
Empowering knowledge and insight 
exclusively from the Harvard House 
Group of companies

FEBRUARY  2016  
VOLUME 13  ISSUE 2

IN THIS EDITION:

• Market update: a January to forget
• The drought: are we going to dry out?
• Gold vs Income
• Tax tips: how to reduce your tax bill

I N T U I T I O N

(n: immediate insight; receive knowledge by direct perception)



WE UNDERSTAND YOUR NEED FOR FINANCIAL INTEGRITY | WWW.HHGROUP.CO.ZA | THE HARVARD HOUSE GROUP2

Market Insight from the Harvard House Group

We painted a rather subdued outlook for 
2016, but even we did not anticipate that 
January would get off to such a poor start. 
It has certainly been a January to forget. At 
the time of writing, it was the worst start 
to the new year for major global markets 
in over thirty years. We wrote extensively 
in December about the outlook for the 
year ahead, so I am not going to repeat the 
same points. Rather, this article reflects on 
unfolding events.

There are a few triggers for the current turmoil, but the 
most important have been  the strong US Dollar and the 
collapse in oil prices. Normally, a fall in oil prices is a boon 
to the global economy as lower energy prices fuel a boost to 
consumer spending. However, in this instance the collapse 
has been interpreted as a lack of demand, which in turn has 
fuelled concerns about the strength of the global economy. 
These concerns were reinforced by incredible volatility in the 
Chinese stock market, similar to events in August last year. 
Adding to concerns about growth are fears that the weak oil 
price will force various oil companies into liquidation, in turn 
fuelling a spate of bad debts at the banks and a repeat of the 
Credit Crunch.  We believe such fears are overdone, but the 
factors together explain why market movements are so tightly 
correlated with the direction of the oil price. It does not make 
any sense, but that does not mean that it cannot continue.

Why is the oil price so weak? In our opinion it is excessive 
supply. Producers have been slow to react to falling prices. 
Whilst there are cutbacks coming from the US (from shale gas 
and conventional production), OPEC has to date refused to cut 
production. Hence stockpiles have been growing relentlessly, 
as the chart shows. The lack of production cuts has been 
exacerbated by the return of Iran to the market, following 
the lifting of sanctions earlier this month. In our opinion, and 
absent a major conflict in the Middle East, we will need to 
see production cuts and a gradual fall in inventories before 
sentiment towards oil will turn more positive. 

Other reasons behind global jitters include the trajectory of 
US interest rates. Readers will remember that after a year of 
uncertainty, the US Federal Reserve raised rates in December, 
with the promise of more to follow. The timing and pace of 
further increases in interest rates has become much more 

uncertain. In our opinion, US interest rates will not rise as 
rapidly as the market is expecting, leaving room for the US 
Dollar to weaken and commodity prices to stabilise. It will 
also have a positive impact on the currencies of emerging 
markets, including the Rand.  

However, the sell-off cannot be attributed to global factors 
alone. There are some unique issues facing the South African 
economy, foremost of which is the rise in inflation thanks to 
the double whammy of the weak currency and the drought.  
We expect inflation to rise to well over 7%, which creates a 
dilemma for the Reserve Bank. Do they raise interest rates 
to quell inflation, knowing full well that our economy is 
already teetering on the brink of recession? Time will tell, but 
the market has priced in an aggressive rise in local interest 
rates. That in turn has fuelled concerns over bad debts for the 
banking sector, and weak consumer spending for the retail and 
property sectors. All three sectors have come under enormous 
pressure as a result. 

The Reserve Bank will meet in late January. We expect an 
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Oil inventories are rising steadily as production outweighs 
consumption. The major producers need to scale back production, 
especially now that Iranian sanctions have been lifted.

“There are a few triggers for 
the current turmoil, but the 
most important have been 
the strong US Dollar and the 
consequent collapse in oil 
prices”

Michael 
Porter
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increase of either 0.25% or 0.5%, with more to follow over 
the course of this year. We also expect tax increases to be 
announced in the February Budget, as Government looks to 
restore its credibility and stabilise its finances. Both of these 
measures would be negative for the broader economy.

We wrote extensively about the outlook for our economy last 
year, and we reiterate that we expect a tough year this year. 
That has certainly not changed. Rather, the weak outlook has 
been reinforced by recent events. However, markets are quick 
to price in changing circumstances. Whilst the valuation for 
the broader market has been slow to fall, thanks to a select 
group of highly priced individual shares (Naspers, Mediclinic, 
SABMiller, Woolworths), the broader market has certainly 
derated sharply – and valuations in most instances are becoming 
rather appealing. This applies to the broader financial sector, 
local industrials, retailers and telecommunications providers. 

