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It seems that for investors in the 
south african stock market, the hits 
just keep on coming. It all started 
with the spectacular meltdown of 
steinhoff. almost two years later, 
we still have no idea how that 
particular set of circumstances 
will end, or what the company’s 
long-term future holds. Yet since 
the steinhoff debacle, there has 
been one disappointment after 
another: tongaat, Omnia, aspen, 
Resilient, Fortress B, Mediclinic, 

Consolidated Infrastructure, group 5, to name but a few. 
the list appears to be endless!

One of the “downsides” of having an individually-
managed discretionary portfolio is that there is full 
transparency. You get to see every share included in 
your portfolio. In many ways it is a good thing, because 
it is easier to explain a portfolio’s performance (or 
underperformance) when the underlying holdings can 
be investigated. However, in unit trust investments, unit 
trusts are valued daily with overall performance reported 
at set periods, and only the top 10 holdings are ever 
disclosed to the investor. so investors seldom get to see 
the full portfolio and hence the reasons behind either 
good or bad performance.

Probably one of the most common refrains from investors 
today, especially those whose portfolios have contained 
two or more of the disappointments mentioned above, is 
that they can never recover the losses that those shares 
have detracted from their portfolios. It is not pleasant 
for anyone to see a single share decline to 10% of its 
original cost price, let alone several shares.
 

this begs the obvious question: Does history support 
the notion that an investor, whose portfolio experiences 
a number of shares which lose almost all their value, can 
never hope to earn a reasonable return in the future? 
Is all hope lost and do these failures doom the portfolio 
to mediocrity or alternatively will they fail to achieve the 
investor’s objectives?

How do we test this theory in a way that is unbiased 
and fair, and that eliminates selective evidence being 
produced?

Fortunately, there is a perfect portfolio on which to test 
this theory, namely the J200 or the FtsE/JsE top 40 
Index. this index is calculated by ranking the top 40 
shares by their market capitalization. the weighting of 
each share in the Index is calculated by expressing that 
particular share’s market capitalisation (market cap, for 
short) as a percentage of the total market cap of the 
entire index. share price movements (both up and down) 
cause the share’s weighting to change.

there are a number of reasons why this Index is the 
perfect portfolio to use to examine our question, among 
others:

•	 the data is freely available. there is no fixing or 
fudging of the statistics.

•	 the weight in a portfolio (and indeed whether it 
is even in the portfolio) is determined by a fixed 
statistical metric, eliminating any fund manager’s 
skill or luck.

•	 Where shares fall catastrophically the investor will 
hold it all the way down, until a ‘forced sale’ is created 
when the market cap falls below the criteria for being 
included in the Index.

•	 In some cases, a share can fall catastrophically and 
yet still comfortably retain a large weighting in the 
index. such an example can be used to illustrate 
purchases of extra holdings in a company that then 
falls further after the subsequent purchase.

given that we are long term investors, we have selected a 
15-year period (weekly closing prices every Friday), which 
starts on the 26 March 2004 and ends on the 29 March 
2019. Over this period, the top 40 rose from 9,732.94 
to 50,273.93 (dividends excluded) which translated into 
an average annual return of 11.5%. Inflation over that 
same period averaged 5.46% per annum. this means 
that the top 40 portfolio of shares returned a real return 

ThIs TIme Is dIffereNT. 
Or Is IT?

Robin
Gibson
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(the return after adjusting for inflation) of 6% per annum. 
to illustrate it in a different way, it means that R100,000 
invested at the start of the period was worth R245,000 
at the end (excluding income paid along the way), and 
this assumes that the price of goods and services was 
unchanged over that period.

this is a fantastic result given that the portfolio had to 
endure both the global Financial Crisis of 2008/’09 and 
the recent market malaise of 2017/18’. 

