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8 In this edition:

• Snippets from the editor
• Understanding the Rand
• Tax season is now open
• Foriegn companies: holding their own
• Investec: earning its stripes

(n: immediate insight; receive knowledge by direct perception)
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We understand Your Need for Financial Integrity

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

Expanded coverage for Intuition
Clients may be amazed to learn that Intuition celebrated 
its eighth birthday in May of this year. Since inception, 
our newsletter has delved into all sorts of topics – politics, 
markets, insights from foreign travels to name but a few. 
Given its popularity amongst our clients (for which we are 
grateful), we have decided to expand the breadth of topics 
covered.

As most clients will know, Harvard House is more than 
just an asset manager. We offer a broad range of services, 
including tax, accounting, estate planning, deceased estates 
and short term insurance. In future, Intuition might well 
include articles from other departments of the Group that 
we feel are interesting and which may be relevant to you 
and your financial well-being. To kick off this initiative, this 
issue includes an article from our tax department on the 
forthcoming income tax season. As always, feedback is 
encouraged and appreciated.

New members of the team
We have been privileged as a firm to experience steady 
growth in both the number of clients we look after and the 
value of assets under our management. Consequently, we 
are excited to announce the addition of two new members to 
the Harvard House investment team.

Roy Lamb started his career 
with Investec Securities in 
Pietermaritzburg, learning 
the ropes of private client 
stockbroking and portfolio 
management. Before long, 
he was lured to Cape Town 
to join Old Mutual, and 
thereafter, to Johannesburg 
to rejoin Investec – but 
this time dealing with 
institutional clients in a 
trading capacity. However, 
Roy eventually realized 
what we have known all 

along – that there is no place like the Midlands. He returned 
to the Midlands in October 2010 and soon thereafter joined 
BOE Stockbrokers in Umhlanga, once again being responsible 

for private clients. Roy is married to Hayley and has one son, 
Patrick. We are delighted to welcome Roy to our team, and 
are excited about his contribution to our investment debate.

Nick Rogers grew up in the Midlands – his parents taught 
at Michaelhouse for many years. After graduating from the 
University of Natal, Nick set his sights on London, whereupon 
he attended the Royal Military Academy at Sandhurst. Nick 
entered the financial industry after completing his time 
with the military, with various roles at ABN Amro, Deutsche 
Bank, BNP Paribas and finally Royal Bank of Scotland. Whilst 
his roles have been more focused on administrative duties, 
Nick has taken a keen interest in economics and asset 
management during his tenure in the industry, which has 
laid the foundation for his new role as part of our investment 
team. Nick is in the process of relocating back to Howick from 
the UK, together with his wife, Michelle and new born twins, 
Joshua and Sophie. Nick joins us from the 1st September in a 
trainee capacity. 

Listed property keeps on going
We wrote an article in the July issue of Intuition entitled 
“Income: the search continues.” Listed property has had a 
phenomenal run over the last two months and it appears to 
have been fuelled by foreigners who find the high income 
yields attractive, especially relative to the yields on offer in 
their own markets.   However, as far as we are concerned, 
some of the yields on the better quality stocks have slipped 
below 6%, indicating that, in historical terms at least, they are 
fully valued in our market. We now have the rather strange 
situation where leading property shares, such as Growthpoint 
and Resilient, yield approximately 5.5%. Yet, there are several 
ordinary shares across the broader market, such as Sasol, 
Vodacom and MTN which yield 5% or more.

In some instances, clients will find that percentage holdings in 
selected PUTS have risen sharply, due to market movements. 
In such cases, we have sold a modest portion in those shares 
where clients are excessively over-exposed simply because 
we believe that it is unwise to be over-exposed to any one 
share – regardless of its prior performance. Clients should 
not conclude that we have lost faith in these companies, as 
they still produce the income which is indispensible for the 
payment of monthly income to clients.  

snippEts from tHE Editor

Roy Lamb
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We often get asked our opinion on the direction of the Rand’s 
next move, especially after a few days when large moves 
in the currency have made the headlines of even our local 
newspaper. One thing is for sure, a large part of the move 
in any currency is due to sentiment. In fact, sentiment is 
often reasons number one, two and three! Jokes aside, the 
movement in the Rand over any short term period is almost 
impossible to predict, and even over the longer term, the 
basic economic fundamental view that the Rand should 
weaken by the difference in inflation between SA and its 
trading partners, doesn’t always hold. 

