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In this edition:

• 2012: What a year
• Annual returns: skewed towards the positive
• Harnessing the potential of emerging consumers
• SARS penalties: understatement & record keeping
• Money laundering: making sense of FICA

(n: immediate insight; receive knowledge by direct perception)
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To wrap up the review of 2012 that was, the table alongside 
highlights the performance of major stock markets both in 
their local currencies and in US Dollar terms. For investors 
investing in their local markets, those in Germany, Japan 
and South Africa did well – returns were well above 20% in 
each case. However, to compare apples with apples, returns 
should be calculated in a common currency. The Pound and 
Euro strengthened slightly, resulting in better dollar returns, 
whilst the Rand and Yen weakened. The UK stands out as a 
relatively poor performer. If the global economy continues 
its gradual recovery, then 2013 should be a better year for 

England – if only all the rain would stop!

Contrary to all indications and 
expectations at the start of 2012, the 
past year has turned out to be far more 
rewarding for investors, despite the 
plethora of bad news and the dismal 
state of the global economy. Who would 
have expected returns from local shares 
of 26% over the past twelve months, 
and 31% for those who were invested 
in listed property? So what were the 
events that drove markets higher?

The year started on a bad note. S&P, the global ratings agency, 
downgraded the sovereign debt ratings for many European 
countries, fuelling concern about the Eurozone and the 
extent of the problems facing the Union. However, markets 
shrugged off the news as old news. As the year has worn on, 
with other countries being downgraded (including our own), 
it appears that rating agencies have lost their sting – or their 
credibility? Time will tell. Nonetheless, after a sharp rally in 
January, markets lost their mojo, and drifted sideways until 
the end of April, when markets sold off sharply on weaker 
economic data from both the US and China. Suddenly, 
growth, or the lack of it, was back in focus, and markets were 
rightly nervous. Largely, it was weakness in China that caught 
markets off guard, and prompted a sharp fall in commodity 
prices and mining shares.

But markets didn’t remain depressed for long. Starting in 
SA, the Reserve Bank changed its tune on the future outlook 
for interest rates. The outlook turned far more benign, 
prompting a rally in markets and in particular, listed property 
shares. The property sector rallied over 20% in just a few 
months. In June, the Federal Reserve extended Operation 
Twist, and in September, they announced a further round 
of quantitative easing – QE3 – printing money at a rate of 
$40 billion per month. Meanwhile, the Bank of England 
and the ECB were also doing their bit. But European issues 
continued to dominate headlines, resulting in huge volatility 
as European countries flirted with bankruptcies and bailouts. 
This prompted the president of the ECB, Mario Draghi, to 
announce that the ECB stood ready to “do whatever it takes” 
to defend the Euro. That proved to be a turning point for 
markets worldwide. 

Calm returned to markets as concerns eased over the future of 
the Euro – not that its future is guaranteed – but actions from 
the ECB have bought time and created a calmer environment 
within which to operate. That, coupled with better economic 
news, mostly from the US in the form of a steadily improving 
housing market (remember it was housing that started the 
rot back in 2007) and a 
falling unemployment rate, 
was the catalyst for equity 
markets worldwide to rally. 
Ominously perhaps for our 
market, the Lonmin tragedy 
barely features on the chart, 
although the broad JSE 
market index masks the poor 
performance from mining 
shares for much of this 
year. But globally, Hurricane 
Sandy did little to stop the 
rally. Markets wobbled after 
Obama won his second 
term as US president – given 
the impending Fiscal Cliff 
that we wrote about in last 
month’s issue. In December, 
US lawmakers struggled to 
find a compromise, resulting 
in market weakness towards 
the end of the year – 
although “weakness” is a 
relative term if one looks at 
the slight blip over the last 
few days of the chart. In 
fairness, overseas markets 
were harder hit than the 
JSE – probably because most 
people in SA were on holiday 
and therefore not paying too 
much attention. As I write, 
US lawmakers have reached 
a compromise, once again at 
the end of the 11th hour – 
but there is work to be done 
in January if markets are to 
retain their composure.

2012: what a year

Michael Porter

annual return for 2012 Local Currency US Dollars

JSE All Share Index 26% 17%
US S&P 500 Index 13% 13%
German Dax Index 29% 31%
Japanese Nikkei Index  23% 9%
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Obama extends 
payroll tax cuts and 
unemployment 
benefits 

The US Federal Reserve 
extends "Operation 
Twist" until the end of 
2012. Markets sold off, 
having rallied hard in 
anticipation. 

