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if i were to ask any South African to 
tell me something about the South 
African economy over the last 10 
years, the answers would probably 
range from: a) what economy?, b) 
tough, c) Zumanomics, or d) it was 
OK, but certainly not a period we 
would like to remember. The chart 
below highlights this perfectly. 
Over the last 10 years our economy 
managed a growth rate of just 
1.5%, compared to a rate of 4% for 
the 10-year period prior to that. 

 

With hindsight and the evidence that is now emerging 
daily, in my opinion, the two periods can be summarized 
as follows: In the first period, which started soon after we 
became a democracy, South Africa wanted to prove to 
the world that we were a force to be reckoned with. Under 
the then guidance of Mr. Trevor Manual and others, the 
Treasury was run as a well-oiled machine. Taxes were 
fair, and tax rates fell as compliance rose. Government 
expenditure was under control, and there was a desire 
and effort to balance the books. Unfortunately, i cannot 
say the same for the past ten years. My brief summary 
(from a substantial list) of what went wrong is:

• Total neglect and a rising allocation of revenue 
towards government expenditure. Government 
grew bigger, but there was no focus on growing 

the potential of the economy. Bigger departments, 
more ministers, more grants -all financed by more 
borrowing. 35% of our r1.67 trillion budget goes on 
public servants’ wages, which is 21% higher than 
the OECD average of 14%.

• Wasteful expenditure (or corruption as we now 
know it). The problem with South Africa is that we 
have a culture of corruption that is deep rooted into 
the fabric of our society. From paying off the traffic 
cop to giving a kickback for a tender, it is pervasive 
and happens across all sections of society.

let us get some of the negatives behind us:

1. The South African economy has been 
underperforming global growth by an increasing 
margin, which is evident in the lack of fixed capital 
investment. An important factor in determining the 
direction of capital flows to an underperforming 
economy is whether the gap between its growth 
rate and the rate of global growth is increasing or 
decreasing. A rule of thumb is that for an economy 
to maintain the same rate of growth as its peers, its 
ratio of fixed investment to GDP must be at least 
25%. SA achieved this briefly ahead of the Soccer 
World Cup. But the ratio has since fallen back well 
below 20%.

2. Unemployment remains our Achilles heel. At 27%, 
and over 50% for the youth, it is at the highest rate 
since 2003. it is also arguably the biggest risk to our 
credit rating.  Mr. ramaphosa has put job creation 
at the top of his “to-do” list. However, the number of 
public sector workers is likely to contract, as spending 
cuts are pursued, leaving the private sector as the 
only sustainable way to stem unemployment.

3. The structure of the economy is too dependent on 
spending. Consumption expenditure comprises 
almost 60% of our total expenditure. (As a reminder, 
the GDP equation is defined as follows: GDP = 
private consumption expenditure + government 
consumption + investment + Exports – imports). 
in the 1990s, China took a decision to “build” its 
economy, and it paid off. Their net trade over that 
period (Exports minus imports) was substantially 
negative. in other words, they imported aggressively 
(remember the commodity boom) which led to 
GDp growth rates well above 10% with a 50/50 
contribution to growth from both fixed investment 
and consumption. Although the growth rate in China 
has tapered off to around 6%, the foundations were 
laid for a structurally different economy. There are 
other examples as well. The moral of the story is 
that despite South Africa’s lower growth rates, we 
lack a disciplined approach. Unfortunately, whilst we 
have tabled various plans (GEAr, rDp, NDp), there 
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The last ten years have been a lost opportunity for the 
country.

WILLIE
PELSER
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is little to show for them. 

But there are some positives to be found:

is there a structural change looming? The last few quarters 
of 2017 have seen a change in various components of 
our economy. Final household expenditure (what you 
and i spend) increased by 3.6%. Our exports grew by 
over 12% - despite a stronger and more stable rand. 
Equally encouraging was the growth in Gross Fixed 
Capital Formation (investment into the economy) of 
7.4%. This growth primarily driven by higher demand for 
machinery and transport equipment, reflecting increased 
confidence in local growth opportunities. Imports, which 
grew by 26%, weighed on aggregate growth. Although 
imports are a “drag”, bear in mind China’s policies 
mentioned earlier. The data indicates that reinvestment 
in local productive capacity is underway. Furthermore, 
higher imports are a reflection of SA consumers spending 
on both local and imported goods.

