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2 In this edition:

•	 Buckle	up	–	January	has	started	on	a	rocky	note
•	 Falling	oil	prices	benefit	the	consumer
•	 Tongaat:	delivering	the	goods	despite	the	drought
•	 Annual	returns

(n: immediate insight; receive knowledge by direct perception)
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In	 our	 year	 end	 seminar	 last	 year	 we	
had	 one	 definitive	 slide	 about	 the	
outlook	 for	markets	 in	2015.	When	all	
the	 factors	 were	 taken	 into	 account,	
we	surmised	that	 it	all	boiled	down	to	
one	thing	–	volatility.	We	expected	the	
markets	to	be	volatile	in	the	first	half	of	
the	year,	and	thereafter	to	settle	down.	
There	 is	 an	 old	 adage	 in	markets	 that	
goes,	 “be	 careful	 what	 you	 wish	 for.”	
With	 that	 in	mind,	 I	 am	not	 sure	even	

we	expected	January	to	be	this	volatile.

Markets	have	been	on	a	wild	roller-coaster	so	far	this	year.	
Having	 rallied	 slightly	 into	 the	 close	 of	December,	markets	
promptly	fell	4%	on	the	first	day	of	real	trade,	the	5th	January.	
The	 chart	 below	 highlights	 the	 daily	 movement	 in	 the	 All	
Share	index	for	the	month	so	far.	As	you	can	see,	there	has	
hardly	been	a	day	when	the	index	moved	by	less	than	1%	-	in	
either	direction.	Furthermore,	 this	 chart	only	 shows	where	
the	index	closed	at	the	end	of	each	day	–	it	does	not	show	
the	enormous	volatility	that	is	also	present	during	each	day.

So	the	market	is	volatile,	but	what	has	caused	this	volatility?	
There	are	a	number	of	factors:

1.	 The	most	important	is	the	collapsing	oil	price.	Ordinarily,	
falling	 oil	 prices	 are	 a	 boon	 to	 the	 global	 economy	 as	
consumers	 spend	 less	at	 the	pumps	and	 so	have	more	
to	 spend	 on	 everything	 else.	 (Indeed,	 this	 should	 be	
the	case	for	our	own	economy	–	see	the	next	article	by	
Willie	on	 this	 very	 topic.)	However,	 for	 the	 time	being,	
the	 market	 has	 chosen	 an	 alternative	 interpretation.	
In	 the	 market’s	 collective	 view,	 the	 fall	 in	 oil	 prices	
is	 due	 to	 weak	 demand	 and	 that	 implies	 weak	 global	
growth	and	weak	corporate	profitability.	This	view	that	
the	 global	 economy	 is	 slowing	 has	 been	 reinforced	
by	 institutions	 such	 as	 the	 IMF,	 who	 have	 recently	
downgraded	their	forecasts	for	global	growth	this	year.	
	
The	oil	situation	is	a	peculiar	one.	We	are	of	the	opinion	
that	 the	 current	 weak	 prices	 are	 due	 to	 oversupply,	
not	 weak	 demand.	 We	 have	 talked	 about	 the	 impact	
of	US	shale	gas	before,	and	 last	year	was	the	year	 that	
production	 really	 took	 off.	 Supply	 has	 risen	 and	 prices	
have	 fallen.	 Normally,	 producer	 countries	 are	 quick	
to	 cut	 production	 to	 restore	 order	 to	 the	market.	 Not	
so	 this	 time.	 That	 is	 because	 traditional	 oil	 producers	
(the	 Gulf	 states	 for	 example)	 are	 keen	 to	 try	 and	
force	 the	 US	 shale	 producers	 out	 of	 the	market.	 They	
don’t	 want	 to	 permanently	 lose	 their	 influence	 over	
the	 price.	 So	 now	 a	 price	 war	 has	 developed,	 and	 in	
turn,	 financial	 speculators	 have	 entered	 the	 fray.	 The	
net	 result	 is	 that	 we	 have	 a	 high	 conviction	 that	 the	
current	 oil	 price	 does	 not	 reflect	 the	 true	 demand	 for	
oil.	 That	does	not	mean	 that	 it	 cannot	 stay	weak	 for	a	
sustained	 period.	 But	 we	 would	 be	 very	 surprised	 if	
the	 current	 prices	 prevailed	 for	 an	 extended	 period.	

