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In this edition:

Consumer behaviour: “Spend, don’t save!”• 
China: Is the miracle fading?• 
Snippets: BAT, lost & found, electronic statements?• 

(n: immediate insight; receive knowledge by direct perception)
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South Africans are renowned as a 
nation of spenders, not savers. The 
majority of us tend to live for today, 
with little thought given to providing for 
tomorrow (or retirement.) For evidence 
of our penchant for shopping, one 
need look no further than the raft of 
shopping malls that dot our cities and 
towns. They are everywhere. In Durban, 
there are 3 regional malls (a regional 
mall is defined as having a gross lettable 
area of 75,000 sqm or more) within 15 

kms of each other. In other metropolitan areas, it is even 
more crowded. To a casual outsider, we would appear to be 
horribly over-shopped. Yet the tills keep ringing regardless of 
the prevailing economic conditions. Retailers scramble over 
themselves to open new stores. Indeed, retailers still have 
aggressive expansion plans – most are aiming to grow their 
retail footprints by 3-5% per annum – despite what appears 
to be over saturation already. The question is: can South 
Africans really spend more?

They say that a picture is worth a thousand words, so instead 
of writing lengthy paragraphs full of economic jargon, we 
have chosen rather to highlight a few 
pertinent charts that show trends in 
consumer spending, or factors that 
will influence spending, with our 
comment alongside.

Petrol Price
Most clients will remember the 
sharp rise in petrol prices in 2008 
– a reaction to soaring oil prices at 
the time. Exclamations of R10 per 
litre were commonplace, and gas-
guzzling behemoths suddenly found 
themselves in danger of extinction 
as consumers opted for smaller, 
cheaper alternatives. Then came the Financial Crisis. Oil 
and petrol prices slumped, and 4x4 enthusiasts breathed a 
collective sigh of relief. Look at the chart alongside. Prices are 
once again above R10 per litre, but this time they have been 
reached by stealth. Not only is this highly inflationary, but it 
also places enormous pressure on spending. At the end of 

the day, petrol is a necessity. More spend on petrol leaves 
less spending for everything else.

Debt and Savings
Given that the world’s problems stem from too much debt, 
we are keeping a close eye on the quantity of debt in our own 

economy. It exploded in the period 
between 2003 and 2008. Since then, 
it has declined, albeit marginally, 
partially due to the introduction 
of the National Credit Act, which 
was specifically designed to curb 
excessive expenditure. With interest 
rates at record lows, and the cost of 
servicing debt also at record lows, 
we would have expected a faster 
decline in the total amount of debt. 
That it is still so high is of concern. 
The other side of the coin is equally 
distressing. Local savings are virtually 
non-existent. So debt levels are high, 

and it has never been easier (cheaper) to repay debt, yet 
South Africans continue on their spending spree regardless. 
No wonder Walmart wants to invest in SA! It would appear 
that savings is the last thing on our minds. This might be fine 
for the moment, but what happens when times get a little 
tougher again? There is simply no cushion on which to fall 
back.

ConsumEr bEHaviour: “spEnd, don’t savE!”

Michael Porter

“Given that the world’s 
problems stem from too 

much debt, we are keeping 
a close eye on the quantity 

of debt in our own economy. 
It exploded in the period 

between 2003 and 2008.  “
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Salaries
One bright spot for consumption over the past few years 
has been the high salary increases afforded to employees 
relative to a low inflation rate. Few of us will have forgotten 
the devastating public sector strike that shattered the 2010 
World Cup honeymoon last year, or the violent and protracted 
strike season again this year. Generally speaking, wages are 
rising faster than inflation, which provides a huge boost to 
spending. But even in this area, the momentum is being lost. 
Inflation is rising quickly so previous salary increases are no 
longer as lucrative. Importantly, salaries are still rising, but 
our gut instinct tells us that this trend is losing momentum. 
Salary increases might stay elevated, but higher inflation is 
closing the gap fast.