With that as a backdrop, let’s consider some of the 
intricacies of this portfolio’s components over the period. 
at the start of the period in March 2004, China was 
booming and south africa was about to be awarded 
the 2010 FIFa World Cup. things could not have 
looked rosier for companies, not least of all the mining 
companies. In fact, the top 40 portfolio included 10 
mining companies, which together comprised 47.3% of 
the portfolio:

the next 5 years went swimmingly, and mining was the 
place to be invested as China’s voracious appetite for 
commodities, fueled by its incredible investment in new 
infrastructure, seemed unending. 
By the end of March 2009, Mining 
comprised more than 50% of the 
Index and yet the share prices had 
already softened from their highs of 
2008 in the face of concerns about 
demand, over-leveraged balance 
sheets and future profitability.
sadly, the next decade proved to 
be largely catastrophic. Demand 
disappeared, commodity prices 
plummeted (so did talk of ‘Peak Oil’ 
and the associated price of $200 per 
barrel!) and with it, mining profits. 

Balance sheets that were heavily over-geared (excessive 
levels of debt) destroyed investor confidence and share 
prices plummeted. By the end of March 2014, the 
weighting of mining stocks had plummeted to just 30% 
of the top 40 Index. the multiple blows to this portfolio 
(the top 40) were staggering. Not until November 2017, 
when Donald trump was elected President of the united 
states on the slogan of “Make america great again”, did 
things really start to improve. His election fueled a shift 
in sentiment that gave the mining stocks the boost they 
needed. However, over the intervening period, the losses 
were staggering. the following table only includes those 
shares still in the portfolio as at the end of March 2019. 
the others were effectively sold out as losses, because 
they were dropped out of the Index.

Company share Price Index Weight

anglo american R151.00 17.8%

BHP Billiton R58.00 11.5%

sasol R97.00 5.2%

gold Fields R82.48 3.3%

Impala Platinum R516.89 2.7%

anglogold ashanti R264.00 2.4%

Harmony R98.49 2.0%

anglo Platinum R278.00 1.9%

aVgold R9.75 0.3%

Kumba R42.49 0.2%

Company
share Price 

(mar 2004)
share Price

(mar 2009)
Index Weight 

(2009)
anglo 
american R151.00 R268.61 6.7%

BHP Billiton R58.00 R187.67 13.1%

sasol R97.00 R589.97 6.1%

gold Fields R82.48 R130.36 2.9%
Impala 
Platinum R516.89 R120.00 1.2%
anglogold 
ashanti R264.00 R182.90 1.4%
anglo 
Platinum R278.00 R473.65 0.5%

Company Peak Price 
 (‘04 – ‘19)

date of 
Peak

Low Price 
(‘04 –‘19) 

date of Low % 
decline

anglo 
american R539.00 20 June 08 R55.22 8 Jan 16 89.7%

Billiton** R295.57 16 May 08 R116.99 21 Nov 08 60.4%

sasol* R496.00 4 May 08 R222.00 21 Nov 08  55.0%

gold Fields R148.21 07 July 06 R31.40  20 Dec 13 78.8%

Implats R348.00 23 May 08 R17.02 17 aug 18 95.1%
anglogold 
ashanti R385.36 02 Dec 11 R75.02 07 aug 15 80.5%
anglo 
Platinum R1406.01 16 May 08 R165.12  18 Dec 15 88.3%
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(these notes refer to the table above)
* Sasol experienced a number of severe declines over the period 
from 2004-2019. We have only quoted one instance. Refer to the 
graph.
** BHP Billiton rallied hard and then fell heavily again during 2015. 
We have only quoted the Financial Crisis experience. Refer to the 
graph. 
*** Graphs are all at the end of the article. 

there is no doubt that if this had been an actively 
managed portfolio, the client would have been on the 
phone post-haste to register their discontent at the 
poor management of the portfolio, given such easily 
foreseeable consequences. (I mean - the Financial Crisis 
was obvious, wasn’t it? Even a bartender reading his 
morning newspaper on the toilet could have predicted 
it!). the client would have been baying about capital loss, 
permanent capital destruction, no possibility of recovery, 
fees paid for inaction, etc. etc.