2.	 However,	 the	 short	 term	 impact	 of	 the	 collapse	 in	 oil	
is	 falling	 inflation,	 given	 the	 huge	 impact	 that	 oil	 has	
in	 our	 daily	 lives.	 Inflation	 falls	 firstly	 due	 to	 a	 falling	
petrol	 price	 and	 secondly,	 due	 to	 reduced	 transport	
costs	 etc.	 Falling	 inflation	 is	 normally	 welcomed,	
but	 not	 when	 one	 is	 staring	 deflation	 in	 the	 face.		

3.	 That	 is	 where	 Europe	 finds	 itself.	 That	 economy	
deteriorated	over	the	last	quarter	of	2014,	and	there	has	
been	 growing	 concern	 about	 deflation	 across	 Europe.	
The	collapsing	oil	price	has	only	reinforced	those	fears.	
Remember	 that	 the	 reason	 for	 all	 the	 quantitative	

Buckle up – January has started on a rocky note

Michael Porter

Jse all share Index daIly MoveMent

-4

-3

-2

-1

0

1

2

3

02-Jan 06-Jan 08-Jan 12-Jan 14-Jan 16-Jan 20-Jan 22-Jan

Percentage Change day to day 

The JSE has experienced wild swings so far this year.



We understand Your Need for Financial Integrity

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

easing	 over	 the	 past	 few	 years	 has	 been	 to	 try	 and	
stave	 off	 deflation.	 Now	 it	 is	 back,	 thanks	 to	 the	 oil	
price.	 That	 has	 prompted	 the	 European	 Central	 Bank	
to	announce	 its	own	program	of	QE.	 So	 just	 as	 the	US	
brings	 its	 program	 to	 a	 close,	 the	 ECB	 picks	 up	where	
the	 US	 left	 off.	 Europe	 will	 buy	 €60	 billion	 of	 bonds	
every	month	until	September	2016	–	far	more	than	the	
market	was	expecting.	 Shares	have	 rallied	 in	 response.	
The	punch	bowl	is	back	and	extra	vodka	has	been	added.		

4.	 Unfortunately,	 that	 is	 not	 the	 only	 concern	 about	
Europe.	Greece	will	 go	 to	 the	polls	 in	 late	 January	 and	
it	 is	widely	 expected	 that	 the	 Syriza	 party	will	win	 the	
majority.	 Syriza	 are	 against	 the	 austerity	 measures	
in	 place	 in	 Greece	 and	 confrontation	 with	 a	 new	
government	could	result	in	Greece	leaving	the	Eurozone.	

5.	 Weakness	 in	oil	and	concerns	over	the	global	economy	
has	 manifested	 itself	 in	 other	 commodities.	 Copper	
is	 well	 off	 its	 lows,	 but	 it	 had	 fallen	 14%	 by	 the	
middle	 of	 the	 month.	 In	 turn,	 these	 sharp	 swings	
have	 had	 a	 profound	 impact	 on	 mining	 shares,	 with	
most	 commentators	 conceding	 that	 the	 Chinese-
driven	 commodity	 supercycle	 has	 come	 to	 an	 end.	

6.	 Finally,	after	three	years	of	defending	its	currency	against	
the	Euro	 to	ensure	 that	Swiss	exports	 remained	viable,	
the	 Swiss	 National	 bank	 conceded	 defeat	 in	 January	
and	allowed	the	Swiss	Franc	 to	once	again	 trade	 freely	
against	 the	 Euro.	 This	 caught	 markets	 off	 guard.	 The	
Franc	immediately	appreciated	by	30%	vs	the	Euro,	but	

settled	at	15%	later	that	day.	Simultaneously,	Swiss	shares	
collapsed,	which	fed	through	to	our	market.	Richemont	
initially	rallied	over	12%,	only	to	close	the	day	almost	4%	
lower.	All	in	one	day!

