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6 In this edition:

• Eskom: can we survive the winter?
• Living in a low interest rate environment.
• Mining: a black hole?

(n: immediate insight; receive knowledge by direct perception)
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For various reasons, I seem to have 
spent a lot of time in the car recently, 
travelling across this beautiful country 
of ours. Whilst the scenery provides 
constant enjoyment - from the rolling 
hills of Natal to the dusty desert of the 
Kalahari, I was struck by an interesting 
observation – new power lines 
stretching from horizon to horizon, with 
shiny new pylons glinting in the African 
sun.

Those who travel to Joburg frequently along the N3 will have 
seen the new, high-voltage line under construction alongside 
the existing line from the Drakensburg into Natal. Recently, I 
have had reason to visit Johannesburg quite often, and each 
time, the progress is visible along the route. Coming home 
last week, it seemed that their task was nearing an end, as 
the construction crew strung what appears to be the last 
section of aluminium wires across the highway. We have 
heard nothing but bad news on our electricity situation for 
so long that we are becoming immune to it. Furthermore, 
residents living in Hilton have experienced such intermittent 
power that generators are now just a part of life. A client in 
Johannesburg recently told me that in Nigeria, each office 
block must have its own electricity supply and water works. 
The state is not in a position to provide either of those 
services. Is this what lies in store for us?

The sight of new power lines sparked a rush of optimism 
that despite the bad news, there is progress on the ground. 
Eskom has a plan and they are delivering on it. Eskom’s 
expansion plan is not limited to just new power stations, 
but also thousands of kilometers of new power lines and 
transformers, to strengthen the National Grid and improve 
reliability. So how is it all going? Anecdotally, electricity supply 
remains incredibly tight, with virtually no room for error. In 
fact, we understand that some areas of Johannesburg have 
already been issued with load shedding schedules for the 
forthcoming winter, although I must admit that I have been 
unable to verify that. Yet surely if JoBurg is being targeted, 
then it cannot be long before load shedding spreads to the 
rest of the country. 

Regular updates from Eskom highlight the extent to which 

the current expansion programme is behind schedule. In 
June last year, Eskom forecast that 900 MW of additional 
power would come on stream in 2013 / early 2014. The latest 
Supply Bulletin from Eskom suggests that those forecasts 
are a pipedream. To get the country back on an even keel, 
Eskom is attacking the shortage from various angles – 
bringing mothballed stations back into operation, building 
new stations, improving the distribution infrastructure, and 
securing more supply from third parties (mostly renewable 
sources). 

So far, Eskom has only been successful in bringing old 
stations back into service. 260 MW of power is flowing from 
previously mothballed stations – at least this is an incremental 
improvement. However, last year Eskom anticipated that the 
first power from both the Ingula Hydro Scheme and Medupi 
would flow into the grid in 2013. That forecast has now been 
pushed back into 2014. Eskom still insists that Medupi will 
generate its first power in December this year. Labour issues 
make us less certain that this target will be achieved.

Adding further pressure to the timeous delivery of new pow-
er stations is the growing maintenance backlog across the 
existing fleet of power stations. Eskom is well behind on es-
sential maintenance, primarily due to the fact that it cannot 
afford the loss of power when stations are taken off the grid 
for checks and repairs. It has become a vicious circle, and one 
that cannot easily be broken given the lack of flexibility. Es-
kom has been forced to continuously run its open cycle gas 
turbine stations along the Cape Coast. These stations are de-

Eskom: can wE surivE tHE wintEr?

Michael Porter

Supply / Demand Peak Demand 
MW

Capacity 
MW

Reserve 
Margin

Sun 19 May 30,727 35,240 14.7%
Mon 20 May 34,007 34,548 1.6%
Tue 21 May 33,662 34,662 3.0%
Wed 22 May  33,933 34,634 2.1%
Thurs 23 May 33,742 33,874 0.4%

The table above shows the demand and supply for a week in May – the 
weather was very mild for winter, so pressure was not overly severe. 
It highlights how little room there is for error. Eskom notes that in 
that week, 4.8GW of capacity was idle due to planned maintenance 
and a further 4.4GW was idle due to unplanned outages.
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signed to provide peak power only (ie, to meet temporary 
spikes in demand on a cold evening, for example.) They are 
fifteen times more expensive to run than an equivalent coal 
fired plant. Their continual use partly explains the exorbitant 
hike in prices over recent years.