We are not going to be foolish enough to try and predict in 
what direction the next move is going to be, but rather we 
highlight a few of the fundamental factors that influence the 
medium to longer term direction of the Rand. These factors 
include:

1. Foreign portfolio investment. Foreign investors are 
active on a daily basis either investing in or disinvesting 
from, the Johannesburg Stock Exchange and Bond 
Exchange. These flows are often quite substantial. At 
the height of the Financial Crisis in 2008, foreigners 
sold almost R70 billion worth of bonds and shares 
over September and October alone, resulting in a 
substantial depreciation of the Rand from R7.80 

to R11.80 per US Dollar within 3 weeks. In contrast, 
foreigners have already bought R47 billion worth of SA 
securities this year alone, supported by the inclusion 
of South Africa in the CitiBank Global Bond Index and 
National Treasury’s successful $1.5bn offshore bond 
placement in May this year. Despite the already huge 
inflows, expectations are that foreigners will continue 
to accumulate SA bonds as global funds adjust their 
bond holdings to the revised index weights.

 
However, it is not just one- way traffic when it comes to 
analysing the factors affecting the rand.

2. Trade flows. On the other side of the coin, South 
Africa has experienced significant outflows in its trade 
account with other nations. Since the start of the year, 
economic growth has slowed in a number of South 
Africa’s trading partners, notably the Euro area, the 
UK and China. Those global developments coincided 
with domestic supply constraints and a strengthening 
rand, which has led to a sharp contraction in exports. 
In contrast, imports have continued to edge higher. 
Slower exports and higher imports have resulted in a 
trade deficit of R45.3 billion, which largely eliminates 
the benefit of foreign investment inflows.

There are dozens of factors that impact the rand, but we 
end off this article by highlighting one interesting factor that 
contributes to South Africa’s balance of payments, namely;

3. Travel receipts.  There was a noticeable period of rand 
strength (R7.80 to R6.80) when South Africa hosted 

forEiGn purcHasEs of sa invEstmEnts
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“The foreign love affair with SA investments continues, for now”
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“A fool’s errand guessing the short term direction of the Rand” 
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As you may know, the tax filing season 
opened on 1 July 2012, so you can now 
submit your tax returns for the 2012 tax 
year.  This means declaring your income 
and allowable expenses for the period 1 
March 2011 to 29 February 2012. If you 
are using eFiling, you are given more 
time to submit your returns to SARS 
than if you submit a manual tax return.  
Deadlines are shown in the table below. 
This year there are very few changes 
to the personal income tax return.  You 

can still print a tax calculation of the estimated result on 
eFiling before you submit your personal income tax return 
to SARS.  For the first time, an estimated result can also be 
done on eFiling for companies and close corporations.  The 
good news is that if you submit your return via eFiling you 
are assessed within a few minutes of submitting your return.  
If you are due to receive a tax refund this may also be paid 
within a few days, provided SARS does not require supporting 
documentation and your file has not been selected for audit.
 
One area which SARS has been targeting is medical costs.  
Previously SARS has always accepted the medical tax 
certificate, without asking for proof of payment of the 
amounts that the medical aid has rejected.  Our experience 

now is that if SARS requests supporting documentation, you 
will need to submit proof of medical invoices and receipts for 
all medical expenses, including the amounts on the certificate 
that the medical aid has rejected.  Without this proof, SARS 
may not allow the medical claim.  