Obama wins the US 
election. Markets 
start to focus on the 
Fiscal Cliff. 

Barclays admitted to manipulating the LIBOR interest rate, resulting in a £290 
million fine. Other institutions were also fined towards the end of 2012. 

Mario Draghi, president of the 
ECB, defends the Euro, saying 
the ECB "will do whatever it 
takes." Markets rally.  

47 miners die at Lonmin's Marikana mine 
following strikes and clashes with police. 
The event brings back the dark days of 
Apartheid, and sparks wildcat strikes 
across the industry. 

US Federal Reserve 
announces QE3 - 
printing money at a 
rate of $40bn / month. 

Fiscal cliff fears rise 
as US lawmakers only 
reach a compromise 
deal on the 31st Dec! 

The Reserve Bank 
issues a cautious 
statement on the 
economy, inflation 
and interest rates. 
Market expectations 
of an imminent hike 
quickly turn to 
possible cuts in rates. 
Property rallies hard 
as a result.  

Hurricane Sandy 
slams into the 
Eastern US, shutting 
down New York 

SoUth afriCan MarketS in review
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We have shown the following histograms 
of annual returns each year for the past 
couple of years. At the risk of being 
repetitive, we include them again, duly 
updated for 2012. We like these charts, 
because they are simple and easy to 
understand, yet at the same time, they 
convey an important message about 
investing.

 With reference 
to equities, 

once again markets performed well, 
providing investors with excellent 
returns in excess of 20%. This adds to 
the long history of data which shows 
that equities continue to deliver 
inflation beating returns, provided 
one can “roll with the punches” and 
survive the poor years. This study started in 1960, so we 
now have 53 years of data. Over that period, there have only 
been 12 years in which shares delivered negative returns. 
As one would expect, returns are bunched between 0% and 
30% - but occasionally equities deliver a stellar performance, 
rising in excess of 40%. As we commented in some of our 
presentations this year – investors need to make sure they 

capture those years, to make up for the years when returns 
are weaker or even negative. In summary, shares have beaten 
inflation and they continue to do so. But they are volatile – 
one in every four years might see negative returns. Remain 
invested and roll with the punches – because longevity and 
patience will be rewarded. (Trend watchers might fret that this 
implies a down year in 2013 – we have had positive returns 
in ’09, ’10, ’11 and ’12. In fact capital growth was negative 

in 2011 – returns were only positive 
thanks to the dividends received. So 
don’t read too much into short term 
“cycles.”) 

Listed property had a stellar year 
in 2012 – driven by a change of 
expectation with regard to interest 
rates and the ongoing “hunt for 
income” that we have talked about so 
often. We certainly expect a far more 

subdued year in 2013 – gains in share prices should be far 
more muted. Nonetheless, we expect the income from listed 
property to not only hold up well, but also the rate of growth 
to accelerate slightly as vacancies continue to fall. That 
should underpin the sector, and provide positive returns, 
albeit lower than last year. 

Michael Porter

annuaL returns: skeweD towarDs the positive

annuaL equity returns
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“Equities have performed well in 2012, but returns are only 
slightly above average from an historic point of view.”

annuaL property returns
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“Although property had a stellar 2012, the returns are not 
unprecedented, with two previous years delivering even higher 

returns for investors.”

“Listed property had a 
stellar year in 2012 – 
driven by a change of 

expectation with regard to 
interest rates” 
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All over the world the consumer remains 
a key driver of economic development 
and growth. On average, consumption 
expenditure makes up more than 60% 
of the world’s total economy. Whether 
we buy a house or simply a can of 
Coke, it is estimated that by 2025, 
consumers in emerging markets alone 
will be spending $30 trillion annually. 
In a research paper produced by 
McKinsey (the global consulting firm) 
they describe this as the biggest growth 

opportunity in the history of capitalism. The authors have 
likened this to the Industrial Revolution - which is widely 
recognized as the most important event in economic history.

