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In this edition:

From the horse’s mouth: MMIP Offshore Fund reviewed• 
Agriculture in America: the return of the dust bowl• 
Zeder: getting closer to food production• 

(n: immediate insight; receive knowledge by direct perception)
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Until 18 months ago, the MMIP 
International Fund had an excellent 
track record over multiple time periods. 
Consistent, steady performance led 
the Fund to be ranked first in its 
category over one-, three- and five-
years. Performance over the long-term 
remains top quartile but there has not 
been much movement in the Fund’s unit 
price over the last eighteen months. The 
Fund has underperformed over these 
periods by rising only slightly whereas 
world markets rallied sharply. 

There are a number of reasons for the Fund ‘s recent 
underperformance relative to world markets. These include:

1. A  delay in deploying cash. The Fund was conservatively 
positioned and had a high cash weighting during the big 
market selloff of 2008 / early 2009. Accordingly, the Fund 
outperformed strongly during this period. At the bottom 
in March 2009, only a small portion of the cash holding 
was reinvested in equity markets. This was because we 
remained of the view that financial markets, and especially 
equities, faced strong headwinds and were exposed to 
high levels of risk. 

Put differently, we intentionally 
erred on the side of conservatism, 
favouring capital preservation 
over accumulation. Although well-
intended, this view turned out 
be incorrect since equities rose 
sharply, and held onto their gains. 
The Fund’s exposure to equities 
was increased only about halfway 
into what became a strong, two-
year long uptrend. 

This can easily be seen in the accompanying chart showing 
the long term price of MMIP’s units. The price did not fall 
excessively during the height of the Financial Crisis, but 
post the Crisis, the recovery has been slow, although the 
trend is positive.

2. Currency losses. Some pound-denominated investments 
totaling about 10% of the Fund were purchased at a rate of 
approximately two dollars to the pound shortly before the 
pound’s sudden collapse to one-and-a-half dollars to the 
pound. The Fund does not ordinarily hedge its currency 
risk and this loss was thus absorbed by the Fund.

3. Underperformance of four large holdings. Four long-time 
holdings of the Fund, each comprising between 7% and 

10% of the total value of the Fund, 
underperformed their peer group 
and markets in general. We disposed 
of two of these holdings, the Optis 
Global and Optis Southern Africa 
funds, both of which had performed 
very well and delivered exceptional 
outperformance for several successive 
years up until 2008. We retained 
confidence in two other investments, 
the Orbis Global Equity fund and the 
Sanlam Global Best Ideas fund, both 

of which remain in the Fund. We are pleased to see that 
both funds are once again performing well after a period 
of underperformance.

4. Montenegro property writedown. The Fund has exposure 
to a property fund in Montenegro. Valuations are provided 
on a very conservative basis by their auditors, Deloitte 

From tHE HorsE’s moutH: mmIP oFFsHorE Fund rEvIEwEd

Murray 
Morrison, 

Manager, MMIP

“From an attribution point of 
view, the bulk of the Fund’s 

short-term underperformance 
has been caused by a delay in 

deploying cash”
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and there was a significant writedown in the value of the 
Fund between 18 and 12 months ago. This took place 
against the backdrop of the Irish Debt Crisis, given that 
the main purchasers of property in Montenegro were 
Irish and Russian citizens. We are confident that there is 
much upside in the Fund and that much, if not all, of the 
writedown will be reversed as the world economy moves 
past the recent recession. The World Travel and Tourism 
Council expects Montenegro to be the fastest growing 
travel and tourism economy in the world over the next 
ten years. 

From an attribution point of view, the bulk of the Fund’s 
short-term underperformance has been caused by a delay in 
deploying cash (item 1 above). 

Although we regret the underperformance, we are comfortable 
that it arose as a result of excessive conservatism at a time 
when financial markets were experiencing their roughest ride 

since the Great Depression of the 1930s. We expect the Fund 
to regain its impressive long-term track record and reiterate 
the importance of investors taking a long-term view.