Yet, by the end of March 2019, the client could hardly be 
aggrieved with an equity portfolio that has beaten inflation 
by 6% per annum over the past 15 years. 

With this in mind, it is worth visiting some timeless 
principles that are important in equity investing:

1. Cash is never going to be a serious long-term inflation 
beater.

2. Investment returns in equity markets are never linear. 
While everyone would like to see a steady return of 
15% per annum, it never happens that way. Rather, it 
is far more likely that an average annual return of 15% 
is achieved via four years of no growth and 100% 
growth in the 5th year.

3. Market failures, sector failures and company failures 
are part and parcel of investing in companies. It is 
part of the reason why equity investors enjoy greater 
rewards than those achieved in safe havens such as 
cash.

4. Reasons for market movements are usually not 
nearly as visible ahead of the event as they are after 
it. Hindsight Is an exact science. If you don’t believe 
me, go and speak to the Britons about Brexit or us 
citizens about President trump. the dots were easy 
to join after the fact because one knows, at every 
stage, which probability actually came to pass. that 
is not the case beforehand.

5. Professional investors are virtually unanimous in their 
view that trying to time the market is a “mug’s game”. 
It’s impossible to do with any degree of consistency. 
(If you don’t believe me, do some detailed analysis 
on some of the Collective Investment schemes sitting 
at the bottom of the “Flexible” category). Building a 
position, and consistently applying a process will 
invariably ensure a good long-term outcome, even if 
there is pain along the way. 

6. asset management is not synonymous with share 
trading. sometimes the fees you are paying is to 
know when to leave it alone, and to have the courage 
to do so!

7. share prices can plummet by huge percentages, 
but over time, compounding growth will overcome 
temporary catastrophes and generate real growth.

8. Every single company has a risk of failure, and there 
is no such thing as “too big to fail” (Just think of 
companies such as Enron, Kodak, Lehmann Brothers 
etc., who were all leaders in their field and who now 
don’t exist.) 

9. Diversification is the only real way to deal with risk. 
Massive weightings in single positions can look 
impressive, but they can also be value destructive.

10. timing the bottom before entering markets is 
dangerous. Markets discount future events long before 
the reality hits the casual observer. Much has been 
written about the different returns that are achieved if 
just a few good days are eliminated.  ultimately, you 
have to be ”in it to win it”.

11. Compounding dividends is one of the most powerful 
forces in equity investing. the income stream provided 
by dividend payments (which often continue despite 
huge drops in the share price) allow investors to 
purchase additional holdings at deep discounts. this 
in turn provides some of the future “excess return” 
when markets recover.

12. as is the case with almost anything, developing the 
right habits along with patience, is probably the only 
true path to success.

In conclusion, maybe this time it is different, or perhaps it 
is just the same old wolf in different clothes and the patient 
investor will be rewarded. It reminds me of the late sir 
John templeton’s investment maxims: “be fearful when 
others are greedy, and greedy when others are fearful”.
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Over the past six weeks, we have 
presented to several audiences 
on our outlook for markets over 
the remainder of this year. this 
article is a very brief summary of 
those views, 
and the full 
presentation 
is available on 
our website 
for those who 
would like 
more detail. 

there is little doubt that the pace of 
global growth is slowing. Forecasts 
for gDP growth in the major regions 
of the us, Europe and China are 
constantly being revised lower. 
Reasons for these revisions include 
the impact from the trade war, 
political uncertainty, and domestic 
weakness after a few years of 
above-average growth. Downward 
revisions have raised fears that a recession is just 
around the corner. We do not think this is the case. 

the slowdown in growth has caused a major shift in the 
outlook for a crucial cog in the global financial system, 
namely us interest rates. Late last year, the market 

was still expecting the us Federal Reserve to raise us 
interest rates aggressively. Just six months later, that 
expectation has been turned on its head. Interest rates 
are now expected to decline, with the median forecast 
calling for a reduction of 0.75%. Why is this important? 

