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In this edition:

Politics, Economics and Markets• 
Government Finances are in turmoil. How does SA stack up?• 
National Health Insurance: Soon a reality?• 

(n: immediate insight; receive knowledge by direct perception)
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The world seems to be a volatile and 
tumultuous place at the moment. 
Whether it is the raft of uprisings across 
the Middle East, riots in England or 
protests across Europe at the increasingly 
stringent austerity measures, wherever 
one looks, populations are restless and 
governments are under fire. The reasons 
behind these events may be varied, but 
at the root must lie the basic problem of 
too many people chasing too few scarce 
resources. Despite years of policy aimed 

at poverty eradication, poverty and unemployment still stalk 
the globe. It is hard to see that changing any time soon. Even 
the weather seems to be adding to the sense of unease that 
blankets our world. Earthquakes 
seem to be commonplace, storms 
and droughts equally so. It brings to 
mind that old Chinese proverb, “May 
you live in interesting times.” Some 
of us might be longing for those good 
old dull days again!

Looking closer to home, it has been 
twenty years since political expression was liberalised, and 
our country was set on the path to democracy. Taking stock, 
much has changed, but equally concerning is the amount 
that has not changed - notably living conditions for some 
of the country’s poorest, and prospects for employment for 
the youth. Those remain sensitive issues, and government 
dithering creates a fertile platform for firebrands such as 
Julius Malema to sow discontent. 

Investors and citizens alike have become increasingly 
concerned about the rhetoric on nationalisation and other 
extreme economic policies, especially given that we live in 
the shadow of Zimbabwe. We acknowledge that we are not 
political analysts, and therefore cannot offer any fresh insight 
into the likely outcome of such policy. However, as investors, 
we can offer some insight into the relationship between news 
headlines (which always tend to be sensationalist), politics, 
government policy and economics. That in turn impacts on 
financial markets and the performance of your investments.

This was the topic of our recent Insight seminar presented 

to local clients at the end of September.  In our opinion, it 
is very important to distinguish between news headlines, 
politics, and government policy. News headlines by their 
nature are sensationalist. Good news does not sell. Bad news 
sells newspapers and fills TV shows. So headlines will always 
grab the public’s attention, and politicians, when presented 
with an opportunity to impress a crowd, will always speak 
favourably to that constituency. (You only have to go and 
watch an episode of “Yes, Minister – that wonderful BBC 
comedy series created in the late 1970s to realise that politics 
remains reassuringly constant over time.)  But headlines and 
speeches are not the same as government policy. It is an 
important distinction. Electioneering is all about wish lists 
and propaganda and getting elected. Once in government, 
politicians find that radical changes to policy are neither so 

easy nor desirable.

We have always maintained that 
stock markets do not react to politics, 
but rather to economics. We still 
maintain that belief. It is only when 
markets perceive a fundamental 
and permanent change to economic 
policy that they react to headlines. 

So yes, headlines can be a precursor to policy change, but 
more often than not, headlines are just headlines. Policy is far 
more constant. To illustrate this point, we examined a number 
of incidents in our recent history, when markets reacted 
sharply to headlines, only to correct in the following months 
as policy remained constant or actual changes were far less 
dramatic than the headlines suggested. Examples included 
the accidental leaking of the Draft Mining Charter back in 
2002, Trevor Manuel’s appointment as Finance Minister in 
1996, and Tito Mboweni’s appointment to the Reserve Bank 
in 1998. We also looked at Australia’s effort to impose a super-
tax on mining to highlight that negative headlines are not 
confined to our country alone.  In each case, markets reacted 
sharply, but recovered swiftly as reality proved to be a far cry 
from the sensational scenarios painted by headlines.

However, to leave the argument there would be too simplistic. 
Headlines do have an impact in that they impact on the long 
term confidence in a country. This is easily illustrated by 
tracking two statistics. The chart below shows the amount of 
money that has been invested by foreigners in South Africa 
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lower economic growth, higher 

unemployment, more social unrest, 
and ultimately, lower investment 
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since 1994 – firstly through the JSE and secondly through direct 
investment (factories, offices etc.) Cumulative investment 
into the JSE has totalled R450 billion over the last 16 years. In 
contrast, direct investment has only totalled R250 billion, and 
the sharp spike in 2001 was due to Anglo American’s purchase 
of De Beers – hardly a foreign transaction. So a more accurate 
figure would be approximately R150 billion. 