These two “events”, the rapid rise of consumer spending and 
the Industrial Revolution, are worthy of comparison. The 
report offers a succinct summary, and I quote:

“The original Industrial Revolution, hatched in the mid-1700s, 
took two centuries to gain full force. Britain, the revolution’s 
birthplace, required 150 years to double its economic output 
per person; in the United States, the focus of the revolution’s 
second stage, doubling GDP per capita took more than 50 
years. A century later, when China and India industrialized, 
the two nations doubled their GDP per capita in 12 and 16 
years respectively. Moreover, Britain and the United States 
began industrialization with populations of about ten million 
each, whereas China and India began their economic takeoffs 
with populations of roughly one billion each. Thus, the two 
leading emerging economies are experiencing roughly ten 
times the economic acceleration of the Industrial Revolution, 
on 100 times the scale - resulting in an economic force that is 
more than 1,000 times as big.”

International companies are well aware of the rise of the 
emerging market consumer, but many CEOs have commented 
on the complexities associated with this development. I 
recall from my trip to China in June last year that the Chinese 
manager for Unilever commented on the fact that they 
analyse consumer spending patterns regularly in an effort to 
understand what consumers want. During one such attempt 
of splitting and sorting data in as many variations as possible, 
they were left with a “group” of 30 million consumers whose 

spending patterns were outside of those familiar to Unilever.  
He concluded this group could be from a specific province or 
even just one city – such is the scale in Asia. 

So what are global companies facing when embracing 
emerging markets? Emerging markets contribute 36% of 
global GDP, with developed markets accounting for the 
balance. However, the opportunity lies in the fact that 
leading multinational companies earn just 17% of their total 
revenues from emerging markets, despite their fair share of 
the GDP pie. Therein lies the opportunity - to capture more 
of the emerging wallet. 

As we all know, the world’s population has reached 7 billion 
people. Yet for centuries only approximately 1% of the world’s 
population earned enough to spend beyond the minimum 
daily need. As recently as the early 1990s there were only 
1 billion people who could contemplate discretionary 
purchases such as fridges, cars or televisions and they 
lived predominantly in the developed economies of North 
America, Western Europe and Japan.

However, trends have changed dramatically over the past 
two decades. Urbanisation has accelerated across emerging 
markets, thanks to the steady removal of trade barriers and 

Willie Pelser

DeveLopeD vs eMerging econoMies
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“Big multinational companies have an opportunity to increase 
sales in emrging markets”

harnessing the potentiaL of eMerging Market consuMers
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associated growth in global trade, as well as the spread of 
market-orientated economic policies.  

The result has been exponential economic growth across 
emerging countries, such as the Asian Tigers in the 1990s 
and more recently, China, India and Brazil.  This has resulted 
in a doubling of the consuming class to 2.4 billion people. 
Incredibly, it is estimated that by 2025 the number of 
consumers (defined as those with discretionary spending 
capacity) will double again to almost 4.2 billion people – 
marking a significant event in the world’s history. At that 
time the consuming class will exceed the number of people 
struggling to make ends meet – for the first time. 

The study projects that annual consumption expenditure in 
emerging markets alone will rise to $30 trillion by the year 

2025. It is both alarming and exhilarating to note that it was 
only $12 trillion in 2010. Emerging market consumers will 
become the dominant force in world consumption over the 
next fifteen years. The charts below tell that story. 

There will be winners and losers in this race to harness the 
power of this new middle class. Some existing companies 
(household names) will fall by the wayside as they fail to adapt 
to a changing world. Others will rise – companies hitherto 
unknown to us – as they spread their wings in response to 
enormous growth. We still believe that our world is in for a 
tough few years as we correct the excesses of the past. But 
we all know that time waits for no one. Countries are growing 
and populations are urbanizing at a faster rate than at any 
time in our history. Opportunity knocks for those who can 
see the potential. 

Have you ever submitted your nil income 
tax return late, only to discover that SARS 
has automatically charged you a penalty 
of R250 per month since the missed 
deadline? To add insult to injury, SARS 
then charges interest on the penalty if 
it in turn is not paid by the due date.We 
are all aware that SARS is taking non-
compliance with tax laws very seriously. 

The introduction of the new Tax Administration Act highlights 
this zero tolerance.  There are three types of SARS penalties, 
namely Administrative penalties, Understatement penalties 
and Criminal Offence penalties.  In this month’s article, we 
will take a closer look at Administrative penalties.

Administrative penalties comprise “fixed amount-based” and 
“percentage-based” penalties.  

sars penaLties

Shelly Moreno
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“Not only is the world’s population growing, but it is getting 
wealthier too.”
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“Emerging consumers are expected to spend $30 trillion by 2025.”
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A fixed amount-based penalty is charged when a taxpayer has 
not complied with an administrative obligation.  Examples 
would include, amongst other things, not filing a return on 
time, not registering as a taxpayer when required to do so, 
not retaining records in their original form or in an authorised 
manner or for the prescribed period.  The amount of this 
penalty is determined by a fixed amount penalty table.  It 
can range from R250 per month to R16 000 per month and 
depends on the amount of the taxpayer’s taxable income or 
assessed loss for the preceding year of assessment.  