“Montenegro’s dramatic coastline should ensure that both 
tourism and property regain some of their former luster.”

tHE rEturn oF tHE dust Bowl: AGrIculturE In AmErIcA

A longer version of this article first appeared in the Telegraph Magazine in the UK, and was reprinted, with permission, in 
another UK publication, The Week. Whilst most of our articles are self-written, every now and then we think it is worthwhile 
to share an outside article with you – something that we have read that strikes a chord with other thoughts mulling around in 
our heads. We have written a lot about food production and the demands on farmers from a growing population. This article 
highlights the pressures of overpopulation on our fragile eco-system. We trust you enjoy it. Editor

For years a vast underground lake has been used to irrigate 
thousands of miles of American farmland.  Now it is running 
dry.  Charles Laurence reports on a looming disaster that 
could have global consequences.

There is not much to be happy about these days in Happy, 
Texas. Main Street is shuttered but for the Happy National 
Bank – slowly but inexorably disappearing into a High Plains 
wind that turns all to dust.  The old Picture House, the cinema 
has closed.  Tumbleweed rolls into the still corners behind 
the grain elevators:  soaring prairie cathedrals that spoke of 
prosperity before they were abandoned for lack of business.

Happy’s problem is that it has run out of water for its farms.  Its 
population, dropping 10 % a year, is down to 595.  The name, 
which plays in faded paint on the fronts of every shuttered 
business – Happy Grain Inc, Happy Game Room – has become 
irony tinged with bitterness.  It goes back to the cowboy days 

of the 19th century.  A cattle drive north through the Texas 
Panhandle had been running out of water, steers dying on the 
hoof, when its cowboys stumbled on a watering hole.  They 

“Happy, Texas: little to be happy about” 
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named the spot Happy Draw, for the water.  Now Happy is the 
harbinger of a potential Dust Bowl unseen in America since 
the Great Depression.

“It was a booming town when I grew up,” Judy Shipman, who 
manages the bank, says.  “We had three restaurants, a grocery, 
a plumber, an electrician, a building contractor, a doctor.  We 
had so much fun, growing up.”  Like all the townsfolk, she 
knows why the fun has gone.  “It’s the decline in the water 
level,” she says.  “In the 1950’s a lot of wells were drilled, 
and the water went down.  Now you can’t farm the land.”  
Those wells were drilled into a geological phenomenon called 
the Ogallala Aquifer.  It is an underground lake of pristine 
water formed between two and six million years ago, in the 
Pliocene age, when the tectonic shifts that pushed the Rocky 
Mountains skywards were still active.  The water was trapped 
below the new surface crust that would become the semi-
arid soil of the Plains.  It stretches all 
the way down to the eastern slope 
of the Rockies from the badlands of 
South Dakota to the Texas Panhandle.  
It does not replenish.

Happy is the canary in the coalmine 
because the Ogallala is deepest in the 
north, as much as 300ft in the more 
fertile country of Nebraska and Kansas.  
In the south, through the panhandle 
and over the border to New Mexico, 
it is 50 – 100ft.  And around Happy, 
75 miles south of Amarillo, it is now 
0 – 50ft. The farms have been handed 
over to the government’s Conservation 
Reserve Programme (CRP) to lie fallow in exchange for grants:  
farmers’ welfare, although they hate to think of it like that.

The first ranchers, and the Plains Indians before them, knew 
of water below the ground from the watering holes that 
sustained buffalo and then cattle far from any river.  The white 
man learnt to drill, leaving windmills on top of the wooden 
derricks silhouetted against Wild West horizons.  But it was 
only in the 1940’s, after the Dust Bowl (the result of a severe 
drought and excessive farming in the early 1930’s), that the 
US Geological Survey worked out that the watering holes 
were clues to the Ogallala, now believed to be the world’s 
largest body of fresh water.  With new technology the wells 
could reach the deepest water, and from the early 1950’s the 
boom was on.