As	 clients	 might	 imagine,	 it	 requires	 some	 fortitude	 and	
patience	to	look	past	all	the	noise	to	try	and	understand	what	
is	 really	 happening	 beneath	 the	 surface	 and	 how	 it	 might	
affect	 the	 various	 shares	 and	 investments	 that	 we	 hold.	
It	 is	 so	easy	 to	get	caught	up	 in	 the	hype,	but	as	 the	chart	
above	shows,	an	 investor	could	have	been	almost	15%	out	
of	pocket	in	one	day	had	he	reacted	in	a	knee-jerk	fashion	to	
Richemont’s	sharp	rally.	No	sooner	had	the	share	rallied	than	
it	collapsed	again.	

Looking	ahead,	we	expect	the	volatility	to	continue	–	although	
we	do	hope	 it	 settles	a	 little.	The	 issues	 that	we	 identified	
in	November	remain	very	much	in	play	(rising	interest	rates,	
slowing	 economies,	 the	 strong	 dollar	 etc.)	 We	 still	 stick	
with	our	view	that	the	second	half	of	the	year	could	herald	
brighter	times.	But	our	job	is	to	remain	calm	on	your	behalf	
and	not	to	panic.	Clients	may	have	money	for	investment	and	
be	concerned	that	we	are	dragging	our	feet.	That	is	not	the	
case.	Rather,	we	are	trying	to	avoid	the	noise	and	focus	on	
the	real	 issues.	 If	we	are	making	changes,	 then	 it	 is	 for	the	
same	reason.	Volatility	can	present	wonderful	opportunities,	
but	one	has	to	be	patient	to	be	able	to	seize	them.	We	will	
keep	you	informed	as	the	months	progress.	

The SNB shocked markets with its Euro-cap decision.
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On	top	of	all	the	Christmas	goodies	that	
you	received,	you	were	also	handed	one	
present	that	had	already	been	opened.	
No	 you	 didn’t	 guess	 it!	 It	 came	 in	 the	
form	of	 reductions	 in	 the	petrol	 price.	
South	 Africans	 have	 been	 able	 to	 fill	
up	their	vehicles	for	R2.33	per	litre	less	
than	 it	 would	 have	 cost	 in	 November	
2014.	 Alternatively	 if	 you	 only	 visit	 a	
garage	once	 a	month,	 and	we	 assume	
that	 your	 tank	 has	 a	 capacity	 of	 70	
litres,	you	are	R165	better	off.	As	we	all	

probably	know	by	now,	this	windfall	is	due	to	the	sharp	fall	in	
the	price	of	oil.	It	is	now	trading	at	under	$50	per	barrel.	The	
good	news	is	that	based	on	current	oil	prices	and	exchange	
rates,	petrol	prices	should	 fall	 further	 in	February	 (possibly	
over	R1/litre),	so	the	relief	at	the	pump	may	have	further	to	
go.

A	 lot	 has	 been	written	 about	 the	 low	oil	 price.	Why	did	 it	
happen?	Can	it	go	lower?	Will	it	retrace	quickly?	Are	we	in	for	
a	long	period	of	low	prices?	The	purpose	of	this	article	is	not	
to	try	and	predict	where	oil	is	heading,	but	rather	to	highlight	
some	of	the	benefits	that	might	accrue	to	our	country	and	its	
citizens	over	the	foreseeable	future.

The	collapse	in	oil	prices	should	strengthen	several	aspects	of	

South	African	economic	fundamentals:
1.	 The	terms	of	trade	will	improve,	despite	lower	prices	of	

some	 of	 SA’s	 key	 export	 commodities.	 To	 explain,	 this	
means	that	the	price	of	our	imports	is	falling	faster	than	
the	price	of	our	exports.	 Such	a	 trend	 strengthens	 the	
case	for	an	improvement	to	our	current	account	deficit.	

