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1. How often is my portfolio 
looked at?

your portfolio is examined 
constantly using a dynamic “sum 
of the parts” process. This process 
firstly recognizes that individual 
shares are the cornerstone of your 
portfolio. at the primary level, the 
asset management team meet 
and discuss economic factors 
affecting markets, both global and 
local, and whether this data has 

an implication for shares held in your portfolio. Let us 
consider three scenarios to illustrate this process:

1. buying shares into a portfolio. During the course of 
our research a particular share may be identified 
and confirmed as being suitable for clients with 
particular mandates. asset Managers are then able 
to draw a complete list of those clients who have 
cash available for share purchases. This allows 
them to examine those portfolios more closely to 
see whether the share is appropriate for a portfolio, 
given the existing holdings.

2. Selling shares / taking profits. Assuming that the 

Team has decided to sell out or lighten a particular 
share, the asset managers can, at the push of a 
button, draw a list of clients who hold that share and 
what the weighting is in the respective portfolio. This 
allows them to instantly identify where shares need 
to be sold.

3. Overall assessment. asset Managers will peruse 
their list of clients during the course of a month 
to examine the portfolio for appropriate balance, 
sufficient income generation and overall mandate 
suitability.

It is thus entirely feasible that portfolios are surveyed 
multiple times in a month using these tools. asset 
Managers will often look at individual shares, look at 
who holds them and opt to rebalance where appropriate. 

Long term asset management is not about looking at 
portfolios every single day and seeing whether the 
valuation has increased or decreased relative to the 
previous day, nor is it about making knee jerk trading 
decisions. In terms of the Harvard House Investment 
Philosophy, it is the building of a diversified (by sector, 
risk and dividend yield) portfolio of shares that the team 
believes will achieve the client’s objectives over the 
medium to longer term.

We aNsWer sOme  
freqUeNTly asked qUesTIONs

Robin
Gibson

2. Why am I still paying fees when my portfolio 
is going down?

We understand that this question is asked in the context 
of 2018 – a year during which many portfolios suffered 
notable declines. Interestingly, global markets generally 
had a bad 2018, and some analysis suggests that 2018 
was the worst year for global markets since 1901 - in 
some cases by quite a margin. 

Consequently, it is probably a good time to examine what 
you are paying for, and also what you are not paying for:

What I am not paying for:
• absolute performance. Portfolios, even successful 

long-term portfolios, do go down over selected 
periods. absolute positive performance is a panacea 
that is not even achieved by those who say they able 
to do so.

• Trading. The Harvard House investment philosophy 
does not advocate trading aggressively. Many 
people have the perception that the way to make 
money in the markets is to buy and sell constantly, 
while watching the portfolio every minute of the day. 
This is a traders’ modus operandi and we are not 
traders.

• Timing the Markets. Collectively, asset managers 
agree on little, however what is universally agreed is 
that timing the market is the hardest thing to do with 
any degree of success or consistency. We do not 
attempt to time the markets, call the bottom of the 
market or make big bets on any particular outcome.

What I am paying for:
• financial Planning. The Harvard House model looks 

to provide exceptional value for money by proving 
an integrated service at significant discounts to 
the average retail investor’s experience. This is 
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TOP 40: 2018 SHare PrICe MOVeMenT
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Share prices were weak across the board in 2018.

demonstrated by the fact that every client is allocated 
a Financial Consultant. These qualified individuals 
are professionals who are constantly trained, not 
commission driven but salary paid, and supported 
by a team of other experts in the background who 
advise on topics such as tax, estate planning and 
other complicated topics that clients often encounter 
in structuring their financial affairs. Our Financial 
Consultants are part of the package and the fee 
charged incorporate their services. Their expertise 
does not diminish in declining markets.

• administration. Harvard House has chosen to 
exceed the minimum requirement of the fSCa for 
reporting to clients on their investments. In addition, 
we have always placed an extremely high priority on 
communicating with clients. We have chosen to do 
this through our publications, Intuition and acuity, 
and our free seminars branded as Insight. This 
commitment is in no way diminished during difficult 
times.

