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In this edition:

• The sky is falling - or is it?
• Interest rates: another pre-emptive strike
• Around the world in six statistics

(n: immediate insight; receive knowledge by direct perception)
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THE sky is fallinG - or is iT?

The rate of the devaluation of the Rand 
against the US Dollar has been breath-
taking this year. Simultaneously, political 
events have provided comedians like 
Trevor Noah with endless new material 
and one can certainly understand the 
famous saying, “Truth is stranger than 
fiction” as our political leadership make 
one diabolical decision after another, 
and show complete inability to speak in 
public. 

These circumstances have opened the way for eloquent 
writers to postulate that the sky is falling on our heads. 
I have to admit, like any other South African, that I find 
the shenanigans highlighted daily in the press extremely 
disconcerting. They tend to leave me with a rather unsettling 
feeling. As an ex- Zimbabwean (born in Bulawayo, but with no 
birthright) I do question whether I am foolish to be an Afro-
Optimist in the face of such overwhelming “evidence”.

It is at this point that I have to remind myself of some pertinent 
facts surrounding the press and their coverage of events:

• The Press at large are not Community Services. Rather 
they are businesses.

• The business model of the press is as follows: large 
readership = large advertising spend = large profits.

• Likewise, columnists are either employed by the press or 
are using their penmanship to create their own brand or 
the brand they represent.

• Either way, readership or distribution is created far more 
efficiently as a result of sensational news rather than 
moderated opinion.

Against this context, maybe I should do my own research 
before I succumb to a knee-jerk reaction to sell out all my 
South African stocks and head for the door regardless of the 
Rand/$ exchange rate. It might help me to sleep like a baby 
secure in the knowledge that my financial profits are going to 
be overwhelming. It certainly would make reading the press 
and all the associated commentary much easier!

I contemplated the last time the Rand collapsed with such a 
force that all and sundry (including the local bartender and 

taxi driver) were hailing offshore investments as the great 
salvation. My mind drifted back to 2001 - a year when I found 
myself in the UK spending Pounds that cost me R20 each. 
Consequently, I pondered the thought: had I reacted 14 years 
ago on the same basis, how would my investments have 
fared? After all, South Africa is in a far worse position today 
than it was back then, isn’t it?

Consider the following chart. It compares four investments 
of equal value, measured in US Dollars. The analysis starts 
on 1st January 2002, the year following the Rand’s brutal 
devaluation, much like if you were going to run for the exit 
now on the basis of this year’s substantial Rand move. The 
chart compares an investment in the JSE against a similar 
investment in the FTSE 100 Index in the UK, the S&P 500 
Index in the United States, and the EuroStoxx 50 Index across 
Europe. 

I know only too well that various commentators will have all 
the reasons as to why those trends materialised, and why 
they are unlikely to reoccur today. To be honest though, I 
cannot recall anyone articulating those facts back in 2001. I 
lie. I do recall one lone voice - Kevin Wakeford - then the head 
of the Pinetown Chamber of Commerce, who was widely 
covered but largely chastised. The graph is brutal for anyone 
who moved money out of the country in December 2001. 

Robin Gibson
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Don’t deceived – the JSE, even when translated into dollars – has 
been the best performing investment when measured from 2002.
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Please ensure that you are sitting down before looking at it.
For those who missed their first year Statistics Tutorial 
on interpreting charts, let me put it another way. Had you 
invested 100 US Dollars in each of these market Indices on 
the first trading day of 2002, your current values as at 10 
November 2015 would be:

To be sure that you comprehend the gravity of these numbers, 
they are quoted in Dollar terms AFTER the devaluation of the 
Rand that we have experienced over the past 12 months.

My next thought is that South Africa is an Emerging Market, 
one with a very liquid and freely traded currency. Surely if 
I am to believe all the commentators that it is our internal 
problems alone that have created the need for us to export 
our money, this will be strongly evident when we compare 
the performance of South Africa’s market to other emerging 
markets over the past year.  How do we fare? The answer is 
illustrated in the following chart.