2.	 It	pulls	down	inflation.	The	latest	reading	was	5.3%,	well	
below	 expectations	 for	 a	 reading	 of	 5.8%.	 The	 target	
range	 for	 inflation	 in	 South	 Africa	 is	 between	 3-6%.	
Already	 economists	 are	 predicting	 that	 the	 average	
inflation	rate	for	2015	could	well	be	below	the	midpoint	
of	this	range.	This	has	a	dramatic	impact	on	the	interest	
rate	outlook	for	the	year.	Current	indications	are	that	we	
might	only	have	to	raise	interest	rates	by	0.25%	(taking	
into	account	the	impact	of	no	(or	low)	electricity	supply	
on	economic	growth),	and	there	is	a	growing	possibility	
that	we	will	 have	 no	 interest	 rate	 increases	 at	 all.	 The	
chart	below	highlights	the	strong	influence	that	oil	prices	
have	 on	 the	 overall	 rate	 of	 inflation.	 Given	 the	 close	
correlation,	the	red	line	(inflation)	should	follow	the	blue	
line	(oil	prices)	lower.		

A	“very”	sharp	reversal	in	the	price	of	oil	if	it	occurred	over	
a	 short	 space	 of	 time	 would	 derail	 the	 above	 points,	 but	
a	 sustainable	 rally	 in	 oil	 will	 only	 occur	 once	 the	 market	

Willie Pelser
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observes	 slowing	 production	 growth	 and/or	 accelerating	
demand	growth.	Unfortunately,	the	uncertainty	around	the	
exact	oil	price	trajectory	substantially	increases	the	forecast	
risk	 around	 most	 economic	 indicators	 over	 the	 next	 few	
months.

Nonetheless,	 the	 sharp	 drop	 in	 petrol	
prices	 will	 have	 a	 significant	 impact	 on	
consumer	spending.	Macquarie	Research	
has	 done	 some	 number	 crunching	 and	
calculated	 that	 for	 every	 sustained	
10%	 drop	 in	 the	 petrol	 price	 it	 saves	
consumers	 around	 R10	 billion	 per	 year.	
Petrol	 prices	 are	 now	 22%	 lower	 than	
the	peak	reached	in	April	2014	and	they	
forecast	 the	 average	 price	 in	 2015	 to	
be	 at	 least	 20%	 lower	 than	 the	 average	
for	 2014	 (which	 was	 R13.84c/l).	 That	
suggests	a	saving	of	around	R20	billion	for	
consumers.	That	 in	turn	 is	approximately	0.9%	of	(nominal)	
household	consumption	expenditure.	To	put	it	another	way,	
the	estimated	savings	to	consumers	from	the	lower	fuel	price	
is	greater	than	the	increase	in	tax	revenue	that	government	
expects	 from	 “tax	 and	 administrative”	 adjustments,	 which	
should	only	partially	fall	on	the	consumer.

Where	will	this	spare	cash	go	and	who	will	benefit?	Already	
some	 of	 the	 “savings”	 have	 ended	 up	 in	 our	 stomachs.	
Towards	 the	 end	 of	 last	 year,	 (and	 taking	 into	 account	
the	 convenience	 thanks	 to	 Eskom’s	 load	 shedding),	 South	
Africans	spent	almost	R4	billion	on	eating	out,	broken	down	
as	follows:
	
•	 R1.8	billion	was	spent	in	coffee	shops	and	restaurants.
•	 R1.6	billion	in	Fast	Food	Chains.
•	 R0.6	billion	on	catering	services.	

Before	 you	 rush	 to	 conclusions	 and	 think	 this	 to	 be	 overly	
exuberant,	the	per	capita	spend	in	South	Africa	on	fast	food	
is	 around	 R700	 per	 annum,	 slightly	 ahead	 of	 Mexico	 and	
other	sub-Saharan	Africa	countries,	but	only	a	tenth	of	what	
is	spent	on	eating	out	in	the	USA	of	R7150	per	annum.

Maths	 and	 statistics	 can	 lead	 to	 any	 conclusion,	 but	 let	 us	
ask	 this	 question:	 If	 the	 consumer	has	 an	 extra	R20	billion	
available	as	per	the	research	quoted	above,	and	if	we	round	
up	 the	money	earmarked	 for	eating	out	 to	R5	billion,	 then	
where	will	South	Africans	spend	the	remaining	R15	billion?

South	Africans	are	not	the	most	diligent	savers	in	the	world,	
so	it	is	highly	likely	that	this	money	will	find	its	way	to	luxury	
big	 ticket	 items	 (cars	 and	 furniture),	 necessities,	 food,	 and	
clothes.	Who	will	benefit?	Historically	periods	of	consumer	
windfalls	have	ended	up	 in	direct	consumption	with	a	 little	

non-direct	 consumption.	 An	 example	
hereof	 is	 re-entering	 into	 consumer	
credit	agreements.	