last quarter, the Debt to income ratio for local 
households fell further to 71.2%, down from a peak of 
87.8% in 2008. We are of the opinion that the decade-
long deleveraging cycle that started after the global 
Financial Crisis may be running out of steam.  Household 
credit growth should accelerate moderately in 2018 as 
consumers real after-tax income growth could exceed 
1% in all income groups, with the lowest income groups 
benefitting most from lower food inflation. There is scope 
for the SArB to cut interest rates by a cumulative 50bps 
this year, which would further lift real disposable income 
growth. 

in addition, sentiment indicators are all showing signs 
of life. Our Trade Activity index and Trade Expectations 
index (which measures items such as new orders, sales 
momentum, and the backlog in orders) have risen from 

44 for the Trade index and 50 for the Expectations index 
to 44 and 59 respectively over the past five months. 
Both consumer confidence and business confidence 
have also started to recover.

Our analysis confirms the current GDP forecasts from 
the reserve Bank, iMF, and various economists who on 
average predict 1.8% growth for 2018, rising to 2.2% in 
2019, with inflation averaging below 5% over the same 
period. if this does materialize, we would expect the 
reserve Bank to cut interest rates – possibly before the 
end of March.

How does this translate into the markets?

“ramaphoria” has certainly rocked or perhaps “rocketed” 
the SA markets. For example, bank shares have rallied 
by 25% since December last year. But, and there is a 
“but”, the GDp growth quoted above is still a far cry 
from what is required to achieve an accelerating and 
expanding economy. i am personally of the opinion that 
we can reach higher rates of growth - but it will take 
time. perhaps it is right that we take some pain now (like 
the increase in VAT). More pain may be required. i have 
seen a lot of comments that SA is heading back to an 
era similar to Nelson Mandela’s term as president, and 
markets will keep on rallying “forever”. The chart below 
tells a different story and sometimes we must be careful 
what we wish for. The chart shows the historic pE of the 
SA market and the US market with the shaded areas 
representing the presidential periods of Mandela and 
Zuma. A few observations are as follows:
1. During the Mandela period the All Share index 

derated, i.e. share prices went sideways for long 
periods of time, even though profits were growing.

2. Under the Zuma period, shares actually rallied 
despite the state of the economy and i ascribe 2 
reasons for this. The first was that there was nowhere 
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All sectors of the economy contributed to growth last quarter.
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Valuations trended lower during Mandela’s presidency, 
despite the positive sentiment.
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For most South Africans, their daily 
interaction with the Stock Market 
is limited to the financial report-
ing quoting the movement on one 
or more of the major indices. Ex-
amples include the JSE’s All Share 
index, the Dow Jones industrial 
Average (top 30 companies in the 
US) or the FTSE 100 (top 100 com-
panies in the UK). These indices 
however, can provide a confusing 
comparison when placed alongside 
a client’s individual portfolio such 

as a Harvard House discretionary portfolio.

A useful starting point may be to examine what an index 
is. An index, in the context of the Stock Market, is the 
measurement of value of a set of listed stocks collected 
by a set of defined criteria as opposed to an individual’s 
discretion. It is the specific criteria used to select con-
stituents of an index that is worth investigating in a little 
more depth.

let us consider the JSE’s Top 40 index. This index is 
constructed from the largest 40 shares on the JSE, with 
size being defined by their market capitalisation. What 
is market capitalisation or “market cap” as we like to 
say in the investment industry? if we take any particular 
share and multiply the number of shares in issue by the 
share price on the day, we essentially get a value of the 
company, as determined by market perception. This is 
known as the market cap.

if we then rank all the companies listed on the JSE from 
largest to smallest measured by market cap, and then 
select the top 40, we have the basis for our AlSi Top 40 
index. if we then use the weight (each individual shares’ 
market cap out of the total market cap of the 40 shares 
expressed as a percentage) of each share to calculate 
its contribution to the portfolio (much like shares in cli-
ents’ portfolios have a weight relative to the total value) 

we end up with a way to calculate the value of the index.

This means that the AlSi Top 40 is nothing more than 
a portfolio of shares with different weightings or level of 
holding based on how big they are relative to the oth-
ers - refer to the pie chart below. The AlSi 40 gave a 
return of 19.7% for the 2017 calendar year. That sounds 
very impressive. However, the table below the chart 
demonstrates that the bulk of that return came from just 
4 shares: Naspers, richemont, BHp Billiton & Anglo 
American. The remaining 36 shares contributed a nega-
tive return of 0.1%. 