The difference between the two statistics is staggering. 
Foreigners have been willing to invest in our existing 
companies, but have been very unwilling to build factories and 
open offices. To our mind, that tells a story. Investment into 
the JSE can be short term and it is liquid. Foreigners can sell 
at any time and can repatriate their funds. Direct investment 
is a long term commitment, and a far more onerous one. 
It requires effort and management time. In our opinion, 
direct investment lags portfolio investment because of the 
economic environment we have created – tough labour laws, 
government inefficiency, and inconsistent messages over the 
future direction of policy. 

Over short periods of time, the cost of poor policy might go 
unnoticed. Investments still perform well, fuelled by portfolio 
investment. But over longer periods, there is certainly 
an opportunity cost. A lack of investment implies lower 
economic growth, higher unemployment, more social unrest, 
and ultimately, lower investment returns. We have concluded 
that markets do not react to headlines. But that does not 
mean that headlines do not have an impact on the long term 
performance of both the economy and by implication, the 
stock market. They can do so, by denting confidence in the 
future.

Before we close on this topic, one must bear in mind one more 
crucial distinction. Companies are not the same as countries. 
Companies are listed on stock exchanges, not countries. 
Companies are domiciled in a country, but that does not imply 
that their fortunes are tied to that country alone. The path of 
a company is determined by the products it sells, the service 
it offers and the vision it has of the future. All of these factors 
are influenced and controlled by the management. That 
is why management is such a crucial factor when choosing 
suitable investments. Management has the task of steering 
the company through headlines, politics and economics.

To finish, the chart above shows the performance of the JSE 
and the US market, both reflected in Rand terms.  There 
are times when offshore investments have performed well 
(2001, when the Rand was exceptionally weak), and times 
when local investments have performed well. The chart 
starts in 1970. Over the last forty years, South Africa has been 
through unprecedented political and economic turmoil. Yet 
over all that time, local investments would have performed 
better than equivalent investments in the US – despite that 
country’s rising prosperity over that time. We put that down 
to management. Management teams have taken steps and 
implemented strategies to grow their shareholders’ wealth 
consistently over time, and to ensure that wealth creation 
has kept pace with global trends. 

In summary, politics and headlines will always be with us. 
Sometimes, headlines will turn into poor economic policy. 
That can impact negatively on investment returns. But that 
risk can be greatly mitigated by investing in companies with 
good, insightful management.
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Financial markets across the globe have 
gone into a tail-spin over the past six 
weeks. Although the sovereign debt 
issues are not new - Greece, amongst 
others, has been on the brink of a default 
for months now - financial tensions and 
the absolute level of government debt 
worldwide now pose a grave threat, not 
just to Europe, but to other parts of the 
world as well.

The graph below makes for some very 
interesting reading. Published by the IMF on 21 September, 
it shows gross government debt as a percentage of GDP for 
various countries, with the added breakdown of how much 
of that debt is held by local investors versus foreign investors. 
From the graph, it seems strange that Japan is not the global 
talking point. The reasons why they 
are not, most likely, lies in the fact 
that their government is able to 
borrow at extraordinarily low interest 
rates, very little of the debt is held by 
foreign investors and they have huge 
offsetting financial assets that bring 
down net debt to a more manageable 
level of 130% of GDP – a technical 
issue that we don’t need to delve into 
for the purposes of this article.

The main problem across the world is that there is no simple 
gauge that explains why investors fuss about some euro-zone 
economies while keeping faith in others that have retained 
their own currencies. For example, Greece has a relatively 

small primary deficit of only 1.3% 
of GDP projected for this year 
versus countries such as the UK 
and Ireland with budget deficit 
balances of 5.6% and 6.8% of GDP 
respectively. What makes Greece 
abnormally vulnerable is the scale 
of its total indebtedness and the 
fact that such a large chunk of it is 
held abroad. (Belgium, Ireland and 

Portugal share this problem, and the last two have already 
been forced to go cap in hand to global institutions for a 
bailout.) The scope of this article is not to delve into the many 
reasons why these countries now find themselves in such 
awkward positions. However, by joining a single currency, 
all these economies have now lost the ability to reduce debt 
through inflation and to spur growth and competitiveness 
through devaluation. That scenario has raised investors’ 
fears that the only way to relieve oppressive debt burdens is 
through default and the potential implications thereof have 
pushed global financial markets to the brink of collapse in 
recent weeks.