• asset Management. The dedicated team based at 
Harvard House continues to research economics, 

world events, politics and individual companies in 
an effort to construct portfolios of dividend paying 
companies that diversify risk and achieve clients’ 
long-term objectives within the mandate choices 
available. Sometimes this may mean avoiding a top 
performer due to unpalatable risks, holding a share 
through a cycle due to Capital Gains Tax implications, 
or holding poor performers in the belief that the 
potential will soon be realized. Years like 2018 (and 
the previous three for JSe investors) force the 
portfolio management team to put in no less effort, 
research or application. In fact, the intensity of the 
whole team increases substantially as all the normal 
functions of the day continue, but it is coupled with 
the need to engage with clients to address legitimate 
fears and concerns.

In summary therefore, a client is now paying less for the 
same effort than when the portfolio was much higher 
and for many services funded from the fees generated 
by this portfolio – services that in many cases would be 
separately charged by other providers.

3. Is my income secure?

Income is the foundation upon which our investment 
philosophy is based. Share prices are indeed victims to 
the sentiment of the potential buyers, not to the current 
owners. Generating an income on the foundation of 
an escalating share price is fraught with danger and 
investors would be right to be nervous of such a strategy. 
2018 has proved that unequivocally.

It is critical that daily life is lived using income generated, 
not by reducing your asset value. This applies equally 

to investors with a “growth” mandate, who would be 
aiming to grow the income to supply a passive income at 
retirement. In periods when asset values are depressed, 
the investor who can maintain their lifestyle and still fund 
their expenses is in the enviable position of being able 
to wait for the sentiment around asset values to correct 
and prices to rise. So how have incomes held up?

The charts below are extracted from our Insight 
presentation from the end of 2018.  The first chart shows 
the change in share price for those companies in the 
Top 40 Index. as you can see, there was little respite 

TOP 40: 2018 DIVIDenD GrOWTH
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Yet dividend growth was reasonably strong.
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4. should I not rather be in cash?

We cannot deny that cash has been a much more 
attractive asset class over the past four years. Cash 
however, has never been a reliable alternative for long-
term investment. It is only marginally better than Inflation 
over the long term. In addition, tax payable on any 
interest earned (over and above the annual exemption) 
only reduces returns further. That implies that you are 
effectively becoming poorer over time.

In addition, cash never produces an income that 
escalates. Despite the fact that interest rates can 
fluctuate, there is no form of increasing cash flow for the 
income investor.

If we accept that Cash is not a realistic long-term asset 
class, but that it can outperform over shorter periods, it 

leaves us with two options related to a portfolio of Shares 
and Property during these periods:

• accept a period of underperformance, in the 
knowledge that when looking back over a longer 
timeframe, the outperformance from Shares and 
Property will more than compensate for the period of 
underperformance, or

• Switch to Cash in the hope of timing the bottom of 
the market and predicting the next rally (before it 
happens).

It is our belief that the first option can be repeatedly 
proved to be effective over the longer term, whereas the 
second option requires an ability and skill that even the 
most celebrated asset managers claim not to possess. 
for this reason alone, the option to move to cash in a 
long-term investment should be eyed with scepticism.

for shareholders. Most companies delivered a negative 
return for the year. The second chart shows the growth 
in dividend payments for that same set of shares from 
2017 to 2018. The picture is the completely opposite 
story. While most shares experienced a decline in value 
in 2018, a far greater number enjoyed an increase in 
dividend payment to investors. Good news indeed!

We remain confident that, for investors who draw an 

income within the limits that we recommend relative to 
their capital, 2019 promises to be significantly brighter 
than 2018. We remain constantly concerned about 
clients who exceed our recommendations. years like 
2018 do not occur every year, but they most certainly 
do arise. Knowing your income IS secure offers critical 
peace of mind.

5. should I not be in something else?