Once again, provisional tax time is just around the corner.  
Taxable income for the first six months of the 2013 tax year 
will need to be declared on provisional tax forms.  This covers 
the period 1 March 2012 to 31 August 2012.  To avoid interest 
accruing on late submissions, these provisional forms and 
payments need to be submitted to SARS before 31 August 
2012. We will be sending out a provisional tax calculation 
letter to our tax clients in the next few days.

If you have any questions about your tax affairs, please feel 
free to contact our tax department and we will be happy to 
assist you.

the FIFA Soccer World Cup.  The latest release of data 
by the South African Reserve Bank shows how travel 
receipts (spending by tourists visiting SA) have risen for 
the fourth consecutive quarter and have now surpassed 
the high point reached during the World Cup. This 
is encouraging from both a Rand and employment 
perspective, given the importance of tourism to the 
local economy. Perhaps these receipts have acted 
as a buffer, protecting the rand from weakening 
dramatically over the last couple of months, especially 
in light of the global uncertainty.

Analysing these flows does offer some guidance on the future 
direction of the currency but we must not forget the impact of 
short term sentiment on daily movements. Over the medium 
term we believe the rand could stay rangebound between 
this year’s high of 8.50/US Dollar and a low point of R7.50/$.

tax sEason is now opEn
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Category of Tax Payer Deadline
eFilers: non provisional taxpayers 23 November 2012
eFilers: provisional taxpayers 31 January 2013
Trusts 31 January 2013
Companies, close corporations, exempt 
institutions

12 months after 
year end via eFiling
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There is an old adage in markets that 
goes something like this. “When Wall 
Street sneezes the rest of the world 
catches a cold.” Despite shifting global 
patterns, the USA is still instrumental in 
establishing the global trend for stock 
markets, so what happens in the USA 
is important when understanding other 
global exchanges. Furthermore, with 
the US being one of the few economies 
showing solid growth, the investment 
community is even more interested 
in the health of US companies. US 
companies report their profits every 
quarter (compared to SA which requires 
reporting every six months.) The second 
quarter US corporate earnings season 
is in full flow, so we are starting to get 
a good feel for what the expectations 
are going forward for the world’s largest 
economy, together with extent to which 
profits have changed from this time last 
year. 

Of the 119 companies in the S&P 500 that have reported so 
far, 69% of them have exceeded analyst’s forecasts. (The table 
below highlights a selection of the more familiar companies.) 
That sounds impressive, but unfortunately the bar was not 
set very high. Forecasts were already suggesting a weaker 
performance, and this has proved to be the case. What is of 
further interest is the number of companies beating revenue 
forecasts. Beating profit forecasts is one thing – firms are 
renowned for a little “creative accounting” when it comes 
to profit figures. Revenues are a different matter. Revenues 
measure what has actually been sold. If revenues are not 
growing, then sooner or later, it will filter through to profits. 
After all, there is only so much cost cutting that firms can 
do. On this metric, only 40% of US have reported revenues 
higher than forecast. This is the lowest percentage in four 
years. At the same time, firms are being cautious about the 
outlook for the rest of the year.

This sounds like a gloomy state of affairs. It certainly is not as 
rosy as it was at the start of the year. But it is never wise to be 
too optimistic. As many an executive can testify – it is always 

better to under-promise and over-deliver, rather than the 
other way round. Companies are rightly cautious about the 
outlook, given the numerous uncertainties facing the world. 
We have discussed many of these in recent issues of Intuition. 
We come back to our long held view that the world is not 
heading back into another recession, but is rather set for a 
period of weak, albeit positive growth. In that environment, 
companies can, and will, still prosper.

That covers the US. What about Europe? Despite the doom 
and gloom, it is far from a pervasive tale of woe across 
the Atlantic. Certainly, conditions are tough, with most 
major economies in recession, or on the brink thereof. Yet 
companies continue to hold their own. Firms across all 
sorts of industries, from Hermes (luxury goods), Electrolux 
(appliances), and Remy Cointreau (wines and spirits), are 
all reporting better than expected growth. That reaffirms 
another of our long held beliefs – that companies are not 
countries. Countries are in trouble, but companies continue 
to meet the needs of their clients. 