A percentage-based penalty is imposed when an amount 
of tax was not paid as and when required under a tax Act.  
Examples include a 10% penalty for the late or non-payment 
of provisional tax and a 10% penalty for late payment of VAT 

or PAYE, UIF & SDL. 

 So how will you know if SARS has imposed an Administrative 
penalty?  You will receive a penalty assessment notice 
from SARS, stating the date by which the penalty must be 
paid.  If you get one, the good news is that you may apply 
to SARS to remit the Administrative non-compliance penalty.  
The application must be done on the prescribed form (a 
Remittance Request) and must be submitted to SARS before 
the date by which the penalty must be paid. If you submit this 
remittance request to SARS then you do not need to pay the 
penalty until SARS informs you of their decision.   SARS are 
obviously determined to ensure that everyone remembers to 
submit their tax returns on time and also that everyone pays 
what is due before the deadline!

Money LaunDering: Making sense of fica

Everyone can appreciate the degree to which red tape is suf-
focating our daily lives – and none more so than the regula-
tion surrounding FICA or “Know Your Client” as it is referred 
to elsewhere in the world. I remember watching the horror 
of “9/11” on TV, and thinking that it would change the world. 
FICA is one of the most visible manifestations of that event.

The Financial Intelligence Centre Act (FICA) is designed to 
identify the proceeds of unlawful activities and prevent the 
consequent money laundering activities. More specifically, 
those involved in money laundering are trying to conceal 
the benefits of crime, and in so doing, make those proceeds 
seem legitimate. There are numerous ways to achieve this: 
buying and selling expensive items (jewellery, electronics, 
cars etc); registering shelf companies; gambling through ca-
sinos and racetracks, buying financial products such as life 
assurance and so on. As we can all appreciate living in this 
country, a criminal’s ingenuity knows no bounds! If only they 
would apply their genius to legitimate activities – imagine the 
possibilities.

“Know your client” legislation is in operation around the 
world, and in South Africa, has manifested itself as FICA. At 
the heart of FICA lie “accountable institutions” and the law 
imposes specific duties on them to help the law enforcement 
authorities identify and prevent the flow of hot money. Given 
their pivotal role in the flow of money, all financial institu-
tions have been designated as accountable institutions, and 
that includes Harvard House. This is where FICA comes into 

play. An accountable institution is forbidden from conduct-
ing business with anyone (individual, company, trust etc) 
until that entity’s identity has been established and verified. 
Particulars that must be verified include the client’s name, 
birth date, identity number and nationality, as well as his or 
her residential address. The accountable institution must be 
satisfied that they know the client – penalties (fines or im-
prisonment) apply to those who fail to perform these func-
tions properly.  In addition to knowing your client, the other 
key obligation of accountable institutions is to report any 
suspicious financial transaction to the authorities. Suspicious 
transactions can vary enormously, but it is important that we, 
as Harvard House, understand the source of funds invested 
through us. Furthermore, regardless of the source, any cash 
transaction exceeding R25,000 must be reported – one of the 
key reasons why we do not accept cash deposits into invest-
ment portfolios. All contributions must come from another 
bank account in the form of an electronic transfer or cheque. 

Dealing with red tape is always frustrating, and sometimes it 
can appear that we, or the institutions with which we have 
partnered, are being obstructive when it comes to paper-
work. But the law has imposed a rigid framework that we and 
other financial institutions are obliged to follow. By providing 
a brief background, we trust this will aid your understand-
ing of the law, and ease the headache. After all, we should 
all welcome every effort to rid our society and the world of 
criminals and terrorists.
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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

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    

Treasury has recently issued a number of discussion documents regarding reform to the retirement industry. Given that 
the proposals as they stand at present will impact both current and prospective retirees, our January presentation aims to 
shed some light on the proposed changes, and how they may impact on your circumstances. 

Space is limited so please book to avoid 
disappointment.

insight seMinar: kZn MiDLanDs & johannesburg 

natal Midlands johannesburg
Topic: Retirement Reform: How Treasury wants to control your wallet!
Date: 29th of January 2013 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


