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• Great expectations
• The Budget: what was all the fuss about?
• Client statements: an important note
• Short term insurance

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

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

By any measure, financial markets 
have had a good run of late. Those 
who can remember January’s issue 
of Intuition will recall a chart showing 
the performance for last year – 26% 
for shares and over 30% for the listed 
property sector. Such a significant 
rally has made for pleasant reading of 
your monthly portfolio statement – 
valuations have crept steadily upwards. 
But this always raises the question of 
what lies ahead. 

Our Insight presentation at the end of last year highlighted 
our views for 2013. In that presentation, we singled out a 
number of factors that gave support to our view that 2013 
would be another solid year for investors, albeit with lower 
returns than 2012. A quick recap of those points includes the 
following:

1. We reiterated our view that 2013 would not suffer 
another recession, but rather muted, but positive, 
global growth. So far, this has been borne out, and in 
fact, growth has been far stronger than we anticipated. 

2. We do not expect interest rates to rise this year – either 
here or abroad. Again, there is no reason to change 
this view, despite murmurings from the US Federal 
Reserve that they are reconsidering their approach to 
QE. Whilst we do see momentum in the US economy 
improving steadily over the course of the year, we think 
that sentiment is still quite fragile. Furthermore, the 
rest of the world is taking longer to gain traction, so the 
US authorities will be wary of being too trigger happy 
until Europe and Asia show greater signs of vigour. The 
same applies to South Africa. In fact, the risk locally is 
for another interest rate cut, not a hike. That should 
support markets.

3. Government finances are in a mess – everywhere. We 
still think that bond yields are ridiculously overvalued 
given the perilous state of many governments’ 
finances. With growth gaining momentum, that 
should encourage a shift away from bond investments 
towards equity investments. Statistics show that $35 
billion was shifted from bonds into equities in January 
alone, so this process is well underway. But this trend 

is in its infancy if one considers that over $600 billion 
was switched the other way (equities to bonds) over 
the past two years. 

Apart from these global factors, we noted a number of local 
points too:

1. We expected the Rand to weaken. It has done so, which 
is on balance good for the local market, but the trend 
is volatile. Nonetheless, we still anticipate a further 
weakening of the currency over the remainder of the 
year.

2. We have been banging on about pressure on the 
consumer for eighteen months, and we have no reason 
at all to change that view. In fact, our view is being 
vindicated by recent events, but more on that later. 

Reading through the three global factors above, and given 
that the trends we anticipated are indeed coming to pass, 
you might question the motive for this article. After all, we 
anticipate solid returns from shares in 2013, and so far, those 
expectations are being met. 

Notwithstanding the above, we, like many others, are feeling 
that the market is expensive in the short term. It is seldom the 
case that markets rally for nine consecutive months without 
some form of correction. The catalyst for a correction can 
vary hugely. In this case, we believe it may be simply a case 
that expectations are too high.

There is little doubt in our minds that economic conditions are 
tough in this country. Cost pressures are rising relentlessly, 
whether it be labour, electricity, rates or transport – whilst 
on the other hand, revenues are under pressure from a 
weak economy. The combination is pressure on margins 
and profitability. Yet despite this pressure, share prices on 
the JSE have rocketed to record highs. There appears to be 
a disconnection between the mood in the market and the 
mood in the real economy. Part of this can be explained by 
the fact that our companies have diversified offshore, and a 
weaker rand is boosting their profits. But that cannot be the 
sole explanation. In our opinion, markets have temporarily 
got ahead of themselves.

Two examples bear this out. The first is Shoprite, one of 

Great expectations

Michael Porter
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“This cartoon may be a little tongue-in-cheek, but the message is clear enough. We are not calling for an end to the current rally for the 
JSE. The Bear will have to wait a while longer (quite a while in our opinion!). But nothing goes up in a straight line – so expect a little 

volatility every now and then.”

the darlings of the market. Investors have seen the share 
price rise almost fourfold over the past five years, as profits 
have grown through market share gains in South Africa, and 
rapid expansion across Africa. But that fourfold increase in 
the share price has taken the p/e ratio to over 30x. In other 
words, investors are pricing in a lot of good news still to come. 
Last week, Shoprite released results. Earnings per share rose 
12.5%, a credible performance in today’s tough climate. 
However, the share price has come under pressure, due 
solely, in our opinion, to the fact that it had risen too far and 
expectations were too high. There is no doubt that Shoprite 
is a quality business with an enviable and growing footprint 
across Africa. But at R210 per share and a p/e of 30x, it was 
too expensive. A correction merely brings the price more in 
line with the reality of the current economic situation.