Harvard House discretionary portfolios are constructed 
based on a personalised plan to achieve a specific goal. 
Many clients require substantial levels of income. it is 
Harvard House’s well-established investment philoso-
phy to generate this income out of actual income paid by 
assets (dividends & taxable dividends) rather than capi-
tal growth which is so much more uncertain. Naspers is 
a perfect example of this. The company returned 71.3% 
during 2017, however the recent share price decline 
from r4,000 per share to less than r3,300 per share 
wiped off more value (in terms of market capitalization) 
than the collapse of Steinhoff!. Of the top 4 shares which 
contributed to the 2017 AlSi Top 40 return, the top two – 
Naspers and richemont - have very low dividend yields 
of 0.2% and 2% respectively. The other two are mining 
companies, both of which have erratic dividend histo-
ries due to the vagaries of the commodity cycle. These 

a laymaN’S gUIde 
TO INTeRpReTINg 
yOUR pORTfOlIO

COMpOSiTiON OF TOp 40 iNDEx
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Naspers is the largest constituent of the Top 40 Index by far, 
followed by Richemont and BHP Billiton.

else to go but to invest in equities and secondly the 
impact of the rand. investors chased rand hedges 
as the rand collapsed due to a lack of growth and 
the deteriorating political situation.  

Markets (both the US and SA) are currently deemed to be 
in over-valued territory, and they could derate (or trend 
sideways) despite the sudden change in sentiment.

Robin
Gibson
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How often is it the case that one 
only appreciates the value of an 
item after the event? in the stock 
market it happens all the time. That 
is why share prices can react so 
violently to unfolding news items. 
recent developments in the UK 
property sector are a perfect 
example of how markets often “get 

things wrong”. 

let me start with intu – the owner of an extensive 
portfolio of UK and Spanish shopping centres. intu – 
formerly liberty international – was created in the late 
1990s. Over the years, it built an enviable portfolio of 
UK shopping centres. Unfortunately, the company 
fared poorly during the Financial Crisis. it was forced 
to raise capital at a very discounted price, which in turn 

shares are not suitable for clients requiring a steady and 
increasing income. it is thus clear that the AlSi Top 40 
Index has a very different risk profile to the average cli-
ent who is investing for income under the Harvard House 
philosophy. in many cases, growth clients will own some, 
or all, of these shares but probably not at the same high 
weighting as reflected in the composition of the index.

What is important to note is that any index is merely a 
construct of shares much like a portfolio. Consequently, 
this means that an index may not be the correct way to 
measure comparative performance. in addition, an at-
tempt to beat the index may precipitate the wrong sort of 
investment behaviour. 

Clients will be aware that we have sought to reduce ex-
posure to local equity and property shares by diversify-
ing into international equity and property shares, either 
through an offshore portfolio or via global companies 
listed on the JSE. Given such difficult political and eco-
nomic circumstances in South Africa, we believed this 
to be a prudent strategy. This means that many client 
portfolios had 4 main moving parts, local Equity, local 
property, international Equity and international property. 
Each of these separate classes were driven in turn by 
their own underlying fundamentals (inflation, interest 
rates, currency strength etc.). As a result, in implement-
ing a diverse portfolio we find that occasionally one sec-

tion of the portfolio has performed well, while another 
portion has been under significant pressure.  

Experience has taught the following lessons:

• ignore hype and invest in the right things for the right 
reasons.

• Understand why something has done what it has (4 
shares providing almost all the return in 2017).

• Assess your portfolio in the light of your require-
ments (income clients need to buy shares that cre-
ate income yield).

• Be patient.

part of the reason that Harvard House promotes the phi-
losophy of generating income from dividends rather than 
capital growth is exactly for circumstances such as we 
are currently experiencing. Share prices are often driven 
by sentiment and the expectation of the future increases 
in profits. Despite wild swings in share prices, the cur-
rent dividend continues to be paid, usually with a moder-
ate annual increase. The investor who relies only on the 
dividends and not share price movement is able to enjoy 
the luxury of taking a longer-term view on share prices 
of quality companies. We expect volatility to remain for a 
while, however, in the background companies are mak-
ing profits and paying dividends and the Harvard House 
approach remains intact.