Employment
Perfect conditions for consumption occur when employment 
is growing and salaries are rising faster than inflation. We have 
discussed the latter above, but what about the former? Our 
economy lost a significant number of jobs during the Financial 
Crisis. Three years down the line, we have yet to make even 
the smallest dent in recovering those lost opportunities. Our 
ability to create jobs remains dismal, and with the global 
economy weakening, it is almost impossible to identify a 
catalyst for a change in this trend. So job creation will remain 
elusive despite the best intentions of our government. That 
implies weak spending and possibly higher social grants, both 
of which are undesirable.
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Electricity, food prices and broader Inflation
We mentioned petrol prices earlier but upward pressure 
on prices is not limited to petrol alone. We can all identify 
with soaring electricity prices – just a quick survey across our 
own staff indicates that accounts 
have ballooned in recent months. 
Electricity is an essential, so like 
petrol, that spending is hard to cut. 
Cutbacks have to come in other 
areas. The same applies to other 
“administered prices” such as 
municipal rates. Nothing raises the 
blood pressure as quickly as a soaring 
rates bill that is usually accompanied 
by plummeting services! Furthermore, food prices are also 
becoming reason for concern. Prices are rising strongly, which 
is squeezing disposable incomes as well as fuelling broader 
inflationary pressures. Inflation is now perilously close to 
the 6% upper limit tolerated by the Reserve Bank. If these 
pressures persist, the Reserve Bank will be hard-pressed not 
to raise interest rates.

On balance, the charts above suggest that there is room 
for caution. Whilst the party can continue for a while, there 
comes a point where momentum must slow. What might 
be a catalyst for a change in direction is the Rand exchange 
rate. Sudden weakness due to unfolding global events has 
thrown the cat amongst the pigeons. The weak rand is highly 
inflationary. Normally, we benefit from rising exports on the 
other side, but a weak global economy suggests that we 
should not expect too much help from others. 

Retail shares have been stellar performers over the past 
eighteen months. Most have doubled over that period; some 
have done even more! Our analysis suggests caution due to 
a host of “big-picture” issues. Furthermore, there is no doubt 

that Walmart means business. 
Having secured its stake in Massmart, 
the company has embarked on an 
aggressive promotional campaign 
– a series of rolling promotions and 
sales at knock down prices. This 
might be good for Massmart and for 
consumers like you and me who get 
more for less, but it cannot be good 
for retailers as a whole. Profits must 

fall as margins are squeezed. 

Having said that, it is not all bad news. Retailers have been 
here before and they have survived. They will continue to do 
so, and with strong cash flows, they continue to reward their 
shareholders with juicy dividends – some of the best in the 
market. So there is a place in portfolios for a few shares in 

Woolies, Mr. Price, Spar and others. But our gut feel, backed 
up by anecdotal evidence, suggests that next year could herald 
tougher times. The pressure on people’s incomes seems to be 
relentless. Christmas trading (all retailers disclose Christmas 
sales in the first 2 weeks of January) will be a key litmus test 
of what might lie in store for 2012.

“Nothing raises the blood 
pressure as quickly as a 

soaring rates bill that is usually 
accompanied by plummeting 

services!”

food inflation

0

2

4

6

8

10

12

14

16

18

20

2003 2004 2005 2006 2007 2008 2009 2010 2011

Year on Year % Change

broad ConsumEr inflation

0

2

4

6

8

10

12

14

16

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Year on Year % Change



We understand Your Need for Financial Integrity

I n T U I T I o n
market Insight from the Harvard House Group

China has become synonymous with 
economic progress over the past 
decade. Ten years ago, China barely 
got a mention in discussions on global 
growth; now it forms the foundation 
of every conversation. The country’s 
rise to economic prominence has been 
remarkable – GDP growth has averaged 
10% for the past fifteen years, and 
China now accounts for almost 11% of 
total global exports. Truly remarkable 
indeed!

The driving force behind the reforms necessary to achieve 
this prosperity has been a desire from China’s ruling party 
to lift living standards, and in so doing, avoid social unrest 
from a ballooning population that often has little access to 
essential resources. They have certainly succeeded, but the 
pressure is relentless. Growth must continue for the virtuous 
circle to continue. But western economies are flagging, and 
excessive debts imply a few years of tough conditions. Can 
China’s economic miracle continue if the West falls apart at 
the seams?

Investor sentiment towards China has deteriorated sharply 
over the past two months, initially due to the spillover 
of the European crisis, but more recently beginning to 
reflect anecdotes of weakening domestic demand (Chinese 
consumption losing momentum) and financial stress across 
small businesses and property developers. It is too early to 
make a definitive decision either way, but let us highlight the 
key issues facing China.