It is a scientifically established fact that human beings 
make decisions based on comparison (refer to 
“Predictably Irrational” by Don airley). Sadly, when it 
comes to investment, in any year, there will be winners 
and losers. We can always compare our return to an 
exceptional one. Let’s give an example from 2018. If 
you had moved all your money to a Mining & resources 
fund in January 2018, you would have got double digit 
returns in 2018. Sadly, if you had done that in the 4 
years leading up to 2018, you would have only have 
received 1.42% per annum (average return of all Mining 
& resources Collective Investment Schemes to Dec 
2017). you would have had to be quite bold to make that 
change given the 4-year track record.

again, we refer clients to our philosophy. The four 
primary asset classes are Shares, Property, bonds 
and Cash. everything else against which a comparison 
can be made is either a combination of these or merely 
a vehicle to house a combination of these. What 
makes them look better (or worse) is just the unique 
composition of that portfolio against the conditions that 

actually prevailed. for example, one manager’s portfolio 
with lots of mining stocks would have performed better 
in 2018 than another manager who held no mining and 
lots of naspers.

I recall that in late 2016 and throughout 2017 we had 
numerous calls from clients enquiring about bitcoin 
and bitcoin mining. Clients even withdrew money and 
portfolios to pursue this option. Some did very well, 
others have suffered enormously during the bitcoin 
meltdown. The profits that were generated were mostly 
paper profits. There was almost no sustainable profit on 
which to live or from which to compound into the future.

We remain convinced that building a diversified 
portfolio of quality shares and property and growing that 
portfolio’s dividend stream at a faster rate than inflation 
will produce the desired long-term result. Will Harvard 
House be the top of the pile versus all other options? 
Occasionally perhaps, but we seriously doubt so every 
year. Hindsight will always show that there were other 
options. We are however convinced that this philosophy 
will achieve our client’s goals.
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6. shouldn’t I buy gold?

Gold produces phenomenal emotions for many South 
africans. Perhaps this is because Johannesburg was 
founded on a Gold rush and for many years Sa was 
the world’s top gold producer. There is a plethora of 
commentary about gold and its merits but the proponents 
generally fall into two camps:

• Those who believe the gold price holds an inverse 
relationship with the uS Dollar and/or global risk and 
who actively trade the price movement of the metal, 
and

• Those who hold the view that the uS Dollar is a 
fiat currency not backed by any substantial asset 
and that the level of government debt in the uS 
economy guarantees a collapse of the US Dollar (of 
armageddon proportions) and that gold is the only 
protection.

We hold that the first group would generally be traders. 
Most commodity prices (not just the gold price) have 
an inverse relationship with the uS Dollar and market 
risk and they definitely offer opportunities for market 
timers to try and make profits (sometimes big profits and 
quickly). In our opinion, the second group live in a world 

of fearmongering. There are some capable and clever 
commentators who write extremely eloquently and 
describe events that would precipitate such a collapse 
- and they are very credible. However, it is not our view 
that holding 5% of a portfolio in gold (or gold shares) 
would provide any meaningful protection to investors if 
such a scenario did unfold. A collapse of the US financial 
system would effectively mean a collapse of world’s 
financial system, given that the US Dollar is widely 
considered to be the global reserve currency.

nonetheless, our reluctance to hold gold in portfolios is 
twofold. firstly, we do not believe that Sa gold shares 
have been good custodians of capital. Profits are erratic 
and dividends even more so. Sa mines face relentless 
pressure from regulation, a militant labour force 
and rapidly escalating costs, which make the mines 
unsustainable unless there is a permanently higher gold 
price. Secondly, a pure investment in gold, for example, 
through newGold or a Krugerrand, yields no income. 
This is contrary to the core of our philosophy. We would 
not argue that you cannot make money from gold, but 
such an investment does not fit with the way we explain 
our investment philosophy. 