I am no expert, but to my eye we look no worse than all the 
other Emerging Markets. For transparency purposes the 

weightings in the MSCI Emerging Markets Index are as follows 
(as at 30 October 2015):
Having contemplated all this, maybe I should consider 
emigrating, possibly to Australia? Perhaps however I should 

also do some due diligence on that front. I have never been to 
Australia, but I have been told on numerous occasions what 
a wonderful place it is and how everything “works.” (My only 
problem with this idea is that  I may have to end up supporting 
the Baggy Greens, which is untenable especially as I have 
always contended that our locals should support South Africa 
rather than Pakistan or India! But that is another debate 
entirely.)  So surely in a well run country with great politicians 
(admittedly they have had 5 prime ministers in seven years 
– but who is counting) and economic stability, South Africa 
will have suffered a major decline in our exchange rate with 
Australia? Has that been the case? Study the following chart:
Based on this analysis, I may possibly need to re-evaluate my 
position:

Country Index Investment Value
UK FTSE 100 $125.80
USA S&P 500 $177.70
Europe EuroStoxx 50 $108.00
SA JSE All Share $410.90

Jse Vs msci emerging markets index – in usd
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When measured in US Dollars, the JSE has performed just as 
poorly as other emerging markets.

Country Weighting
China 23.9%
Taiwan 12.4%
India 8.5%
South Africa 7.9%
Other (includes Brazil, Chile, Egypt, Czech, Greece, 
Hungary, Indonesia, Malaysia, Mexico, Peru, 
Phillipines, Poland, Russia, Qatar, Thailand and 
UAE)

31.3%
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8.5

9.0

9.5

10.0

10.5

Jan-13 Jul-13 Jan-14 Jul-14 Jan-15 Jul-15

Rand per Aussie Dollar 

The Rand has weakened recently vs the Aussie Dollar, but not by a 
large margin.
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• South African Politics is messy – yes.
• South African Politics impacts the Rand – yes, but it is not 

the primary, or only, factor.
• The Rand is a commodity currency and is being hurt by 

the commodity collapse – yes, definitely.
• The Rand is an Emerging Market currency and is being 

hurt by sentiment against Emerging Markets - most 
definitely yes.

• The South African Investment universe has come to an 
end and I should abandon ship immediately – I am not 
so sure. All the evidence suggests that emerging markets 
will still offer the biggest opportunities in the future, 
thanks to urbanisation, industrialisation and growing per 

capita incomes. 

On reflection, I don’t think I will emigrate. I might diversify my 
investment portfolio a little more, which has never been a bad 
strategy. But I will still buy quality South African companies 
which can demonstrate an ability to compete globally. As 
for the politicians, I think I will continue to view them with 
continued equal disdain, regardless of their nationality. 

inTErEsT raTEs: anoTHEr prE-EmpTivE sTrikE

Whilst there was certainly a risk that 
the Reserve Bank would raise interest 
rates at their meeting last week, the 
consensus opinion was for no change. 
That just highlights how unpredictable 
the financial and investment landscape 
is at present. The Reserve Bank voted 
by 4 to 1 to raise the base repo rate 
from 6% to 6.25%, the second increase 
this year. Consumers and investors alike 
should expect more increases over the 
course of 2016, although we do believe 

these will be reasonably modest. Based on the chart below, 

interest rates are still at relatively low levels relative to our 
history. 

So why did the Reserve Bank act? Officially, the Bank gave 
three reasons. Firstly, it is growing increasingly concerned 
about the possible pass-through impact on inflation from the 
weaker currency. We all know that goods can become more 
expensive during periods of Rand weakness, and companies 
often take the opportunity to raise prices given that consumers 
are expecting prices to rise. Secondly, there is concern about 
rising food inflation, which will only be exacerbated by the 
deteriorating drought conditions. Anecdotally, we are hearing 
many instances of farmers slaughtering their herds as the 
cost of feed is prohibitive. Whilst the rate of food inflation is 
still relatively benign at 4.9%, it is expected to exceed 10% by 
the middle of 2016. Finally, the Bank is worried about further 
increases in the price of electricity. The Bank has factored in 
an increase of 13% for next year, but is now concerned that 
the actual increase may be higher than this. As a consequence 
of all these factors, inflation is expected to breach the upper 
6% limit early next year.

At the same time, the Bank has cut their forecast for economic 
growth – to just 1.4% for this year and a recovery to 2.1% for 
2017. That is hardly setting the world on fire and it does raise 
the question as to whether the Bank has been too cautious 
and not given sufficient consideration to the poor economic 
climate facing the country. There is no doubt that the Reserve 
Bank has been influenced by recent developments in the 
United States. Recent minutes of meetings of the US Federal 
Reserve point to a high probability that they will raise US 
interest rates in December.  Our Reserve Bank was concerned 

Michael Porter
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Interest rates have been raised again, but remain low relative to 
history.
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that by failing to act, the Rand may weaken further and they 
might lose control over inflation expectations. On that score, 
the Bank made it quite clear that had they not raised rates in 
November, then they would certainly have done so in January 
2016. So a hike was inevitable – it is really just the timing that 
has caught the market slightly off-guard.