Research	 from	 Deutsche	 Bank	 suggests	
that	 the	 net	 impact	 of	 lower	 oil	 prices	
will	 be	 felt	 more	 positively	 in	 apparel	
rather	 than	 food	 related	 spending.	
Therefore	 companies	 such	 as	 Mr	 Price	
should	 receive	more	of	a	benefit	 than	a	
direct	food	company	like	Tiger	Brands	or	
Rhodes	 Foods.	 The	 chart	 below	 shows	
how	 lower	 income	 groups	 spend	 61%	
of	 their	 transport	 cost	 on	 “Transport	

by	road”	or	taxis	by	another	name.	It	remains	to	be	seen	if	
those	drivers	will	pass	the	benefit	of	lower	prices	onto	their	
customers.	We	are	doubtful.	 In	 contrast,	 the	direct	 impact	
of	 lower	 oil	 (spending	 on	 motor	 cars	 and	 fuels)	 is	 more	
prominent	 for	 the	 higher	 income	 groups	 (54%	 and	 29%	
respectively).	Consequently,	the	anticipated	savings	are	more	
likely	to	end	up	in	bigger	ticket	items	and	dining	out.	Various	
other	benefits	from	the	lower	oil	and	the	secondary	effect	of	
lower	inflation	should	manifest	themselves	on	the	economy	
over	the	course	of	the	year.	It	would	appear	that	the	windfall	
for	the	consumer	will	make	life	a	little	more	bearable	in	2015	
despite	local	politics	and	Eskom’s	“power	struggle”.
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The	 Food	 Sector	 was	 one	 of	 the	 best	
performing	 sectors	 of	 the	 JSE	 last	
year.	Most	 shares	were	up	over	40%	 -	
impressive	returns	given	the	state	of	our	
economy.	Below	we	highlight	Tongaat,	
one	of	 the	 shares	 that	we	continue	 to	
favour	in	that	industry.

Tongaat	is	a	brand	that	is	very	familiar	to	
Kwazulu	Natal	residents,	and	even	more	
so	 to	 those	 living	 on	 the	 North	 Coast	
who	are	witnessing	

the	 continual	 conversion	 of	 agricultural	
land	 into	 various	 developments	 around	
Umhlanga	 and	 the	 industrial	 node	
around	 King-Shaka	 airport.	 Tongaat	 has	
three	core	pillars	to	its	business,	namely	
sugar,	starch	and	property	development.	
In	 2014,	 profits	 were	 split	 47%,	 17%	
and	 26%	 between	 the	 sugar,	 starch	
and	 property	 development	 operations	
respectively.

Despite	the	low	international	sugar	price	
and	 the	 rising	 production	 costs	 that	 Tongaat	 has	 been	 up	
against	for	some	time,	it	has	managed	to	increase	operating	
profit	from	this	division	by	25%	over	last	year.	As	they	stated	
in	their	 latest	 interim	results,	“various	protection	measures	
implemented	in	each	country	of	operation	to	improve	local	
market	sales	volumes	are	starting	to	produce	some	benefits.”	
The	lower	world	price	that	Tongaat	has	received	by	exporting	
to	 the	 European	Union	 has	 also	 been	 offset	 somewhat	 by	
a	 drive	 to	 reduce	 the	 costs	 of	 sugar	 production	 across	 all	
its	 operations.	 Global	 sugar	 consumption	 is	 projected	 to	
continue	 growing,	 despite	 the	 increasing	 pressure	 to	 ban	
it	 from	 certain	 foodstuffs.	 Furthermore,	 the	 global	 sugar	
surplus	is	expected	to	fall	from	5.3	million	tons	in	the	2013/14	
period	to	1.8	million	tons	for	the	2014/15	period.	