Since then, billions upon billions of gallons – or, as they prefer 
to measure it, acre-feet of water, each one equivalent to a 
football field flooded a foot deep – have been drained from 
the Ogallala.  When it eventually runs dry, the impact on the 
world’s food supply could be devastating.  The irrigated Plains 
grow 20% of American grain and corn (maize), and America’s 
“industrial” agriculture dominates international markets.  A 
collapse of those markets would lead to starvation in Africa 
and anywhere else where a meal depends on cheap American 
exports.

The Ogallala supply is going to run out and the Plains will 
become uneconomical to farm,” says David Brauer of the 
government-funded Ogallala Research Service.  “That is 
beyond reasonable argument.  Our goal now is to engineer 
a soft landing.  That’s all we can do.”  Estimates vary, but 
with careful conservation, less wasteful irrigation and crops 

genetically engineered for drought 
conditions, farming may yet go on 
for 60 years.  That would be over the 
deepest stratum of the Ogallala.  But 
the husbanding of water, soil, minerals 
or anything else has never been 
the Texan way.  There are no public 
controls over water rights in Texas.  It 
maintains its Wild West-era laws of 
“right to capture.”  This means that 
if you have water under your land, or 
in a river running through it, you can 
take and use as much of it as you like.  
You can water the corn or the cows, 
or you can make a buck by selling it 
to the nearest thirsty suburb.  If you 

want to drain your land into desert, you may.

Less than 20 miles south of Happy, Barry Evans is still farming.  
His 2 200 acres came from his great-uncle Freeman, who 
watched it turn to dust in the 1930’s.  The aquifer is deeper 
here, but still just 10 % of what it was 30 years ago.  Evans, 48, 
wants to make it last so that his son, Eric, can take over for a 
fourth generation.  Evans went to the local university for an 
agriculture degree, and stayed on to complete half a master’s 
in business.  He does not own a cowboy hat, and pulls on a 
winter coat bearing the logo of a seed company, a salesman’s 
gift, as he sets out to tour his fields.  At ground level the rows 
look faintly curved, but from the air you can see that the 
fields are circles:  they look like the crop circles of Salisbury 
Plain.  They are cut to fit the sweep of the enormous arm of 
a pivot irrigator, turning like the hand of a clock, a hand that’s 

The Ogallala supply is going 
to run out and the Plains will 

become uneconomical to 
farm,” says David Brauer of the 

government-funded Ogallala 
Research Service.  “That is 

beyond reasonable argument.  
Our goal now is to engineer a 
soft landing.  That’s all we can 

do.” 
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half a mile long.

Every drop of water counts.  “with a bit of luck, we get eight 
to ten inches [of rain] a year, and we have learnt to capture 
it,” says Evans.  “I aim for half-and-half:  half rainfall and half 
aquifer.”  He can now grow crops using five acre-inches a year, 
rather than acre-feet.  “That’s a big difference,” he says.  He 
strides into the field along the line of the pivot arm.  Every few 
yards a spray nozzle dangles on a hose, low enough to spray 
below the canopy of the crops.  This is one way to minimise 
waste through evaporation.  Next, he stoops to the soil to 
show the flattened stubble of last year’s crop.  He no longer 
ploughs – nothing dries the soil like ploughing.  Instead, the 
old stalks hold down the soil, keep the moisture in and rot 
down to nutrients.  The seeds, themselves “engineered”,  are 
dropped below the surface by a machine that opens a narrow 
channel in front of the dispenser, and closes it behind them.

At the Ogallala Research Service’s experimental farm, the 
next generation of irrigation systems is being developed.  One 
has a new nozzle which drips the water right onto the ground 
by each root.  Another represents what might become the 
last resort:  a system buried underground, watering only 
individual roots, which evaporation limited to any water that 
might reach the surface.

