Massmart’s (and now Walmart), Game is being repositioned to compete head on with our existing supermarket chains.

The Game store in the Mall of the North is one of the first to fully test this concept, so it was with some interest that I took 
a peek inside. To be fair, the store was bright and colourful, with the food aisles near the entrance to make them visible to 
shoppers. Quality seemed OK too, which surprised me. 

Despite the attractive look and feel of the shop, I remain unconvinced by this strategy. For a start, the range of goods is small, 
so you will end up having to visit a regular supermarket to 
complete your shop. Secondly, existing shops are not well 
positioned within shopping centres. Supermarkets are 
normally located at strategic points, close to parking to offer 
maximum convenience. Game does not have this benefit. 
Will busy housewives sacrifice convenience that easily? And 
finally, our supermarkets are already highly competitive. I 
don’t think Game will be able to compete on price alone, 
and even price might be a struggle given that the others 
have spent years perfecting distribution and systems.

Walmart’s acquisition of 51% of Massmart (who owns 
Game) was finalized in June. With more muscle behind it, 
maybe Massmart will be more successful than I am giving 
them credit for. Yet, I don’t think that this is going to be an 
easy strategy for them. Time will tell, but for my money, I 
would prefer to back the incumbents.

Limpopo Mall – hosts some of the most profitable shops in the 
entire country.

The food section at Game. Can it compete?
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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

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    

iNSiGHt SEmiNar: kZN miDlaNDS & GautENG
As the lead article this month implies, markets remain as volatile as ever. At present, investors are grappling with the 
ongoing impact of the European Debt Crisis, a slowdown in China’s growth rate, high inflation – to name but a few of the 
issues. Our next seminar will focus on 
the markets, in an effort to see through 
the fog. 

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. 

Natal Midlands Johannesburg
Topic: Markets: whereto 

from here?
Markets: whereto from here?

Date: Tuesday 26th July 
2011

Thursday, 21st July 2011

Venue: Cowan House Dining 
Room

JP Morgan Auditorium

Address: 11 Dennis Shepstone 
Drive, Hilton

Cnr Hurlingham and Fricker Rd, Illovo, 
Johannesburg

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