1. Inflation. As is the case elsewhere (SA included), inflation 
has been rising steadily in China for the past eighteen 
months. China was quick to unleash a tsunami of extra 
stimulus after the Financial Crisis to ensure that its 
economy avoided the worst of the recession. Money supply 
exploded. Coupled with high commodity and food prices, 
inflation has raced up to 6.5%, well ahead of levels with 
which the Bank of China is comfortable. Higher inflation 
has prompted the authorities to turn the screws – they 
have tightened up on the ability to lend new money and 
they have raised interest rates numerous times. It is early 
days, but inflation has stabilized for the past few months. 

But at what cost?
2. The main problem in China following the huge stimulus 

of the last three years has been speculative property 
development. Development has proceeded at a cracking 
pace, but demand for new houses / apartments are now 
weakening. This is partly due to higher interest rates and 
stricter lending policies (see inflation). Unfortunately 
excessive speculative property development ends in tears, 
regardless of the country. Developers borrow too much 
money, build properties that no one wants and then go 
bust, leaving a trail of destruction in their wake. Banks 
are forced to write off bad loans. Depending on the scale, 
this can bring down the financial system. Witness Japan in 
1989, and more recently, the Financial Crisis. I was recently 
on holiday in Paternoster, on the Cape West Coast. I was 
interested to see that the countryside is littered with the 
debris of unfinished property developments. It happens in 
this country too!

3. Allied to the above issues is whether the slowdown in 
China might be accentuated because of dwindling exports. 
China’s economic success has been built on exports to the 
West. Unfortunately those consumers are no longer able 
to absorb as many cheap TVs and clothes as they once did. 
Can China’s own population consume more of its goods 
to take up the slack, or will their manufacturing output 
plummet? We believe there is ample evidence to show 
that the Chinese are fast becoming consumers in their 
own right. Sales are booming, although admittedly, it is 
off a low base. But two examples show the potential for 
China to consume goods, not just manufacture them. The 
first is luxury goods. China has become one of the biggest 
markets for luxury watches, perfumes and other high-end 
fashion accessories. For Richemont, 37% of its sales now 
stem from Asia, versus just 22% five years ago.

The second example is car sales. Car ownership in China is 
still low by western standards, but it is rising fast. In fact, it is 
now the world’s largest car market, eclipsing the US by 50%. 
In 2005, 5.8 million new cars were sold in China. This year, 
they are on track to sell 18 million units. At the peak of US 
extravagance, that country sold 16 million units a year. Given 
the tough conditions in the US, that figure will be closer to 
12 million this year. So the Chinese market is now 50% bigger 
than the US, and the penetration rate (the proportion of the 
population with a car) is still woefully low. 

CHina: is tHE miraClE fadinG?

Michael Porter
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Having highlighted the issues facing China, where do we stand 
on the way forward? In a nutshell, there is no doubt that 
Chinese growth is slowing. If the Financial Crisis proved one 
thing, it was that no country is immune from global trends.  
Economies are inter-linked, and a slowdown in the West 
will impact on the East – especially their export industries. 
However, Chinese growth needs to be put into perspective. 
Apart from a brief dip to 6.2% during the nadir of the Financial 
Crisis, Chinese growth remains exceptional. A slowdown is 
coming, but this is likely to see growth slipping to 7% for a 
few quarters, rather than the 9% recorded earlier in the year. 
By Chinese standards, that is getting close to panic levels. On 
the other hand, western countries would give an arm and a 
leg to reach even half that rate!

In stark contrast to western economies, Asian countries have 
been proactive in raising interest rates to fend off inflation. It 
is too early to say whether inflation has been tamed – China 
is battling with the same pressures facing our own economy 
– but thanks to proactive measures in the past, China now 
has the ability to be flexible when conditions demand it. 
They have the firepower to lower interest rates, relax lending 
criteria, and weaken the exchange rate, all tools that will 
stimulate their economy. And thanks to their autocratic 
style of government, decisions are implemented quickly for 
maximum effect.

We always argue that investment markets are concerned 
with the “second derivative” – i.e., markets are not interested 
in whether an economy is growing or not, but rather the rate 
at which it is growing. To that end, the slowdown in China is 
important. Markets have previously expected 9% growth, and 

made assumptions on that basis. A slowdown to 7% forces 
investors to rethink those assumptions. That is why markets 
have been weak. Intuitively, one would expect the Chinese 
stock market to be flying. That is not the case. In fact, Chinese 
shares are some of the worst performers this year. 