But all may come to nought in the face of a threat from quite 
another quarter.  The Texas oil billionaire and corporate 
raider T. Boone Pickens is after the Ogallala.  He is proving to 
be the ultimate test of the free market gospel of the “right to 
capture”.  Ten years ago Pickens concluded that the prophets 
of climate change might well be right – and that if they were, 
water would become more valuable than the oil that made his 
fortune.  He formed a company called Mesa Water, and began 
buying up Panhandle land with water rights over the Ogallala.  
He is now the largest individual water owner in America, with 
rights over enough of the aquifer to drain an estimated 200 
000 acre-feet a year, at least until the land goes dry.  That’s 
124 000 gallons a minute.  The plan?  Around 95 % of Ogallala 
water is now used for agriculture, but Pickens plans to pipe 
it 250 miles to Dallas – which is expected to triple in size in 
30 years, with a demand for water far exceeding supply.  One 
man’s thirst is another man’s fortune.

Texas conservatives, at the core of America’s faith-and-
business culture, root for Pickens.  Bret Connett, a policy 
analyst for the Texas Conservative Coalition Research Institute, 
pushes the view that trading farming for selling water is a 
“right” upheld by 100 years of Texan law, and can only bring 
new prosperity.

“The water business, if allowed to bloom,” he believes, “can 
be the advent of another multi-billion-dollar business that 
will tremendously benefit all Texans, especially those who 
hold the right to the water in the Panhandle.”
A group of landowners in the far north of the Panhandle 
appear to share this view.  Taking advantage of another quirk 
of Texas law, they have voted against joining the conservation 

Once busy infrastructure is gradually being reclaimed by the land 
as human settlements abandon the area

T. Boone Pickens: From oil baron to water baron; betting on 
natural resources a second time to make a fortune.
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programme.  That was their democratic right, even as it 
defied the attempts of their fellow farmers to protect water 
supplies for the benefit of all.  Will Allen, one of the “opt-out” 
landowners with a “spread” close to the Oklahoma border 
says:  “In Kansas, the state owns the water – not so in Texas.  
We own it, and we don’t see why we should give up our right 
to capture.  We would be giving away property that belongs 
to us.”

There is an air of fatality hanging over the farmers of the 
Panhandle.  At the Elk Junction Restaurant in Stratford, 
a village 70 miles north of Happy at the heart of the “opt-
out” district, a group of half a dozen farmers has gathered 
to gossip over pies and coffee.  These men are mostly losing 
the struggle for water and the slender margins of profit that 
can keep them on the land.  They have worked long and hard, 
farming vast tracts with a couple of sons until they quit for 
college or city jobs.  The land they have hung onto is worth a 
pension, as long as there is still some water for irrigation, but 
their real reward is their pride.  They loathe Pickens, while 
defending his “right to capture”.  This is Texas, and they are 
Texan.

Others are more far-sighted.  “The heart of the Dust Bowl 
was here, you know,” says Wayne Plunk, whose great-great-
grandfather came over from Germany.  He is big and round, 
strong as an ox in his day, but now looks like a good ten years 
older than his 69 years.  “When I was six I  was asking my dad 
for a $1 umbrella against the sun for the tractor I drove all 
day.  He said no, and bought me a 25-cent hat instead.”  He 
has not stopped working since.  “We are drying up.  People 
don’t learn from history, and if we keep breaking the ground 
and run out of water, it’ll happen again.”  

Plunk believes that one way or the other, farming the High 
Plains will have to end.  Like the farmers of Happy, he has 
handed his land to the CRP to let it return to the Plains that 
nature intended.  He misses the life.  “I used to go out on the 
land before dawn when I worked at school,” he says, “and I 
would always plough to the east.  I ploughed into the rising 
sun, and I knew there was a God.’  He pushes back his cap, 
and stares into the distance.

When referring to agriculture or more 
specifically food, it reminds me of story 
told to me by a teacher in Johannesburg. 
She asked the youngsters, “Where does 
milk come from?” A little girl in the 
front row was quick to raise her hand 
and shout out the answer, “Pick ‘n 
Pay.”Perhaps it is not as silly an answer 
as it first seems. Why?Let me explain.