In such an environment, where government finances are 
under such scrutiny, how does South Africa stack up? The latest 
release of South African economic statistics by the Reserve 
Bank revealed that SA’s gross government debt pipped the 
R1 trillion at the end of June 2011. Although the rand amount 
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“The immediate prognosis 
for South Africa’s government 

financial position remains 
favourable.”
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Willie Pelser

The Euro debt crisis is not going away.
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sounds alarming, expressed as a percentage of GDP (as per 
the chart,) it equals a far more palatable 35.5% of GDP. Of 
the total debt, just under 30% is held abroad and therefore 
South Africa actually stacks up well compared not only to 
the countries shown but also to many other developed and 
developing economies.  Despite the favourable comparison 
above, SA did face its own debt crisis during the mid-nineties. 
Total government debt escalated to more than 55% of GDP, 
but more alarming was that interest payments to service the 
debt, accelerated to more than 25% of total government 
expenditure and estimates at the time pointed to that figure 
rising to 33% within a few short years. Drastic action was taken. 
Today this statistic, following prudent management under the 
guidance of Minister Trevor Manual and his team at National 
Treasury, has declined to around 6% of expenditure.

The immediate prognosis for South Africa’s government 
financial position remains favourable. The deficit over the 
next few years is forecast to move to 4% of GDP and total 
debt is expected to reach 40% of GDP. The world is an 
uncertain place and economic growth will be crucial, not only 
for our own government, but for governments all over the 
world, to fulfill their function in the economy. In the short 
term, financing our debt position remains manageable for a 
few reasons:

• Tax collection: VAT, excise duties and levies such as that 
on fuel remain on track.

• Debt financing costs are forecast to remain at 
approximately 6% of expenditure.

The world has become accustomed to the fact that change 
can come quickly and government finances can deteriorate 
overnight. However we are of the belief that the South African 
Treasury has laid a good foundation over the last couple of 
years that will stand our country in good stead during such 
uncertain times. However, there is little room for complacency 
given the unforgiving nature of financial markets. That makes 
the debate around the National health Insurance scheme 
(see next article) even more pertinent.
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A national health plan or health 
insurance has been on the cards for 
some time, as South Africans still lack 
broad access to health care. Added strain 
to an already poor health care system 
is South Africa’s low life expectancy, 
high infant mortality rate and burdens 
of health which include HIV/AIDS, TB, 
injury/violence (127,000 non-fatal gun 
wounds treated annually) and other 
diseases.

Government has released a green paper on National Health 
Insurance. They have previously alluded to a National Health 
system, and therefore market reaction to the green paper has 
been muted. Michael’s article on politics and its impact on 
markets shows that headlines do not usually drive markets, but 
rather government policy. National Treasury will undoubtedly 
have to play a greater role before this is passed into law, and 
for one crucial reason – how will we pay for it? At this stage, 
we don’t have an answer to this question. However the green 
paper does make for some interesting reading.

Most commentators argue that there is good reason to 
develop some form of universal healthcare model in order to 
eliminate the current tiered State system – where those with 
the greatest need have the least access and therefore have 

poor health outcomes. The green paper envisages that the 
National Health Insurance scheme will work in broad terms, 
as follows:

• Re-engineered primary care to focus on prevention,
• Private doctors to contract to NHI
• Hospitals be reclassified as District, Regional, Tertiary, 

Central and Specialised
• Pricing and commissioning policies.
• Radical change in administration and management
• Piloted in 10 districts by 2012, then 3-phased approach 

until 2025.

South Africa’s public health care spending has remained fairly 
static over the last two decades. However it has declined from 
16% of total government spending in 1996 to 12% currently as 
spending has shifted towards the provision of social services. 
Consequently the normal relationship between rising GDP 
per capita and increasing government health spend has been 
largely absent, whereas in countries such as Brazil, Thailand, 
Chile, Bulgaria and Turkey, spending has held up well. In the 
UK for example, healthcare spend as percentage of total 
government expenditure has increased from 13% in 1996 to 
almost 20% currently.