The impact for local investors is mixed. China is crucial for the 
growth of our mining industry, a key provider of employment 
and exports. Commodity prices have been buoyed by 
demand from China. Prices will tumble if investors fear than 
demand is weakening. That will have a knock on impact on 
mining shares. But as we always argue, markets are forward 
looking. Commodity prices have already fallen sharply – iron 
ore prices have fallen by 27% in the last month. Mining shares 
too, are assuming the worst. Anglo American has not traded 
at such cheap valuations for ten years; other mining shares 
offer similar value.

In summary, we are concerned by the slowdown in China, 
given its prominence in global economics. But our view is that 
the slowdown will be just that – a slowdown rather than a 
screeching halt. Further, we believe that those shares most 
sensitive to Chinese growth have already discounted much of 
the bad news. We will continue to watch it closely, but remain 
alert to opportunities to accumulate mining shares for better 
times ahead.

 The Iron Ore Export Terminal at Saldanha Bay. Will demand for 
our iron ore from China continue?
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British American Tobacco
We regularly write articles about BAT in Intuition in which we 
confirm our opinion that BAT is a blue chip company which 
should be a core holding in long term portfolios.

However, we must never forget that BAT continually faces 
challenges from governments relating to legislation that can, 
and does, adversely affect the tobacco industry. Earlier this 
year, Australia passed a law that only allows tobacco products 
to be sold in plain paper packets. So cigarette packets can 
carry no branding whatsoever. A short while ago, the UK 
stopped the practice of dispensing all cigarette products 
through vending machines. This week the Supreme Court of 
Canada has upheld an earlier decision of the Court, which 
was passed in 2005 in terms of which local government in 
Canada is allowed to sue tobacco companies to recover the 
costs of healthcare for treatment of tobacco-related illnesses. 
It opens the way for New Brunswick to continue to pursue an 
estimated $1 billion lawsuit that was filed in 2008 against 14 
tobacco companies.

The BAT share price has performed so well recently that the 
percentage investment held in BAT by many portfolios has 
increased to between 13% and 20% of each portfolio. Clients 
will find that we have trimmed back overweight positions in 
the share this month, despite our bullish article on BAT that 
was published in Intuition just two months ago.

Lost & Found - Umbrella
As has become customary at our Insight Seminars at Cowan 
House, we had inclement weather at our last function in 
September. A client, sensibly, brought an umbrella for the 
occasion, but left it at the venue. Given that we have only had 
fine weather for 2 functions in six years, this client might like 
the umbrella back in advance of our next function. If you left 
your floral umbrella at Cowan House, please contact Cynthia 
at our offices, who will arrange for its safe return.

Electronic Statements
Last year we introduced a facility for clients to receive their 
monthly statements electronically. Unfortunately, this was 
not as user-friendly as we had hoped, with many clients 
experiencing a high degree of frustration with the process. 
For the past twelve months, we have been busy upgrading 
and implementing a totally new IT system for our asset 
management operations. One of the key features will be a far 
more user-friendly and interactive online solution. Statements 
will be emailed to those clients who request them, and an 
internet portal will enable clients to check their portfolios on 
a daily basis, and request their own statements, if necessary. 

We are now very close to “going live” with our new system. 
We have a list of all clients who receive electronic statements 
at present, and those will be migrated to the new platform. 
However, if you would like to receive electronic statements in 
the future as opposed to via the post, please send your details 
to Lauren Richardson, who will ensure that the changes are 
made. Lauren’s email address is: laurenr@hhgroup.co.za

snippEts: bat, lost & found and ElECtroniC statEmEnts

Governments around the world are clamping down on smoking

The curse of the lost brolly
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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    

KZn midlands & GautEnG
It is hard to believe that the end of the year is just a few short months away. Shops will soon be adorned with Christmas 
decorations, which means that it is time to cast our eye forward to 2012, and what the new year might herald. Three and 
a half years into the Financial Crisis and the world seems as volatile and uncertain as ever. Whilst we may all wish for a dull 
2012, our gut instinct is that it is likely to be anything 
but a dull year. 2012 will see the London Olympics 
and a US presidential campaign. Those alone will 
make it interesting!

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: 2012: Sprint or marathon? 2012: Sprint or marathon?
Date: 6th December 2011 23rd November 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: Cathy Maitin-Casalis on 033 330 2164 or cathym@

hhgroup.co.za