In previous issues of Intuition we have 
written about food, perhaps more often 

from the perspective of rising prices and the consequent 
impact on inflation. But like everything else, food prices are 
ultimately a function of supply and demand. More and more 
people are chasing less and less produce (less wheat, less fresh 
veggies, etc) and the list of dwindling commodities continues 
to grow as an exploding world population puts more strain 
on scarce resources like water. This is being exacerbated by 
once-fertile, arable land being developed into houses and 
shopping malls. The trends are clear, so from an investment 
perspective, how do we take advantage of these changes? 

That brings me back to the little girls answer.  How do we 
invest in the cow producing the milk or the farm producing 
the maize, rather than the supermarket selling it? In other 
words, how can we invest in agriculture or more specifically, 
food? 

zEdEr: GEttInG closEr to Food ProductIon

Willie Pelser
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To be fair, the answer is “with difficulty.” There are a number 
of food producers listed on the JSE - companies such as 
TigerBrands, AVI, and Pioneer, to name a few. However, how 
close to you come to actually getting your hands dirty in 
the farmer’s soil. One company that springs to mind above 
all others is Zeder and perhaps Afgri.
HoweverAfgriis not a true farming 
operation, but rather a supplier of 
supplementary services to the farming 
industry. 

Zeder is an established investment 
holding company for various companies 
in the agricultural, food, beverages, 
grain, and related industries. It was 
created by the unbundling of various 
food interests from the PSG Group – 
in turn controlled by Jannie Mouton. 
Zederitself confirms our opinion that 
it is difficult to invest in the sector. At the time of listing, the 
management of Zeder commented that “the South African 
agricultural sector is characterised by asset-rich, well-
managed and profit-producing companies. The sector has, 
however, remained neglected by the investment community 
due to barriers to entry that makes investment in these entities 
difficult for any party outside of the agricultural arena.” Zeder 
has acquired strategic holdings in various unlisted agricultural 
co-operatives, as well as beverages (which makes only a small 
contribution to total revenues). Currently 80% of Zeder’s 

earnings are derived from their exposure to various farming 
co-ops (food and agriculture.)

Over the last 3 years Zederhas reported solid earnings growth 
from this segment of their portfolio. Earnings have grown 

by 6%, 12% and 34% respectively 
for the last three financial years. 
Unfortunately the company prefers to 
hoard its cash for future investment 
opportunities rather than distributing 
it to shareholders, hence the dividend 
yield of less than 2%. 

The prospects for food production 
and supply look promising given 
he combination of exponential 
population growth and rapid increases 
in the standard of living. Despite the 
fact that Zeder stands to benefit from 

these trendsand that it has an excellent management team, 
it is a small company relative to others listed on the JSE. That 
implies higher risk and lower liquidity,, and so unfortunately 
it does not meet the criteria to be included in all clients’ 
portfolios. Nonetheless, it finds itself in an interesting position, 
and is worth watching to maintain a feel for the impact of the 
agricultural sector on the local economy.

InsIGHt sEmInAr - GAutEnG
The prior Insight Seminar scheduled for the end of May was unfortunately cancelled due to unforeseen health issues 
amongst the team. We apologise to all our Johannesburg clients for the inconvenience of cancelling at such short notice. 
To make amends, we will be hosting our next seminar towards the end of July. 

As all clients will appreciate, 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.

Johannesburg
Topic: Markets: where to from here
Date: 21st July 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

“Zeder is an established 
investment holding company 
for various companies in the 
agricultural, food, beverages, 

grain, and related industries. It 
was created by the unbundling 
of various food interests from 

the PSG Group”
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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
Our next Insight seminar in the Midlands will cover the same topic that will be presented in Johannesburg. As all clients will 
appreciate, 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.

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: Markets: whereto from here?
Date: Tuesday 26th of July
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