As	an	example	of	the	potential	for	sugar	consumption	from	
our	 immediate	 neighbours,	 Mozambique	 and	 Zimbabwe	
consume	only	8kg	and	21kg	of	sugar	per	capita	respectively.	
Tongaat	 estimates	 that	 should	 consumption	 in	 these	 two	
countries	rise	to	the	same	average	level	as	that	for	Namibia,	
Botswana,	South	Africa	and	Swaziland	(the	average	is	roughly	

30kg	per	capita	per	annum)	then	sugar	consumption	within	
Sub-Equatorial	Africa	could	double	 to	12.8	million	 tons	per	
annum.	That	would	benefit	all	producers	in	the	region.

All	 farming	 operations	 are	 susceptible	 to	 drought,	 and	 the	
Natal	 North	 Coast	 has	 experienced	 an	 exceptionally	 dry	
summer	 season.	 That	 has	 impacted	 on	 cane	 growth	 and	
sucrose	 levels.	However,	 thanks	 to	 its	 geographic	diversity,	
Tongaat	 has	 avoided	 the	 worst	 of	 the	 drought	 conditions.	
The	company	made	reference	to	the	impact	of	dry	conditions	
being	partially	mitigated	by	new	cane	developments	which	

have	been	harvested	for	the	first	time	this	
year.

The	 starch	 (maize)	 and	 glucose	 division	
looks	set	to	have	 its	second	 largest	crop	
ever	 which	 will	 continue	 to	 support	
margins	in	the	second	half	of	the	2014/15	
financial	year.	This	division	uses	600	000	
tons	of	maize	per	annum	to	make	starch	
and	glucose,	which	in	turn	is	sold	to	such	
diverse	industries	as	alcoholic	beverages,	
coffee	and	coffee	creamers,	canning	and	
confectionary,	 corrugating	 and	 paper	

lamination	and	textiles.	This	shows	the	diversity	within	this	
division	and	the	defensiveness	of	the	final	products.

In	our	opinion	it	 is	the	land	portfolio	that	provides	the	real	
potential	for	excitement	over	the	years	ahead.	Tongaat	still	
has	8,150	developable	hectares	 in	prime	 locations	 for	sale.	
The	company’s	latest	annual	report	indicates	that	sales	over	
the	next	five	years	are	expected	to	total	approximately	3,700	
hectares.	 To	 put	 that	 in	 context,	 the	 company	 raised	 R1	
billion	from	the	sale	of	just	259	hectares	in	the	last	financial	
year	 –	 that	 implies	 an	 average	 price	 per	 hectare	 of	 R3.8	
million.	 Yet	 the	 actual	 selling	 prices	 varied	 from	 a	 low	 of	
R2.4	million	per	hectare	to	an	astronomical	R34	million	per	
hectare,	depending	on	the	location.	That	highlights	just	how	
profitable	this	division	can	be.	

A	 final	 bow	 to	 their	 arrow	 is	 the	 potential	 to	 generate	
electricity	 from	 the	 sugar	milling	 process.	 They	 have	 been	
engaging	 with	 government	 for	 years,	 but	 there	 has	 been	
little	 progress.	 Given	 the	 current	 load-shedding	 crisis,	 we	
hear	that	 things	are	starting	to	gather	momentum.	We	are	

tonGaat: dElivErinG tHE Goods dEspitE tHE drouGHt

Roy Lamb

“In	our	opinion	it	is	
the	land	portfolio	
that	provides	the	
real	potential	for	

excitement	over	the	
years	ahead.	“
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The	dust	has	now	settled	on	2014	and	
so	we	 now	have	 a	 chance	 to	 evaluate	
the	 returns	 earned	 by	 various	 asset	
classes	 last	 year.	 At	 the	 start	 of	 2014,	
we	 anticipated	 equity	 returns	 of	 10%	
-	 12%.	 That	 proved	 to	 be	 right	 on	 the	
money,	even	if	it	did	come	with	a	higher	
level	 of	 volatility.	 Capital	 returns	were	
only	 7.6%,	 with	 dividends	 making	 up	
the	 balance	 to	 bring	 the	 total	 return	
to	 10.1%	 for	 the	 year.	 In	 our	 opinion,	
that	stresses	the	importance	of	earning	