Whilst progress is being made towards a long lasting solu-
tion, in our minds, there has been a lost opportunity for the 
country since 2008 when the power crisis came into sharp 
focus. Electricity consumption should increase every year as 
the economy grows and urbanization increases. This was the 
case for many years in this country, but it has not been the 
case recently. Electricity production has stalled and with it, 
consumption. There is simply no power to consume. All too 
often projects have been delayed or shelved because of a lack 
of electricity. That in turn has impacted on growth, exports, 
job creation, household wealth etc etc. The list goes on. The 
chart below shows that for much of the past twenty five years, 
electricity produced and consumed has grown at about 2.5% 
per annum. Recently that growth has faded away, and we are 
presently in a negative growth situation. That usually only oc-
curs during recessions. This statistic alone tells much about 
the state of our economy.

Nonetheless, there is progress, and for that we should be 
grateful. Eskom recently released its updated ten-year frame-
work for its transmission network. In total, it expects to 
construct an additional 12,700 kms of new power lines and 
add 83,725 MVA of new transformer capacity to substations 
across the country. Part of this expansion is to integrate new 
stations into the grid, but the rest is to strengthen the grid 
to meet the anticipated extra demand from growth areas, as 

well as to prevent unnecessary outages from storm damage 
and the like.  So where does that leave us? The weatherman 
will have us believe that we are in for a cold winter – and 
with seven falls of snow on the Drakensberg by the middle of 
May – I am inclined to believe him. There is little doubt that 
we face a difficult winter – electricity demand always peaks 
in winter – but supply remains extremely constrained. There 
is literally no room for error. Any unplanned maintenance or 
unforeseen technical issues could see power being disrupted, 
with implications not only for you and I, but also for the wider 
economy. Yet there is light at the end of the tunnel, as the 
new power lines demonstrate. Hopefully by this time next 
year, we will be over the worst of the hump, and new power 
will be flowing from Ingula and Medupi. In the meantime, it 
might be a good idea to fill the gas bottles – just in case.

ElECtRiCity PRoDuCtion / ConSuMPtion in SA
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Eskom: new Build Programme – Forecast Delivery of new Electricity as at June 2012
year Ended

Project Mar ‘13 Mar ‘14 Mar ‘15 Mar ‘16 Mar  ‘17 Mar ‘18 Mar ‘19
Grootvlei 30
Komati 200
Camden 30
Medupi (Coal) 794 794 1588 794 794
Kusile (Coal)  800 800 800 800 1600
Ingula (Hydro) 1332
Sere (Wind) 100
total MW 260 894 2926 2388 1594 1594 1600

Eskom is well behind on its expected delivery. Whilst the three mothballed stations are back up and running, the additional power is rela-
tively small in the context of what the country requires. Medupi and Sere are now only expected to deliver their first power in the year ended 
March 2015 – a year later than planned. That implies no additional supply between now and May 2014. Kusile is also more than 18 months 
behind the schedule shown above. 
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LivinG in a Low intErEst EnvironmEnt

Chris Weber, writing in The Weber 
Global Opportunities Report states, 
and I quote: “These are indeed times 
of terror for anyone who wants to save.  
It is probably the worst thing that the 
academics who control the Central 
Banks have ever done.  They have made 
it harder than ever before for people 
to start the savings habit.  People are 
saving because they are scared, not 
because they want to increase their 
wealth by compounding interest.  How 

can they plan to save that way, as there is no interest with 
which to compound?”

Chris Weber, writing in The Weber Global Opportunities 
Report states, and I quote: “These are indeed times of terror 
for anyone who wants to save.  It is probably the worst thing 
that the academics who control the Central Banks have ever 
done.  They have made it harder than ever before for people 
to start the savings habit.  People are saving because they are 
scared, not because they want to increase their wealth by 
compounding interest.  How can they plan to save that way, 
as there is no interest with which to compound?”

We all know, or we all should know, that compounding is 
the royal road to riches.  It removes all emotion, greed, fear, 
speculation and guesswork from an investment decision, 
because compounding is pure mathematics.  Let us take 
the example of an investment of R100 which earns a rate of 
interest of 10% per annum.  Salient details are as follows:

• It takes 24 years for the investment to grow to R984,97 
in value.

• From there it takes just 6 years to grow to R1744.94, so 
in 6 years it grows by R759.97 or 77%.

• Interest earned in the 31st year would be R174,49, 
equal to the cumulative interest earned in the first 6 
years.  It gets more powerful with each passing year.