Return Weight in Top 40 Index contribution to Top 40 
Index Return

contribution to Top 40 
Index Return

Naspers 71.3% 20.7% 14.8%

richemont 23.2% 10.4% 2.4%

Billiton 14.6% 8.3% 1.2%

Anglo American 31.0% 4.5% 1.4%

Total 43.9% 19.8%

Top 40 2017 Return 19.7%
Return by remaining 56.1% of index -0.1%

ShOppINg fOR valUe

Michael
Porter
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precipitated the split of the company into two separate 
entities – intu (shopping centres) and Capital & Counties 
(Covent Garden and Earls Court precincts in london.)

Despite its portfolio of high quality shopping centres, 
intu has faced a number of headwinds over the years. 
Without getting into the nitty gritty, the issues have 
related to weak retail sales in the UK in the aftermath 
of the Financial Crisis, a number of high-street retail 
bankruptcies, and the exponential rise of online shopping 
– which is causing investors to wonder whether shopping 
centres will be redundant in future. These issues have 
not gone away and they have been compounded by a 
perception of a weak management team, the Brexit vote, 
and the uncertainty about its impact on the UK economy. 
Together, these are rather significant headwinds, yet 
property landlords have generally navigated them 
admirably.

Since 2011, intu has grown its net asset value (the value 
of its portfolio less any outstanding debt) from 391p to 
411p per share. That is not very impressive growth – it 
equates to an average annual growth rate of just 0.9% 
per annum over the past six years. To highlight the 
tough conditions, the dividend per share over the same 
period has actually declined from 15p per share, to the 
present rate of 14p per share. You might start to wonder 
what is the point of this article? it’s hardly a glowing 
tribute. The point is that due to all the issues mentioned 
above, and as you would expect, intu’s share price has 
performed poorly. But the issue runs deeper than that. 
The discount at which intu’s shares have traded relative 
to its underlying NAV has widened steadily.

Why would this be the case? in part, it is an industry 
phenomenon – as Hammerson (see later in this article) 
has a similar trend. in part, it is because of the issues 
highlighted above, and the perception of a weak 
management team that has failed to grow either the NAV 
or dividend. But as we all know, property has an intrinsic 
value. The structures (especially shopping centres) 
are often impossible to replicate – due to planning 
permission and available land, and are very costly, given 
that building costs generally escalate over time. The 
market often forgets about these issues – rather tending 
to focus on short-term economic trends. 

But that does not mean to say that all investors are 
blind to the opportunity. On the 5th December last year, 
Hammerson, widely considered to be one of the highest 
quality property companies in Europe with one of the 
most respected management teams – announced an 
intention to merge with intu. That immediately saw intu’s 
discount to its NAV narrow – although it has since widened 
in line with the trend at Hammerson. Hammerson is 
a pure retail property portfolio, with properties spread 
across the UK, ireland and France. By merging with 
intu, it gains additional exposure to some of the UK’s 
best regional shopping centres, as well as a foothold in 
Spain. We have recently visited some of intu’s Spanish 
assets and were impressed with both their quality and 
potential. We believe the merged entity will perform well, 
given Hammerson management’s ability to extract the 
best from each and every asset under their stewardship. 

Why is this important? Hammerson listed on the JSE in 
September 2016. We have built exposure to the company 
for both local investors (through the JSE) and offshore 
investors (through the london Stock Exchange). Yet, it 
has been a poor performer over the past three years, 
as has the majority of the UK-listed property sector. 
primarily, this is due to concerns about Brexit, and the 
impact that Brexit will have on the long-term growth rate 
of the UK economy. But Hammerson has also been the 
victim of negative sentiment towards UK retail assets, 
given the trends highlighted earlier. 

in our opinion, Hammerson does not deserve to be 
lumped into the same category as intu. Whilst they 
both have a pure focus on retail property, the difference 
between the two lies in the quality of their respective 
management teams. Hammerson is streets ahead. 
remember back to the statistics about intu’s growth in 
NAV and its dividend. The trends were poor. The chart 
below shows the annual trend in both NAV and dividend 
per share from Hammerson. Both show a steady rate 
of growth, and yet Hammerson shares have declined 
materially in both the UK and South Africa.
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Both Intu and Hammerson’s shares trade at a considerable 
discount to their respective net asset values. Either their 
shopping centres are overvalued and not worth as much 
as they claim, or they are bargains being ignored by an 
apathetic market.
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The steady growth in dividends, coupled with a steadily 
falling share price, has resulted in a very attractive 
dividend yield for Hammerson – both in absolute terms, 
and relative to the peer group and alternatives. property 
is primarily suited to investors seeking income, and 
hence the income yield is often compared to the yield 
available on government bonds. investors are concerned 
that interest rates will rise in the UK, and that in turn will 
force bond yields to rise as well. But as the chart below 
shows, the gap between the two has never been this 
wide. in fact, prior to the Financial Crisis, the dividend 
yield for Hammerson was well below that of government 
bonds. 