The second example is Tiger Brands. Tiger’s makes many of 
the household brands and foods that we all eat every day. 
It is a quality business, also with aspirations of expanding 
into faster growing markets north of our borders. Last year 
it announced several acquisitions to further its ambitions in 
Africa. The share price rose from R260 per share in January 
last year to R340 per share in December. Yet at R340, we 
thought that it was simply too expensive. Our reservations 
have proved to be correct. Management have issued a trading 
update in which they point to tough trading in South Africa, 
and longer lead times to bring their African acquisitions to 
account. In a nutshell, the long term strategy remains on 
track, and it is a great company. But in the short term, the 
share price had risen too far, too quickly.
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Both of these examples illustrate the simple mechanism 
behind markets: the primary function of the market is to price 
in expectations of the future, and share prices move when 
expectations and reality differ. In our opinion, the market is 
due for a period of consolidation, as reality slowly catches up 
with elevated expectations. 

The chart below summarises the situation quite nicely. It 
shows the annual rate of growth in company profits (the red 
line) and dividends (the blue line). For the first time since the 
Financial Crisis, profits are contracting, almost entirely due to 
the mining sector where lower commodity prices and higher 
costs have caused profits to fall. But dividends are still growing 
in excess of 15% p.a as companies strive to enhance returns 

for their shareholders. We expect the gap to narrow between 
these two, but for dividend growth to remain firmly positive. 
That alone is reason enough to remain focused on the bigger 
picture and not to get caught up in short term volatility.

So what are the implications for investors? 

1. We still believe that 2013 will be a solid year for equity 
investors, with returns for the year well ahead of cash 
returns and inflation.

2. However, in the short term, expect some volatility and 
consolidation after a strong rally that has taken the JSE 
from a level of 33,000 in June last year to 41,000 in 
January – a gain of 25%. At the time of writing, the JSE 
has already retraced to almost 39,000 – a “correction” 
of 5% from its peak. Please rest assured that we are 
certainly not expecting a sharp decline or a “crash” 
in any shape, form or size. Those invested for a long 
time know that markets do not move in straight lines – 
there is always an ebb and flow. 

3. As an investor, do not be concerned if there is a 
high cash balance in your account. Corrections and 
consolidations are often associated with a little 
volatility, so cash holdings are useful because we can 
react to opportunities.

4. Income returns are still growing, and remain a 
cornerstone of successful investing. Capital values will 
fluctuate – it is part of the deal. But share prices will 
firm if the underlying income is rising. 

Over the past ten 
years, Budget 
Day has become 
somewhat of 
an anti-climax. 
Under Trevor 
Manuel’s careful 
stewardship, the 
Budget yielded 
few surprises, with 

policy being predictable and consistent. So far, that same 
approach has extended into Mr. Gordhan’s tenure as Finance 
Minister. However, in the lead up to this year’s Budget, there 
was a growing concern (from us too) that the era of benign 
budgets was behind us. After all, last year’s Budget included 
a few surprises, so the tone had been set for more surprises. 
The Government is facing enormous pressure for service 
delivery at the same time that the economy is weak and taxes 
are under pressure. Last year, South Africa’s national credit 
rating was downgraded a notch. Mr. Gordhan had very little 

the budGet: what was all the fuss about?

Shelly MorenoMichael Porter

Growth in profits and dividends
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“Dividend growth is positive and remains a cornerstone to 
successful investing.”
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wiggle room, and the consensus was for rising personal taxes 
amongst other things – something our population has not 
experienced for over fifteen years.
The Budget has been delivered and we can all breathe a 
huge sigh of relief. The Budget was far more benign than 
anticipated – with the usual cocktail of personal tax relief 
offset by rising fuel levies and other indirect taxes. So what 
has been given with one hand has been deftly taken away with 
the other. But at least there was some giving – that exceeded 
our expectations! However, the budget did hint that changes 
are afoot. There were at least 4 occasions in his speech that 
reference was made to the following: “A tax review will be 
initiated this year to assess our tax policy framework and 
its role in supporting the objectives of inclusive growth, 
employment, development and fiscal sustainability, amongst 
other things.”

The Budget carries different implications for different sectors 
/ interest groups, so we will deal with each section separately.

Economic implications
The writing has been on the wall for some time, so it came as 
no surprise that tax revenues have undershot Government’s 
estimates by a whopping R16 billion. That implies that our 
budget deficit is forecast to be 5.2% of GDP for this year, 
higher than previously anticipated. But it is projected to fall 
to 3.1% in 2016 given that Treasury has responded by cutting 
spending by R10 billion over the next three years “in response 
to tight fiscal conditions.” So South Africa enters the era of 
austerity too – albeit only tentatively. But the warning is 
there. The consequence is that Treasury will have to borrow 
more – and government debt as a percentage of GDP is now 
expected to reach 40% in three years’ time or R1.9 trillion 
in nominal terms. That number is still low by international 
standards – Europe and the US would give their back teeth 
to have a ratio like that. But it is not all a bed of roses. In our 
opinion, the cost of servicing that debt is equally important. 
Debt servicing costs will rise from R100 billion this year to 
R118 billion in three years’ time. To put that in perspective, 
government’s total spending is estimated at R1.15 trillion, so 
10% of its spending services interest payments alone.