• The compound process works superbly well, provided 
the investor has TIME on his side, and is offered a 
decent rate of interest.  If your starting rate of interest 
is 0.25%, then it will take 120 years to reach a value of 
R1744.94.  No one has that much time! (unless you are 
the legendary Methuselah).

Savings is the cornerstone of capitalism.  A saver earns 
a decent rate of interest, and accumulates capital.  The 
collective savings of a nation are used to fund business 
ventures of all types, from small family owned businesses, 
to large listed companies which issue shares to investors via 
a stock exchange.  Low interest rates for a prolonged period 
of time distort the level of savings in a nation, and reduce 
the savings available for capital investment into productive 
ventures, such as mining, manufacturing, commerce and 
industry.  It is the distortion of savings that is at the root of 
the worldwide problem of unemployment.  Stephen Remick 
of First Pacific Advisors (as reported by Richard Russell) makes 
this comment in respect of the current environment of low 
interest rates, and I quote:

“The Federal Reserve cannot keep managing interest 
rates at these levels forever.  It’s an incredibly 
dangerous strategy.  Since the beginning of time, I 
don’t think an economy has been successfully grown 
with government involvement to this degree.  Here’s 
another way to look at it.  Overlay an equities chart 
over the expansion of the Fed’s balance sheet.  I’m 
pretty sure the risk assets will move higher just 
after the Fed makes its move.  Eventually, interest 
rates will have to rise, and that move will choke off 
the recovery.  If rates rise, you’ll finally be able to 
see how the zero-interest rate policy perverted the 
allocation of capital savings by pushing investors to 
do things they normally wouldn’t do because they 
need or want to find yield. (i.e. income)”

Investors have been scrambling worldwide for income for 
several years.  An investor in England who has accumulated 
£100 000 (after paying a high rate of tax on his income) will 
earn just £500 per annum, on his capital.  That equates to 

Nigel Porter

Region level of interest Rates
United States 0.25%, unchanged since Dec 2008
United Kingdom 0.50%, unchanged since March 2009
Europe 0.50%, cut last month by 0.25%
Japan 0.10%, unchanged since Feb 1999 (except 

for very small variations)
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one dinner for 6 people in London (£85 per head in a decent 
restaurant) - a pathetic return for a substantial investment 
of capital.  Investors have been turned away from long term 
investments in productive enterprises, because of their 
desperate need for income.

Let us now turn our attention to Japan.  For 40 years after the 
Second World War, Japan was the miracle economy, and from 
humble beginnings after the disaster of the War, it became 
the second most powerful economy in the world after the 
United States.  Who remembers today that the Nikkei peaked 
at 38586 on 22 December 1989, and on 14 November 2012 
it traded at a mere 8660?  Do the arithmetic and you will 
find that it is still 77% down from its peak after 23 long years.  
Low interest rates do not automatically guarantee economic 
expansion.  Japan has suffered from an ageing population, 
which does little to stimulate consumption of goods and 
services, and from a strong yen.  In 1979 it cost 400 yen to 
buy one dollar.  Two months ago it cost just 78 yen to buy 
one dollar.  Over the past 23 years, Japanese exports have 
become more and more expensive and less competitive.

I recently read a book by Richard Duncan titled “Currency 
Wars and Competitive Devaluations”.  The way for a nation 
to stay ahead is to devalue its currency, in order to make 
exports more competitive, and thereby increase the level of 
employment in that country.

After 23 years of a stagnant economy, the Finance Ministry 
of Japan has made a bold move.  In just four months, it has 
engineered the decline in the yen from 79 yen to $1, to 99 yen 
= $1.  That is a decline of 21.8% in just four short months.  The 
Nikkei has strengthened from 8661 on 13 November 2012 to 
13192 on 8 April 2013.  All investors can see the power of an 
engineered competitive devaluation by a central bank.

It is a crazy world out there.  Thrifty investors who have 
accumulated some capital are being punished by central 
bankers for prudent management of their own personal 
finances.  This includes savings in life policies, pension and 
retirement funds and particularly affects those who have 
reached retirement age.  All pensioners need income from 
their investments to supplement their pension / annuity 
income.  Yet current investment income on cash assets does 
not match the rate of inflation, so investors lose out on both 
fronts.