dividends	and	the	difference	they	can	make.	The	surprise	of	
the	year	was	the	listed	property	sector.	We	started	the	year	on	
a	cautious	note	and	listed	property	made	only	marginal	gains	
until	 the	middle	of	the	year.	That	started	to	change	 in	July,	
but	the	real	excitement	unfolded	in	October	as	the	oil	price	
started	to	fall.	 Investors	quickly	changed	their	expectations	

regarding	 inflation	 and	 interest	 rates.	Mirroring	 the	 fall	 in	
bond	yields,	shares	in	listed	property	companies	soared.	By	
the	end	of	the	year,	the	sector	had	delivered	shareholders	a	
capital	gain	of	18.5%.	The	income	distributed	added	a	further	
8.1%	to	bring	the	total	to	26.6%	for	the	year	–	an	outstanding	
performance	 relative	 to	 other	 asset	 classes,	 and	 especially	
relative	to	inflation.

Once	 again,	 a	 quick	 study	 of	 the	 accompanying	 charts	
provides	 food	 for	 thought.	 We	 all	 know	 that	 equities	 and	
listed	property	are	volatile	asset	 classes.	But	 in	 the	 last	55	
years,	 equities	 have	 only	 delivered	 negative	 returns	 on	 12	
separate	occasions.	Similarly,	the	statistic	is	only	three	years	
out	 of	 27	 for	 the	 listed	property	 sector.	 That	 is	 not	 to	 say	
that	 investors	 should	 always	 expect	 their	 investments	 to	
appreciate,	but	it	does	highlight	that	if	one	is	prepared	to	roll	
with	the	occasional	punch,	the	rewards	can	be	substantial.

not	 expecting	 much	 given	 the	 delays,	 but	 electricity	 co-
generation	would	be	a	profitable	niche	if	it	materialized.	

The	 share	 trades	 on	 an	 historic	 price	 to	 earnings	 ratio	 of	
15.2x	and	a	 forward	PE	 ratio	of	13.5x	versus	 the	 Industrial	
Index	 which	 trades	 on	 a	 historic	 21x	 and	 forward	 looking	
18.5x.	Other	food	companies	such	as	Tiger	Brands,	AVI	and	
RCL	 Foods	 have	 forward	 price	 earnings	 ratios	 in	 excess	 of	

20x.	Consequently,	we	feel	that	Tongaat	offers	relative	value	
in	 an	 otherwise	 fairly	 expensive	 sector.	 The	 dividend	 yield	
is	not	exactly	huge	-	currently	at	2.3%	and	expected	to	rise	
to	3%	over	the	next	year.		But	management	has	hinted	that	
dividends	 will	 rise	 as	 land	 sales	 gain	 momentum.	 Growth	
prospects	 for	 Tongaat	 look	 robust	 for	 all	 of	 its	 three	 key	
divisions	and	thus	we	continue	to	add	it	to	client	portfolios	
where	appropriate.

annual rEturns

Michael Porter

annual equIty returns
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Provided you can stomach the volatility, equities rise more 
often than they fall.

annual property returns
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Listed property continues to perform exceptionally well, 
despite the challenges faced by the country.
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I N S I G H T
Market updates from the Harvard House Group

Treasury	has	announced	various	reforms	and	initiatives	over	the	past	few	years	in	relation	to	the	financial	industry,	and	we	
are	expecting	some	of	those	new	products	to	be	launched	in	early	March,	once	the	annual	budget	is	out	of	the	way.	Our	
next	seminar	will	have	a	financial	planning	focus	to	it,	highlighting	some	of	these	new	products	and	how	investors	can	use	
them	to	their	advantage.		

Please	RSVP	to	Annalie	Robins	on	033	3302164	or	annalier@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.

InsIght seMInars: kZn MIdlands & JohannesBurg 

natal Midlands - Morning natal Midlands - evening Johannesburg - evening
Topic: getting to grips with new financial products 

Date: 31st	March	2015 31st	March	2015 n/a
Venue: To	be	confirmed 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
Charts	and	data	in	this	publication	are	sourced	from	a	combination	of:	Bloomberg,	Harvard	House	calculations,	The	JSE,	SARB,	STATS	SA	and	various	stock	brokers	
including	but	not	limited	to,	ABIOR	Capital	Markets,	Deutsche	Bank,	JP	Morgan,	Macquarie	and	Renaissance	Capital.
	
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
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