Government has revised down its projections for the rate 
of growth in our economy. It now forecasts growth of 2.7%, 
3.5% and 3.8% over the next three years respectively. This 
is more realistic than prior forecasts, which is encouraging. 
With a more constructive global environment, one hopes 
that these forecasts can be exceeded. We cannot afford 
another severe undershoot on tax revenues, given the 

existing pressure on spending. Spending on social grants 
will rise to R113 billion this year, and R130 billion by 2016. 
Importantly, Government’s wage bill has not been revised, 
and consequently it is projected to fall to 34% of the Budget 
in 2016, from 36% this year. A shift away from consumption 
expenditure by Government towards infrastructure spending 
is welcome, but can they follow through? If growth does 
undershoot, and spending continues unabated, then tax 
hikes cannot be far away. 

Personal implications
We were not expecting much personal tax relief this year, so 
the R7 billion announced was a pleasant surprise, and at least 
compensates taxpayers for bracket creep from inflation. The 
top marginal rate was maintained at 40%, and now kicks in at 
an income of R638,000 (previously R617,000). The thresholds 
under which no tax is payable have risen slightly, as have the 
interest exemptions. Both are shown in the table below.

Other notable items include:
1. No changes to capital gains tax – either through annual 

exemptions or the inclusion rate. 
2. No change to the rate of Dividend Withholding Tax. We 

were concerned that these were easy taxes to target 
in an era where the Government was short of funds, 
so we are relieved to see the status quo remain for at 
least another year. 

3. There are no changes to estate duty, donations tax or 
taxes on property transfers.

4. On the medical side, for taxpayers under 65 years, the 
monthly tax credit is R242 for the taxpayer and first 
dependent and R162 for each additional dependent.

As we mentioned earlier, much of the good news on personal 
tax relief has been offset by rising taxes elsewhere. We note 
the following increases to the usual suspects:

1. On the 1st April, the fuel levy will rise by 15c per litre 
and the Road Accident Fund levy will rise by 8c per 
litre. So motorists will face an increase of 23c per litre. 
At a current price of approximately R12 per litre, this 

2014 tax Year Tax Free Thresholds Interest Exemption
Below 65 years 
of age

R67,111 R23,800

Between 65 and 
74 years of age

R104,611 R34,500

Over 75 years of 
age

117,111 R34,500
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equates to a rise in the cost of petrol of about 2%. 
However, given the rise in oil prices and the weaker 
Rand, petrol prices are forecast to rise 80c for petrol 
and 60c for diesel in March. These taxes add insult to 
injury and will not only impact on consumer spending, 
but also inflation.

2. Sin taxes on alcohol and tobacco have been increased 
again.

3. There are higher levies on plastic shopping bags and 
incandescent light bulbs as well as higher emissions 
taxes for vehicles. So if you’re thinking of buying a new 
SUV or double-cab, now is the time.

4. Carbon taxes will be phased in from 2015, at a starting 
rate of R120 per ton of carbon dioxide emitted. This 
will impact on heavy industry, in particular the steel 
sector, and other companies such as Sasol, Eskom and 
PPC. It is not clear whether Eskom is exempt, but we 
presume it is otherwise we might be facing further 
electricity price increases. 

As mentioned in previous Intuition articles on tax, SARS 
is definitely targeting areas of non-compliance.  This was 
emphasised in the Budget and audits are being conducted 
daily on a wide range of individuals, including those people 
who receive tenders from government but are not up to 
date with their taxes. (Some might say, “At Last!”) By working 
closely with Treasury and interfacing with the government 
payment system, SARS has identified companies who have 
received payments but have not declared their full income.  
They are being audited, and others will follow.  Remember 
to ensure that your supporting documentation is in order 
before submitting your tax returns!

Investment implications
The Budget was more predictable than expected, which 
is always good news for the investment markets. As usual, 
government has earmarked huge amounts of money for 
infrastructure spending – R827 billion over the next three 
years. But as we have discussed before – the proof of the 
pudding is in the eating. Government has earmarked cash 
before, but projects have failed to materialize. In our opinion, 
it is not a lack of funding that is hampering delivery, but a 
lack of skills (tenders, engineering, design etc) in getting 
these projects to fruition. So despite the promises, and the 
encouraging allocation of budgets to specific projects like 
national and provincial roads, water infrastructure etc, we 
remain skeptical that this year will be any different to the last 
few. We hope we are wrong, but….