Our clients have been thrown a valuable lifeline over the past 
5 years, since the subprime crisis of 2008.  We recognised 

that the listed property sector was offering above average 
returns with low risk, and we have taken full advantage of it.  
We were able to buy a spread of listed property companies 
for clients which delivered income returns of 7% - 9% p.a. 
with the real possibility of capital growth.  Let us just consider 
4 examples of these special investments:

These companies are well managed and have produced 
very acceptable inflation beating returns.  We have also 
been implementing the valuable process of compounding 
for our clients.  All excess income (gross income less income 
withdrawn for personal use) has been reinvested in further 
units.  Clients may not have appreciated the fact that the 
purchase of more units over time, which both increases 
their income and offers scope for capital appreciation, is a 
very powerful form of a compounding investment.  It does 
not take a lot of money.  Excess funds of just R4000 over a 
period of six months would have bought 500 Capital Property 
units at 800c in 2010.  The shares now trade at 1100c for a 
capital gain of 37.5%, plus an increasing dividend received for 
the past three years.  No one should be surprised that we 
continue to invest in the listed property sector for our clients.

The doom and gloom experts always circle round when 
a particular sector has done well for several years.  Their 
thinking process runs along the following lines:

• These above average returns have been achieved on 
the back of falling interest rates as investors scramble 
for income.

• The party will come to an end when interest rates start 
to rise.  It is only a matter of time before this happens.

• Our cash strapped consumers will spend less money in 
our shopping malls.

• Landlords will have difficulty in raising rentals for 
tenants on termination of, and re-negotiations of, 

Dividends per unit 2012 2011 2010 2009
Acucap 298c 284c 267c 251c
Capital 68c 63c 57c 51c
Growthpoint 139c 131c 121c 114c
Vukile 128c 121c 111c 101c

Share price per unit 2012 2011 2010 2009
Acucap 4540c 3800c 3500c 3100c
Capital 1070c 881c 821c 710c
Growthpoint 2450c 1855c 1833c 1399c
Vukile 1727c 1465c 1460c 1080c
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leases.
• The pressure of rising costs in the form of municipal 

rates, electricity will reduce the ability of landlords to 
increase or maintain rental margins.

They are correct in that all these pressures and issues do exist.  
But they are only partially correct.  The party does not stop 
dead in its tracks - it will continue to grow, but at a slower 
rate of growth.  Listed property companies are still growing 
their profits and they are increasing their dividends payable 
to unit holders.  

Nine property companies reported results for the period 
ended 31 December 2013, and all of them increased their 
dividends payable to shareholders.  NEPI led the pack, with 
an increase of 15%, followed by Resilient (10%), with the 
others ranging between 3% - 7%. There is not one negative 

percentage figure anywhere on the table.  The results may not 
all be in double figures, but they provide an income in excess 
of that obtainable on cash investments, and they continue 
to deliver capital growth for investors.  After a strong period 
of capital growth this year, clients should expect a period of 
consolidation in share prices. Yet they have offered a valuable 
lifeline to investors in an era of exceptionally low interest 
rates, and they have given us the opportunity to compound 
the gains for our clients. 

mininG: a bLack HoLE?

We have been arguing for some time 
that the prospects for the global 
economy should improve over the 
course of the year, and so far, so good. 
It appears that a gradual recovery is 
taking hold. However, that appears 
to be in stark contrast to the news 
emanating from our own economy. 
One battles to find much good news 
out there at present – bond yields are 
rising, the rand is under severe pressure 
and consumer spending appears to be 

deteriorating – fast. On top of all that, we are about to enter 
the annual wage negotiation cycle and the unions are in full 
cry. Rarely has labour been this militant and inflexible. Mining 
Weekly reported that the unions are demanding a 60% rise 
in salaries across the gold sector. The platinum sector is not 
far off. Such increases are ludicrous in an industry battling for 
survival. 

At the other end of the scale, the JSE is close to record highs, 
spurred on by large industrial companies such as SABMiller, 
Naspers and Richemont – all beneficiaries of a weaker 
currency. A simple analysis suggests that something has to 
give – but is it that simple? As South Africans we intuitively 

believe that mining is the bedrock of our economy. It has 
been in the past, but it does not carry the same weight as 
it once did. Although brief, let us focus on three interesting 
charts.

The first is the contribution to our economy from mining 
over the last decade.  As one would expect, mining is 
becoming less and less important to our economy. In 2002, it 
contributed 7.2% to our GDP. By 2011, that contribution had 
fallen to 5.2%. Figures for 2012 are not available yet – they 
are due shortly - but given the high level of strikes, we expect 
mining’s contribution to have shrunk further.