At the same time, the Bank has cut their forecast for economic 
growth – to just 1.4% for this year and a recovery to 2.1% for 
2017. That is hardly setting the world on fire and it does raise 
the question as to whether the Bank has been too cautious 
and not given sufficient consideration to the poor economic 
climate facing the country. There is no doubt that the Reserve 
Bank has been influenced by recent developments in the 
United States. Recent minutes of meetings of the US Federal 
Reserve point to a high probability that they will raise US 
interest rates in December.  Our Reserve Bank was concerned 
that by failing to act, the Rand may weaken further and they 
might lose control over inflation expectations. On that score, 

the Bank made it quite clear that had they not raised rates in 
November, then they would certainly have done so in January 
2016. So a hike was inevitable – it is really just the timing that 
has caught the market slightly off-guard.

Remember too that the Reserve Bank is keen to ensure 
that we have real interest rates – ie, the interest rate must 
be higher than the inflation rate. With inflation forecast to 
rise further, we can expect further interest rate increases 
in 2016 – we expect at least two increases of 0.25% each. 
However, this is very sensitive to changes in the Rand and 
global commodity prices. Both of those are impossible to 
predict with any certainty at present. So investors must be 
prepared to be flexible to alter their expectations in line with 
unfolding events. 

What do higher interest rates mean for the market? 
Simplistically, higher rates are never welcomed by equity 
markets, but they are more unwelcome when the reason 
for the rise is higher inflation rather than strong growth. So 
higher rates will just add another burden to already-pressured 
consumers. There is increasing evidence of a broad slowdown 
in consumer spending, so higher rates will accelerate that 
downtrend. The Reserve Bank is certainly hoping that it will 
add support to the currency, and in so doing, reduce future 
inflation. But that assumes a stable global environment, and 
we all know that is certainly not the case at present. As we 
have discussed previously, the Rand is currently hostage to 
unfolding global events. We hope that the currency may 
stabilise if the US does act in December – but only time will 
tell whether that will happen.

In the meantime, we remain consistent in our approach to 
current market conditions – namely to focus on high quality 
companies that have a proven ability to grow earnings, 
whilst simultaneously taking profits where gains have been 
exceptional, and reducing exposure to weak or vulnerable 
companies. 

sa InflatIon Rate
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Headline inflation has been benign recently, thanks in part to 
collapsing oil prices. But food inflation in light of the drought is a 

concern for 2016.

around THE world in six sTaTisTics

One only has to watch the news or read a newspaper to ap-
preciate that we live in a crazy and unpredictable world. Tragic 
headlines grab our attention all the time. Unfortunately, the 
unpredictability applies to financial markets as well. Events or 
actions in one part of the world cascade through the system, 
often with unintended consequences. 

This is very apparent at present as we lurch towards the first 
rise in US interest rates for nine years. The rest of this article 
looks at six random statistics but each one tells a story and 
together, may help to explain some of the prevailing trends.
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oeCd oIl stoCks Vs oIl pRICe
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oeCd oil stocks
One of the most dramatic changes to the global economy 
has come from the collapse in oil prices. After four years of 
relatively stable prices between $100 and $120 per barrel, oil 
is now trading close to $40 per barrel. Falling oil prices are 
normally a huge boost for the global economy as consumers 
get a shot in the arm from falling energy prices. However, 
retail sales have yet to rise noticeably in reaction to this 
trend. At the same time, the political ramifications have 
been enormous. Traditional oil exporters (from the Gulf of 
Arabia to Venezuela, Nigeria and Angola) have suffered an 
enormous contraction in government revenue and spending, 
which in turn has created wider ramifications. Oil stockpiles 
are still rising, thanks to record output from Saudi Arabia. It 
seems that low oil prices will remain for a while yet.

baltIC fReIght Index
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baltic freight Index
The Baltic Freight Index is a gauge of the level of demand 
for shipping services. After a frenetic period in the lead-up 
to the Financial Crisis, shipping has never recovered. This is 
in part due to a glut of new ships, but more recently, is also 
a reflection of weak demand and oversupply. For example, 
with oil stocks at just under 3 billion barrels, if all that oil was 
stored in supertankers one after the other, the line would 
stretch for 530 kilometers. Thanks to a deceleration in global 
growth, global demand for commodities and manufactured 
goods has stalled, causing a sharp drop in the demand for 
shipping. Some older vessels need to be scrapped, but this 
index will only improve when the global economy turns more 
positive. 