We continue to monitor the health of global companies 
closely – not only to identify attractive investments for 
offshore portfolios, but also as a litmus test for the health of 
the global economy. Whilst it certainly has not been all plain 
sailing, it is also far from a train smash. Equally important, 
dividends continue to grow, which only reinforces the case 
for good quality shares instead of hideously expensive 
government bonds. In the next section, we highlight two 
foreign companies that we believe fit our investment 
objectives. 

General Mills
General Mills, a US food company, is one of the few companies 
that we know who can make the following claim: to have 
increased their dividend every year for the past 113 years. 
Yes, that is 113 years – longer than all of us have been alive. 

General Mills is a US food company, similar to Tiger Brands 
in many respects, but with a different suite of products and 
a far more global footprint. It has annual sales of $16 billion, 
spread across hundreds of different products. Its main areas 
of focus are breakfast cereals (in partnership with Nestle), 
yoghurt, convenience meals, wholesome snacks and treats 
and premium ice cream – the Häagen Dazs brand, which is a 

forEiGn companiEs: HoldinG tHEir own

Michael Porter

Roy Lamb
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treat to any ice cream connoisseur. Some of their brands have 
found their way onto our shelves too – Old El Paso Mexican 
foods, Cheerios and Pillsbury baking products.

Being a US company, it is not surprising that the bulk of their 
sales come from that country. But General Mills is expanding 
globally, with its sights firmly set on Asia’s rapidly urbanizing 
population. It quotes an interesting statistic in its annual 
report. Four markets, being the US, UK, Canada and Australia 
account for 54% of global cereal consumption, yet they 
represent just 6% of the world’s population. That statistic 
alone highlights the potential global growth for companies 
that have traditionally focused only on western markets. Asia 
accounts for only 5% of sales, yet it is showing the fastest 
growth of all their geographies. As with many overseas 
expansions, profit margins are lower than in the US – a 
function of having to invest in new infrastructure to build the 
necessary capacity. That should change as they benefit from 
economies of scale.

General Mills is not a “sexy” company. It is not likely to double 
profits every few years, yet it has still grown its earnings and 
dividends per share by 9.3% p.a for the past five years. But 
it is stable, dependable, consistent with its dividends, and is 
well placed to benefit from what we see as one of the key 
issues over the next decade: feeding the world’s growing 
population.  

Standard Chartered Bank
Those with long memories might remember Standard 
Chartered Bank. After all, the ultimate holding company 
in London was originally named Standard Bank Ltd, and 
subsequently was renamed to Standard Chartered Bank. 
Standard Chartered only sold its remaining holding in 
Standard Bank Group in 1987, upon which both companies 
went their separate ways. Yet despite the bank abandoning 
its South African roots, it remains one of the few western 
banks globally to retain an almost exclusive focus on emerging 
markets, despite it being headquartered in London.

Banking could hardly be less attractive in the current 
circumstances. Every day there are revelations of corruption, 
greed and malpractice. Ever since the Financial Crisis, 
banks have been the poster child for the public’s anger at 
capitalism. It is not hard to see why. Consequently, the share 
prices of banks in Europe and the US are trading at fractions 
of their levels reached a few years ago. Reform and restrictive 
legislation are at hand, as politicians react to the public mood. 
Bank shares are not appealing. Why then do we like Standard 
Chartered? There are two key reasons:

1. Standard Chartered is not a western bank focused 
on western markets. It is an emerging markets bank, 
with only 5% of 2011 profits coming from the UK, USA 
and Europe. By far the bulk of its profits come from 
Asia (with Hong Kong, Singapore and Korea being key 
markets), with a small, but growing percentage from 
Africa. 

profits from intErnational opErations
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2. Standard Chartered has two divisions – retail banking 
which services the daily banking needs of millions 
of ordinary people, and wholesale banking, which 
focuses on businesses, regional trade and the like. It 
has none of the investment banking operations which 
have made its peers so volatile and vulnerable. 