The second chart focuses on employment. Mining is a labour 
intensive industry, and one of the country’s main sources of 
employment. Yet it only provides 6% of the jobs in the formal 
sector (excluding agriculture.) Against a background of falling 
commodity prices and rising costs, most miners are once 
again in cost cutting mode. That implies that jobs are on the 
line. Indeed, Anglo Platinum wanted to cut 14,000 jobs to 
restore profitability to its operations, but it has been forced 
to curtail retrenchments to 6,000 people owing to pressure 
from government. Despite this concession, the unions have 
already issued an intention to strike.

Roy Lamb

on leave: Nigel will be away from the middle of 
June to the end of July, pursuing a lifelong dream of 

fishing for salmon in Alaska. In his absence, clients are 
welcome to get in touch with any other member of 
the team should they have any queries or requests.
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Based on the comments above, it should then come as no 
surprise that mining is becoming less and less important to 
the JSE as well. The final chart shows the percentage of the 
JSE that is made up by the gold sector, the platinum sector, 
and mining in general. In all cases, the weighting towards 
mining is falling. In 2008, the gold sector accounted for 9% 
of the total market capitalization of the JSE. Today it is less 
than 3%. The same applies to platinum – now less than 2% 
of the total market. Overall, Resources now constitute only 
25% of the JSE. Seasoned investors will remember the days 
when mining was over 50% of the market – and it was not 
that long ago!

What does all this mean? Is mining irrelevant? Unfortunately 
not! As Roger Baxter, the chief economist for the Chamber of 
Mines pointed out last week, mining should not be analysed 
in isolation, but rather in the context of the opportunities it 
provides for other industries – engineering, ancilliary services, 
bank lending for new projects etc. The list goes on and on. 
Government focuses on downstream beneficiation (turning 
raw materials into a useful end product), whereas it should 
also focus on mining’s contribution to the wider economy 
in terms of the growth in other sectors. At the end of the 
day, the mining industry remains a crucial cornerstone to our 
economy – one that we cannot do without. The industry is in 
crisis at present – facing unparalleled challenges to costs (via 
labour and electricity) whilst global markets are weak, and 
the future demand for base metals from China is becoming 
increasingly uncertain. 

We do not have excessive exposure to mining for any client 
due to the highly cyclical nature of mining. This has been 
fortuitous. However, mining will always have a place in the 
economy, and we will continue to accumulate quality mining 
shares for clients when prices are attractive. In 1999, mining 
was equally out of favour (although for different reasons). 
Brian Gilbertson, then CEO of BHP Billiton, was addressing 
analysts at a lunch and struggling to persuade them that 
mining was still relevant in portfolios given that mining was 
“the past - old school and dirty” whereas technology was 
the future – bright and shiny. He reminded analysts that cell 
phones and touch screen computers are fabulous, but you 
cannot make them without platinum, chrome, aluminium 
etc. Mining will always be relevant, but in South Africa, 
we desperately need to bridge the gulf between unions, 
management and government before profitability, and the 
broader economy, can improve.

Mining’S ContRiBution to SA EConoMy
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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*, Licence no: 675  
Harvard House Financial Services Trust*, Licence no: 7758
Harvard House Insurance Brokers*, License no.  44138
Harvard House, Chartered Accountants
* 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      (  +27 (0) 33 330 2164
G     3 Harvard Street, Howick, 3290, South Africa  7  +27 (0) 33 330 2617   
+ P.O. Box 235, Howick, 3290, South Africa  @  admin@hhgroup.co.za
        www  www.hhgroup.co.za  

Markets are volatile. Equities worldwide are rising, bond yields are falling and there is talk of an end to QE – in the US at 
least. Locally, markets are gyrating wildly, as is the Rand. Our next Insight seminar will provide an update on the markets, 
and the outlook going into the end of the 
year. 

Space is limited, especially in Natal, so 
please book to avoid disappointment.

inSight SEMinARS: KZn MiDlAnDS & JohAnnESBuRg 

natal Midlands Johannesburg
Topic:            Market Update: Can the bulls keep running
Date: 30th of July 2013 25th of July 2013
Venue: Fernhill Hotel

Midmar / Tweedie Road
(almost opp entrance to Midmar)

JP Morgan Auditorium,
 Cnr Fricker & Hurlingha Roads, 

Illovo, JHB
Time: 5.30pm for 6pm 5.30pm for 6pm
RSVP: Annalie Robins on 033 330 2164 or annalier@hhgroup.co.za

ContACt DEtAilS