the dollar and commodities
We have written at length in previous issues about US 
interest rates. The consequence of higher interest rates has 
been a surge in the Dollar – something that we are acutely 
aware of as the Rand has depreciated. But as Robin was 
trying to articulate in the opening article, the strong dollar 
has had other consequences as well. Most notable is the 
strong negative correlation between a strong US Dollar and 
weak commodity prices. Given that the reference price for 
most commodities is based in US Dollars, prices tend to fall 
when the Dollar rises. This has certainly been the case over 
the past 18 months. The US Fed might be alone in raising 
rates over the next 6-12 months, which may add fuel to the 
Dollar rally. In the absence of a sharp recovery in demand, 
that does not bode well for commodity prices next year.

us dollaR Vs CRb Index
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global car sales
Cars are big ticket items – consumers do not normally purchase 
vehicles if confidence in the future is poor. Furthermore, it is 
an important component of global manufacturing so it is an 
interesting series to track. The scandal at Volkswagen has had 
little impact on global demand for new vehicles. At present, 
global car sales are at 74 million units (an annualized rate), 
sharply higher from the 68 million unit rate just four months 
ago. So demand has accelerated recently. US demand has 
been rising gradually and is at 18 million units p.a. Demand 
across Europe and other developed countries has stagnated. 
The real surge in demand has come from China, which is now 
the largest car market in the world at almost 23 million units 
a year. Of concern is the steady decline in sales from all other 
emerging markets – down from 16 million units late last year 
to 13.1 million units presently.

us nahb Index
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nahM sentiment Index
Turning back to the US economy, the US Federal Reserve is 
growing increasingly confident that their economy has fully 
recovered from the Financial Crisis. Hence the imminent 
change to US interest rates. One of the bright spots in that 
economy is the recovery of the housing market. Longstanding 
clients may remember articles we published soon after the 
Crisis, detailing how homes were literally being abandoned 
because the debt was too onerous relative to the value of 
the property. The NAHB Index tracks sentiment in the US 
Housing market. It turned lower in 2005, well ahead of the 
Financial Crisis which only broke in 2008. However, sentiment 
has improved, and is now back to levels last seen in 2006. We 
expect sentiment to improve further in 2016 and 2017.  

foreign Investment into sa
Local investors have rightly been concerned about the 
impact of global events and a disconcerting deterioration in 
local politics on local financial markets. One method to track 
foreign sentiment is through net portfolio investment into 
equities and bonds by foreign investors. By early September, 
foreigners had invested R45 billion into equities and R19 
billion into bonds – for the year so far. That data has changed 
considerably over the past two months. There has been a 
significant withdrawal from equity markets of R33 billion, 
but this has been offset by inflows into bonds of R6 billion. 
However, taking the two together, foreigners have been net 
sellers of South African assets over the past two months. This 
is not surprising. JP Morgan, which tracks global flows for all 
countries, notes that all emerging markets have recorded 
outflows over the last quarter. Again, this is a global, rather 
than an SA-specific, trend.

foReIgn InVestMent Into sa
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Our next seminar will move away from markets to rather focus on a behind-the-scenes look at Harvard House. We 
appreciate the loyalty and support of our clients, so would like to take this opportunity to inform clients of some of the 
inner workings of the company to whom you have entrusted your hard earned savings. The seminar will be hosted by our 
CEO, Peter Smith. 

Please RSVP to Clare Mitchell on 033 3302164 or clarem@hhgroup.co.za. Please note that we will host two seminars in 
Natal – one morning session and one evening session in order to alleviate congestion and make the events more accessible. 
Both seminars will take place at Fernhill Hotel.

InsIght seMInaRs: kZn MIdlands & JohannesbuRg 

natal Midlands - Morning natal Midlands - evening
Topic: The inner workings of Harvard House

Date: 26th of January 2016 26th of January 2016
Venue: Fernhill Hotel

Midmar / Tweedie Road
(almost opp entrance to Midmar)

Fernhill Hotel
Midmar / Tweedie Road

(almost opp entrance to Midmar)
Time: 10am for 10.30am 5.30pm for 6pm

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 Insurance Brokers*, License no.  44138  
Harvard House Financial Services Trust*, Licence no: 7758   * Authorised financial service providers in terms of FAIS (2002)

ContaCt detaIls
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  