Although National Health Insurance is a noble thought and 
one can sympathise with the poor state of government 
hospitals, there are pragmatic questions that still need to be 
researched, planned and implemented, ie costs and skills. 
The Department of Health has estimated that the NHI will 
cost R125bn in 2012, rising slowly to R225bn in real terms 
by 2025 or 5,5% of GDP. (At the moment SA spends ±8.5% 
of GDP on health, unequally split between private (5.1%) 
and state (3.4%)). Research by other institutions challenges 
these numbers as far too low and the real risk lies in concerns 
that increased taxes might be absorbed by higher levels of 
upfront spending, administrative costs and wages rather 
than delivering improved levels of medical care. To confirm 
this point I quote from JP Morgan research – “To put costs in 
context, the UK NHS costs ±R1,560bn, serves ± 60m people 
and employs ±1.5m, which would translate into the South 
African NHI offering a competitive service for a 6th of the 
cost. Moreover, South Africa currently has 8.2m formally 
employed and roughly 5.5m taxpayers. Even allowing for a 
complete transformation in job creation, how is the South 
African fiscus going to support ±1.5m healthcare workers 
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even if it could find them?” The trade-off for South Africa lies 
somewhere between affordability and achievability.

Globally, benchmark studies have concluded that a healthcare 
system of sufficient quality can run with a population per 
doctor ratio of 600 and population per nurse ratio of 150. 
The chart below speaks volumes. By 2025, our population 
is expected to reach more than 57m people and applying 
these ratios, the state will require 326,000 nurses and 81,500 
doctors at that time. All things being equal (no losses to other 
countries, retirements, etc) an additional 194,000 nurses 
and 52,315 doctors will be required to provide the levels 
of medical care proposed by the NHI paper. Traditionally 
staff costs account for roughly 70% of total healthcare cost 
and with a global shortage of medical professionals, the 
costs of health insurance schemes all over the world are at 
risk of escalation. The world is already behind schedule on 
implementing training programs/medical education to reflect 
the demands of an ageing population. 

Consequently, it seems that SA will have to pay high multiples 
of GDP for medical staff in order to keep them. The general 
press is full of articles and letters discussing the poor quality 
of South African state hospitals, which remain poor by 
developed market standards. Food, linen and basic sanitation 
are not generally guaranteed in rural public hospitals, let alone 
the modern drugs available. (Aspen has commented lately 
that the state doesn’t buy any cancer drugs whatsoever). 
These are just examples of other costs that suggest that the 
proposed numbers are far too low and the whole bill will be 

a difficult pill to swallow if 
South Africa wants to up 
the healthcare bar. 

Medical schemes were 
also not discussed in detail 
and it is difficult to predict 
the future of such, what 
their ongoing roles will be 
and how private medical 
scheme members are 
going to react, until more 
is known about the funding 
and benefits (including 
quality of care) of NHI. 
However, what is known 
at this point is although 
contributions to NHI will be 
mandatory (above a still to 
be disclosed income), you 
will still be allowed private medical scheme membership, but 
will probably have to forego tax subsidies. The Registrar of 
Medical Schemes has stated that he will continue to regulate 
medical schemes until a well-developed NHI is in place, 
which could take at least 14 years. Thereafter, even if only 
supplementary “top-up” health insurance products remain, 
the requirement for regulation will remain.

Lastly, a comment on funding the NHI and potential winners 
and losers. Unfortunately the paper lacked detail regarding 
sources of funding. However comments were made about a 
surcharge on taxable income, an increase in VAT specifically 
allocated to health (this would probably be difficult to pass 
through the unions), or progressive payroll taxes (employee 
and employer deductions.) Unfortunately, it is also too early 
to predict companies that will benefit or suffer from the NHI. 
In theory, drug companies should benefit due to the fact that 
the NHI is seen as a primary care driven model and given that 
drugs are an effective way to treat patients, should reduce 
expensive hospital admissions. Consequently, and again 
in theory, hospital companies could be harmed if the NHI 
became such a success through primary care that demand 
for hospitalization was reduced.  

The NHI is at an early stage, but it is clear that government is 
determined to bring this project to fruition. We continue to 
monitor progress to determine the impact on the market in 
general and individual companies in particular.

SA faces a real shortage of 
qualified nurses and doctors.
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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 
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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