us interest rates are considered 
to be the foundation against which 
other financial assets are valued. 
Lower rates should cause the us 
Dollar to weaken, which reduces 
pressure on emerging market 
currencies, and makes equities 
far more attractive. It should also 
shore up growth. as expectations 
have changed, bond yields have 
tumbled to levels reminiscent of a 
few years ago. Bond yields in many 
countries are now negative, which 
has re-ignited the “hunt for yield”. 

this is good news for sa. Lower 
us interest rates has caused the 
currency to strengthen (at least 
temporarily). Our bonds, which 

are trading at yields in excess of 8%, are once again 
attractive, despite the government’s debt issues. that 
stability has allowed the Reserve Bank to cut our interest 
rates. More is required to get the economy moving, but 
at least we are heading in the right direction.

Michael
Porter

gOLD FIELDs

0

2000

4000

6000

8000

10000

12000

14000

16000

04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19

Cents per share

aNgLOgOLD asHaNtI

0

5000

10000

15000

20000

25000

30000

35000

40000

45000

04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19

Cents per share

A brIef reCAP Of OUr vIeWs fOr The 
remAINder Of The yeAr

“Late last year, the market 
was still expecting the Us 
federal reserve to raise Us 
interest rates aggressively. 
Just six months later, that 
expectation has been 
turned on its head. Interest 
rates are now expected to 
decline, with the median 
forecast calling for a 
reduction of 0.75%.”
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Nonetheless, the outlook for our economy remains 
bleak in the near term. growth is now forecast to be 
just 0.5% this year, and expectations for next year are 
not great either. Weak growth has implications. tax 
revenues are well below expectations, and the Budget 
Deficit will be alarming high this year. after a further 
bailout for Eskom last week, the threat of another credit 
downgrade is rising daily. 

We are watching for signs of “green shoots” that the 
economy is starting to gain traction. there are numerous 
stats to monitor, amongst them confidence, PMI Index, 
the level of imports, vehicle sales, retail sales, and 
the demand for credit. None yet show any discernible 
improvement. Furthermore, policy reforms (as promised 
by the government and which could improve the growth 
momentum) are still yet to materialize. Reforms have 
been promised for months, yet the weeks tick by without 

progress. this is especially frustrating given that reforms 
are crucial to unlocking the future growth potential in 
our economy. the conclusion is that our economy is 
likely to remain weaker for longer. We do not expect 
much improvement for the rest of this year, and the rate 
of growth for 2020 will very much depend on whether 
government starts to implement its promises. 

against this backdrop, we continue to construct 
portfolios with a decent bias towards companies with 
exposure to other economies where growth is more 
visible. this is further reinforced by our belief that the 
Rand is vulnerable to further weakness as we draw 
nearer to the October Budget update and Moody’s rating 
review in early November. If we see evidence of “green 
shoots”, we will look to increase exposure to domestic 
sectors such as retailers and local industrials.e don’t 
think there is any rush! 
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The fall in US bond yields has caused the gap between 
yields in the US and SA to widen, thereby increasing the 
attractiveness of SA investments, despite our country’s 
excessive levels of debt.”

IMPaCt ON gROWtH OF POLICY REFORM

Policy reform could increase our potential growth rate by 
over 2%. It is therefore very frustrating that the pace of 
reform is so slow.
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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:

INsIGhT semINArs
Last year we hosted our first panel discussion, inviting 
members of the audience to ask and debate issues with 
our team of asset managers. We will be hosting a similar 
event for our next seminar, where clients are invited to ask 
the team any question on their minds. 

Please RsVP to Clare Mitchell on 033 3302164 or 
clarem@hhgroup.co.za.

NATAL mIdLANds
topic: Panel discussion: answering 

your questions
Date: 8th of august 2019
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: N/a
Date: N/a
Venue: N/a
Morning time: N/a