7. How does Brexit affect south africa?

brexit is probably one of the most complicated 
conundrums devised by man. To deal with in any details 
would be a long, arduous task, and we are sure you 
would stop reading long before we reached a conclusion.

from a South african perspective, it all boils down to 
trade. In simple terms South africa currently trades with 
britain on the basis of the negotiated trade agreements 
with the european union. Should britain exit the 
european union, new trade agreements would have 
to be negotiated with all the countries that currently 
fall under the eu agreements. That is a herculean task 
for any nation, and an impossible one given the time 
frames involved in this instance. If they don’t negotiate 
a specific trade agreement with South Africa, they will 

be bound by rules set by the World Trade Organization 
(WTO), which means that any trade effected outside of 
a specific agreement can be enjoyed by all members of 
the WTO. This means it is not necessarily business-as-
usual for trade between the two countries. That is the 
risk for South africa, despite Theresa May’s assurances 
to the contrary. 

Britain makes up 5.8% (or R80 billion) of South Africa’s 
foreign trade, versus 30% with the european union ex-
uK. This makes the uK our sixth-largest trading partner. 
unfortunately, the situation is too dynamic to predict 
with any certainty what will unfold. So, it may definitely 
have repercussions for some sectors of our economy, 
it remains to be seen as to what extent brexit would 
actually impact Sa. 

8. What happened to the Harvard House General 
equity fund? Is anything going to change?

The Harvard House General Equity Fund (HHGE) 
performed poorly over the course of 2018. In addition, 
even though returns were positive in 2017, it proved to 
be equally difficult. Returns in 2017 were influenced by 
the failure of Steinhoff, the lack of exposure to anglo 

american and the underexposure of the fund to naspers 
- these two shares performed exceptionally well during 
2017. Our analysis shows a number of reasons why 
the HHGe had such a poor year in 2018, which was 
exacerbated by the comparison to the peer group:

• The Declining rand. Harvard House correctly 
predicted a weaker currency in 2018. Many 
competitor funds were protected by having their 
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full 30% allocation in foreign direct funds. This 
option was not available to the HHGe and so the 
fund was positioned to be overweight in locally-
listed, blue-chip, rand hedge shares with strong 
foreign revenue streams. examples included british 
american Tobacco, Mondi, aspen, naspers, nePI 
rockcastle and ab-Inbev. as the year progressed, 
the uS/China trade wars and rising uS interest rates 
impacted negatively on emerging Market stocks 
which included naspers, british american Tobacco 
and ab-Inbev. This was based more on global 
sentiment than the fundamentals of the businesses 
themselves. HHGe investors thus enjoyed little 
protection against the weaker currency, despite our 
accurate forecasts. 

 
• The “Steinhoff/Viceroy effect”. as the Steinhoff 

scandal broke in December 2017, Viceroy, a company 
purporting to offer independent research, released a 
report on Steinhoff. In the absence of any other news 
– and bearing in mind that PWC has still not released 
the results of its forensic investigation (15 months 
later), their report still forms the basis for speculation 
as to what transpired. Viceroy held themselves 
out to be champions of truth and justice, although 
that reputation is increasingly being questioned. 
 
In early 2018, Viceroy threatened further revelations 
about South african companies. We know that this 
led to attacks at both Capitec and nePI rockcastle, 
part of the wider resilient Group. Speculation 
was rife and several of our large holdings were 
battered on suspicion that they may be targets of 
Viceroy. These included aspen, nePI rockcastle, 
PSG Group and MTn. Such speculation has not 
proved to be founded, but sentiment weighed 
on these shares and subsequent revelations 
(although not material to company results in most 
cases) chased buyers elsewhere and prices sank. 
 
These 4 shares represented almost 13% of the 
fund. We did makes changes to the portfolio as 
conditions unfolded, but we still consider some 
of the “affected” companies to be extremely solid 
businesses, certainly with no justification for the 
declines suffered. 

• naspers and regulation. Investors may or not be 
aware that naspers’ biggest investment is a Chinese 
company called Tencent, which earns significant 
revenue from gaming. Tencent owns the two cult 
games, Fortnite and PUBG (ask your grandchildren 
about them). The revenues in the online gaming 
world are eye-watering and it has been a big part 
of naspers’ success. During 2018 however, Chinese 
authorities clamped down on online gaming in an 

attempt to reduce the risk to underage players. 
This has led to concern around future growth and 
consequently, to a decline of 23% in Tencent’s share 
price over the year. (At its weakest point, Tencent was 
down 47% from its peak in January.) naspers, which 
itself actually trades at an approximate discount of 
25% to the value of its investment in Tencent alone, 
fell by almost 15% during 2018. naspers is the 
fund’s biggest holding.