Higher government debt and associated government 

borrowing is a negative for the bond market, although on 
balance, our ratios remain sound. The bond market has barely 
reacted to the news, which is good news for listed property 
given that higher bond yields are a key risk to the share prices 
of listed property companies. Personal tax relief is welcome, 
but is largely offset by higher indirect taxes. In particular, 
the fuel levy will hit consumption expenditure hard, on top 
of what seems now to be the inevitable implementation of 
e-tolls in Gauteng. There is no real relief for consumers, so in 
our opinion the pressure on spending will remain.

Given the intense scrutiny on the mining sector of late, there 
was a risk that a super tax on profits would be imposed. This 
has not materialized, although the tax regime is generally 
under review. But the status quo remains for the time being, 
which will be a relief to miners facing higher costs and 
squeezed profitability.  As part of the Budget, Treasury has 
released further discussion papers on retirement reform. 
Robin dealt with this extensively in our last seminar, but 
generally it seems to be positive for the retirement industry 
and the savings industry. This will benefit the banks and 
life assurers, although it will take time to manifest itself.  
In summary, the Budget was a pleasant surprise. It could 
have been much worse in terms of higher taxes, so there is 
much to be grateful for at a personal level. For investors, the 
Government is making the right noises too – trying to reign 
in spending during unpredictable times. This should appease 
markets, but now the hard work starts – to deliver on all the 
promises made.

Income tax rates for natural persons and special trusts
Year of assessment ending 28 February 2014

Taxable Income R Taxable rates R
0 – 165 600 18% of each R1
165 601 – 258 750 29 808 + 25% of the amount above 165 

600
258 751 – 358 110 53 096 + 30% of the amount above 258 

750
358 111 – 500 940 82 904 + 35% of the amount above 358 

110
500 941 – 638 600 132 894 + 38% of the amount above 500 

940
638 601 and above 185 205 + 40% of the amount above 638 

600

“There have been only incremental changes to personal 
tax rates this year”
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As most clients will know, we have been commissioning a 
new asset management system for the past two years, driven 
by the desire to offer our clients a better, more efficient ser-
vice, as well as enhanced statements and electronic access 
in various forms. We are making enormous progress towards 
these goals, but IT is not an exact science, and the scale of the 
task of merging four different and separate systems into one 
has proved to be enormously challenging and time consum-
ing for all involved.

Many will notice that the look and feel of our monthly state-
ments has changed, and consequently, so too has the quality 
of information contained therein. We are excited about the 
enhanced level of service that we will be able to offer in fu-
ture, but it hasn’t come without cost. One of the most visible 

manifestations of this is the length of time to deliver state-
ments to you each month. We are very aware that statements 
often only reach you at the end of each month – so they are 
well out of date. For this we can only apologise. However, we 
are very near the end of the initial implementation phase, 
and our first priority is to make sure that we reclaim the high 
standards of which we are proud, and to which you have be-
come accustomed. Everyone at Harvard House is making ev-
ery effort to ensure that statements are delivered on time 
and with accurate information each and every month. 

Clients can rest assured that despite the odd glitch, all share 
holdings and all cash balances are fully accounted for. We can 
only thank each client for having patience and understanding 
during this process.

client statements: an important note

short term insurance

Harvard House has offered short term insurance to its clients 
for quite some time, through the able services of Quentin 
Gibson. Thanks to the loyal support of clients, this offering 
has gradually grown, to the point where Quentin was no lon-
ger able to cope on his own. Consequently, we are pleased to 
announce the formation of Harvard House Insurance Brokers, 

following the merger of our short term operations with those 
of Multifin, previously based in Pietermaritzburg. More on 
this will follow in due course, but the team has relocated to 
our offices in Howick, and is ready to meet all your short term 
insurance needs. Please get in touch with Mark Wheatley or 
Quentin Gibson if you would like any advice or a quote.

individual tax rates for various income levels
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source of tax revenue

Personal income tax 
34% 

VAT 
27% 

Corporate income tax 
19% 

Excise duties 
3% 

Customs duties 
5% 

Other 
7% 

Fuel levies 
5% 

“Tax relief has been very marginal indeed, unlike in prior years” “Income tax and VAT are the main sources of government revenue, 
with the fuel levy contributing 5% of the total tax amount”
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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    

We have talked briefly about shale gas and the remarkable impact that it may have on the US economy and indeed the 
world economy. Shale gas has the potential to revolutionise the world as we know it. Our next seminar will delve into this 
topic in a little more detail. 

Space is limited so please book to avoid 
disappointment.

insiGht seminar: KZn midlands & JohannesburG 

Natal Midlands Johannesburg
Topic: Shale gas: changing the energy landscape
Date: 26th of March 2013 n/a
Venue: Fernhill Hotel

Midmar / Tweedie Road
(almost opp entrance to Midmar)

n/a

Time: 5.30pm for 6pm n/a
RSVP: Annalie Robins on 033 330 2164 or annalier@hhgroup.co.za