Yet despite this superior operating performance, which 
is also indicative of the quality of the property assets, 
the share price has been under persistent pressure. 
Similar to intu (the merger should be complete by 
June), investors either do not believe that the net asset 
value is credible, or they are focusing on current retail 
trends rather than the inherent value of properties. But 
again, like intu, not all investors are fast asleep. Enter 
Klepierre – one of the largest French property funds. 
last weekend it made an offer to acquire Hammerson at 
615p per share – a premium of 40% to the ruling share 
price of 440p per share. Surely such a juicy premium to 
the share price would persuade the management team 
at Hammerson to seriously consider it? 

To the contrary, Hammerson management were 
not impressed. They have flatly rejected the bid as 
“opportunistic” and comment that the bid “significantly 
undervalues” our property portfolio. let me repeat that: 
the bid, at 615p per share – versus the current share 
price of 440p prior to the bid – significantly undervalues 
their portfolio. Klepierre now have until the 16th April to 
make a firm bid. We will watch this unfolding bid with 
interest. 

Yet the point of this article is that in both instances – the 
bid for intu and then the subsequent bid for Hammerson 
– trade investors see a huge amount more value in the 
companies than what is being reflected by the market. 
So, who is wrong? My inclination is that the market is 
wrong. Other property funds know the quality of the 
assets, the cost and difficulty in replicating them, and 
the potential for rental growth and redevelopment. The 
market is focused on bond yields, the potential for rising 
interest rates and weak retail sales. But this is transitory, 
and both Hammerson and Klepierre know it. That is why 
both companies are using the current market apathy as 
an opportunity to invest in high quality physical assets. 

i have used Hammerson as an example, but the 
same applies to land Securities and British land. 
property shares have generally been weak performers 
in portfolios. But there is substantial value in all these 
companies. At some point, a catalyst comes along 
that reminds the market of the inherent value. On that 
basis, and given that Brexit negotiations are exceeding 
expectations, we are happy to retain our investments in 
UK property.  

HAMMErSON: NAV & DpS
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Hammerson has delivered consistent growth for its 
shareholders in both net asset value and dividends per 
share.
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Normally property companies have lower yields than 
government bonds, due to their superior income growth. But 
since the Financial Crisis, the tables have been turned. The 
gap between the two is now exceptionally wide.
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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, Harvard House insurance Brokers 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 Boutique Collective investments.  Custodian: Standard Executors & Trustees:  
Tel (021) 007-1500.  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.   Boutique Collective investments is a member of ASiSA 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:  Boutique Collective investments Call Centre, Tel: (021) 007-1500, Email:  clientservices@bcis.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 Boutique Collective investments, 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*, licence no: 675   Harvard House insurance Brokers*, license no.  44138 
 
Harvard House Financial Services Trust*, licence no: 7758  * Authorised financial service providers in terms of FAiS (2002)

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 gROUp
G 3 Harvard Street, Howick, 3290, South Africa

+ p.O. Box 235, Howick, 3290, South Africa

( +27 (0) 33 330 2164

7 +27 (0) 33 330 2617

@ admin@hhgroup.co.za

W www.hhgroup.co.za

ContaCt Details:

Much can change in the market in one month, let alone 
six months. Since our Outlook seminar in December, 
we have had significant political change, a shift in 
growth expectations, and yet at the same time, a 
significant increase in volatility due to widespread 
mistrust of a number of management teams. At our next 
insight Seminar, we will review the performance of the 
market, and the outlook for the remainder of the year.   

please rSVp to Clare Mitchell on 033 3302164 or 
clarem@hhgroup.co.za.

NaTal mIdlaNdS
Topic: Updating our Market Outlook
Date: 29th of May 2018
Venue: Fernhill Hotel

Midmar / Tweedie  road
(almost opposite entrance to 
Midmar

Morning Time: 10am for 10.30am
Evening Time: 5.30pm for 6pm

JOhaNNeSbURg
Topic: Updating our Market Outlook
Date: 24th of May 2018
Venue: rosebank Union Church, Cnr 

William Nichol and St Andrews 
road, Hurlingham

Evening Time: 7am for 7.30am