In spite of this very disappointing performance, the 
fund achieved the objectives stated in our investment 
philosophy of increasing its income. The fund declared 
a total distribution to unitholders of 9.25 cents per unit, 
a 41% increase over the 2017 distribution.  In fact, over 
the 5-year period ended December 2018, the dividend 
distribution of the HHGe fund has increased by 11.47% 
per annum, or more than 6% per annum greater than 
inflation. 

Disappointed as we are with both the absolute return 
(it is never pleasant to see a fund value decrease and 
we are keenly aware of the psychology of such events 
for investors) and our position relative to other funds 
in the same classification, we remain certain that our 
investment approach remains intact and that over the 
long term, some of the shares that have disappointed 
investors will reward those who are patient. We continue 
to hold some of the counters that disappointed last year, 
and will continue to collect their healthy dividend streams 
whilst we wait for sentiment to improve.
 
as this is written, 2019 has started on a more positive 
tone. The rhetoric between the uS and China has 
cooled, expectations over uS growth and interest rates 
have stabilized, and China has approved the release of 
new games, signaling an end to the 9-month regulatory 
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freeze. Whilst it is early days, we have made subtle 
changes to the positioning of the fund, and are quietly 
optimistic about the year ahead. We are keenly aware 
that many investors in the HHGe are small investors with 
limited financial resources. The Fund has started 2019 

well both on an absolute and relative basis. We remain 
committed to outworking our investment philosophy that 
we articulated when clients initially decided to invest 
with us.

9. Is  south africa going the same way as Zimbabwe?

Long-time residents of africa have watched as nigeria, 
Kenya, Zambia, Mozambique and Zimbabwe have 
pursued independence from colonial rule and then 
descended into poverty and chaos only to become 
lackeys for Chinese and russian exploiters - the 
new colonialists with far less desire to leave anything 
sustainable. The story has repeated so often that it 
makes it hard to argue that South africa will be any 
different. The Zondo Commission of enquiry into State 
Capture certainly doesn’t help to allay many of these 
fears. We would argue however that South africa has 
already acted differently in many key ways (even if 
there are others that look exactly the same). We would 
highlight the following:

1. A judiciary that has openly criticized and condemned 
actions of the ruling party.

2. A successful transition of president (in fact we are on 
President #5 at present – 2 having been removed.)

3. The successful globalization of almost every major 

blue-chip business, plus generous foreign investment 
allowances.

4. Freedom of Press (even during the darkest Zuma 
days).

There is no doubt that South africa is not going to become 
a poster child of Western democracy - although we would 
argue whether any nation would qualify - and there are 
real issues in a country divided by deep socioeconomic 
challenges. The majority of our population is steeped 
in deep tribal political dynamics where the chief makes 
the rules but doesn’t have to live by them. This pollutes 
every part of our society and economy. 

nonetheless, the middle class in this country is large, 
enjoys home comforts and recognizes that the status quo 
cannot remain. This was evidenced by the large swing 
and success of the Da in local government elections 
in 2016. We would agree that the future is fraught with 
uncertainty and challenges, but as we stand now, Sa 
is unlikely to emulate the trajectory that Zimbabwe has 
followed.

Harvard House continues to believe that our beautiful land can overcome its myriad challenges.
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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
There is considerable debate amongst economists about 
the outlook for our economy, given that there are so many 
factors to consider. Our next seminar will focus on the 
outlook for the economy, whether there is in fact light at the 
end of the tunnel, and how investors should position their 
portfolios accordingly. 

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

NaTal mIdlaNds
Topic: Positioning for the current  

economic environment
Date: 11th of april 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: Positioning for the current  

economic environment
Date: 9th of May 2019
Venue: rosebank union Church, Cnr 

William nichol and St andrews 
road, Hurlingham

Morning Time: 7am for 7:30am