At the end of the day, Standard Chartered is proof how banks 
should operate. It has grown its earnings per share every year 
for the last five years (including over the 2007-2009 period), 
and its dividends have grown by 9% p.a over the same period. 
On a yield of almost 4%, it offers a similar income yield to our 
local banks, without any of the scandal!  

invEstEc: EarninG its stripEs

Investec has been around for a long time – in fact it was first 
listed on the JSE in 1986. Since then, the Group has achieved 
many milestones. The move of its primary listing to London 
was probably the most significant, but it has not all been 
smooth sailing. The Group has taken its fair share of knocks, 
both locally, and in its attempts to expand offshore. Critics lay 
the blame firmly at the door of management, but we believe 
that to be unfair. Investec is entrepreneurial by nature, and 
that by implication means you’re not going to get it right all 
the time. So what does the future hold?

In predicting the path forward, it is always useful to look 
back. Investec grew rapidly between 2003 and 2007, but has 
suffered terribly since the onset of the Financial Crisis. Part 
of that has been its own fault, but much can be attributed to 
the changing banking environment. Two key factors that have 
weighed heavily on results are:

1. The purchase of a subprime mortgage business at the 
peak of the cycle and just months before those types 
of mortgages brought the financial system to its knees.

2. An overexposure to property and property developers 
– both here and elsewhere. Investec has always been 
a leader in the financing of property developments, 
but the rapid deterioration in that market caught the 
bank unawares, and led to huge losses. Popular holiday 
destinations in SA are littered with incomplete housing 
developments sporting the Investec logo as prime 
banker. The same happened elsewhere, notably in 
Australia.

These two factors combined have weighed heavily on the 
Group’s performance. Since 2008, Investec has written off 
£1.2 billion of bad loans. As a result, profits have shown 
little growth, despite improving trends in all of their core 
businesses. We are of the opinion that all the problem loans 
from past legacies are now out of the way, and any further 
bad debts will now be just part of the normal banking cycle. If 
we are right, then profits should start to improve.

Investec has three core divisions, namely asset management, 
wealth and investments, and specialist banking. As per 
my comments above, specialist banking has been the 
problem child for the past few years, and consequently, it 
has overshadowed steady growth in other key areas, most 
notably asset management. Investec has successfully built 
a global asset management business that stands proudly 
amongst its global peers. In 1991, Investec managed only £0.4 
billion in assets. Today that figure has grown to £61.5 billion. 
Its asset management and wealth and investment divisions 
now account for 50% of profits, up from 20% just eight 
years ago. This is the area that we find exciting and under-
appreciated by the market in general. Investec is changing. 
Whilst it will always be a specialist bank with a niche offering 
that waxes and wanes with the economic cycle, more and 
more the Group is becoming a global wealth manager with 
a well-respected global brand, and a far more steady and 
predictable profit stream. Having survived the worst financial 
crisis in our lifetimes – without any government assistance 
which not many UK institutions can claim to have done – 
Investec is building on its core strengths. We expect profits 
to start improving and with it, sentiment towards the share.

invEstEc sHarE pricE
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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    

In July, the Reserve Bank unexpectedly cut interest rates by 0.5% and further cuts cannot be ruled out. Retirees face 
relentless pressure on their incomes in this low interest rate environment. Our next Insight seminar will focus on our 
outlook for interest rates and inflation, and what measures investors need to take to protect their income.

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. 

insiGHt sEminar: KZn midlands & JoHannEsburG 

Natal Midlands Johannesburg
Topic: Interest rates, inflation and the impact on your income
Date: 25th of September n/a
Venue: Fernhill Hotel

Midmar / Tweedie Road
(almost opp entrance to Midmar)

n/a

Time: 5.30pm for 6pm n/a
RSVP: Cathy Maitin-Casalis on 033 330 2164 or cathym@hhgroup.co.za