From the chart below, one can see that various sectors have 
reached their lowest valuations in a number of years. This 
is not to say that valuations cannot get cheaper – but it does 
substantially reduce the downside risk.

Where to from here? As we have said before, our Government 
has a long road ahead of it to restore its credibility and trust 
with investors. That will mean making some tough choices, 
especially in the forthcoming Budget, that might weigh on the 
economy further over the next few months, but which will 
lay the foundation for better growth in the years ahead. That 
would be a positive development, in our view. Nonetheless, we 
reiterate our belief that the next 6 months will be difficult for 
our economy. The drought has exacerbated an already fragile 
system, and some of the benefits of the weaker Rand (such as 
better exports and reduced imports) may now be delayed. In 
that vein, markets are likely to remain subdued and volatile. 

We continue to focus on quality companies where growth 
and cash flows are more robust. For the time being, we are 
sticking with the Rand hedge shares as well, and those which 
are less reliant on our local economy. We see no reason to alter 
that stance yet. Finally, we are taking profits where prudent 
and making sure we that have the ability to take advantage 
of weaker markets to lay the foundation for future growth. 
Finally, we believe it is worth repeating the importance of 
dividend income in periods such as these. 

The dividend yield for the JSE as a whole has risen to 3.4%, 
the highest level since the Financial Crisis and the Rand Crisis 
before that. For those, like us, who believe in the power of 
compounding income, the market is starting to provide some 
interesting opportunities.
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Valuations for sectors dependant on the local economy have come 
under pressure in recent months.

SA PRIME INTEREST RATES
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Interest rates are still low by historical standards, and may rise 
further given rising inflation.
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Dividends are far more resilient than profits. Yields across the JSE 
are looking far more attractive than they have for years.
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In mid-December I, along with a few 
others, took our bicycles and we cycled 
from Hilton to Upington. The route took us 
straight across the Free State and Northern 
Cape, going though towns like Clocolan, 
Dealesville, Kimberley and Griekwastad, 
to name a few. Temperatures soared well 
into the high 30s and on some days even 
into the 40s. However, the eye opener was 
actually “feeling and seeing” the drought. 

On a bicycle you don’t rush through the country side. Rather, 
you have plenty of time to observe and digest the scenery. It 
didn’t take me long to realise that it was dry - severely dry - and 
since then no meaningful rain has fallen to relieve the situation. 
The severity of the drought is highlighted by statistics from the 
SA Weather Service, which shows that 2015 was the driest year 
on record for our country. Again in mid-January, I was on a 
flight to Cape Town. There was another moment of realisation 
when I looked through the window – THIS DROUGHT IS 

SEVERE AND WIDESPREAD. What are the implications 
and the impact? The rest of this note draws extensively from a 
report by Prof Johan Willemse, Dr D Strydom and M Venter, 
all well-known economists in Agricultural circles.

A deeper analysis of the agricultural sector reveals that the sector 
is already in a deep recession. The first 3 quarters of 2015 have 
recorded growth rates of -18% (Q1), -19.7% (Q2) and -12.6% 
(Q3) and my observations suggest that Q4 will be another 
negative reading. Stats SA attributes the direct contribution of 
agriculture to GDP at 3-4% per year. However, various studies 
have shown that the indirect effect of agriculture (taking into 
account forward and backward linkages) is closer to 25%. This 
takes into account the activity of suppliers, actual production, 
processing and retailing, with exports also making a significant 
contribution. Looking forward over the year, the prognosis for 
2016 is one of a continued drought. Furthermore, for the first 
time in almost 40 years, agro-economists are predicting that 
the impact of this drought will be felt for a number of years, 
due to various reasons:

1. SA does not have a safety net for farmers. In drought 
years farmers have to use their own reserves of capital or 
utilize leveraged extra borrowings. For example currently 
farmers have to use their own resources to feed livestock 
to get them ready for selling. An astute cattle farmer will 
tell you that if the farmer sells/slaughters the majority 

THE DROUGHT: 
ARE WE GOING TO 

DRY OUT?

Willie 
Pelser
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Grain and oilseeds • Time has run out to plant new crops now. Rains going forward will not alleviate the immedi-
ate crop shortage. 

• We may potentially have to import 6 million tons of grains.
• Harbour/rail/road logistics could be under pressure to handle the imports, although this 

may create opportunities for some. 
• The weak Rand makes it even more expensive to import. It may cost R25-R30 billion, 

which will place imports and the trade balance under unnecessary pressure. 
• Maize prices have escalated, which will feed through to general increases in food prices. 
• There is a chance of a general food shortage developing in this category.

Sugar crop • SA sugar indicates that cane crushed has dropped from 20m tons in ‘13/14 to 17.7m tons 
in ‘14/15 and it is expected to drop substantially further in the current year. 

• Cane yields (the sucrose content) are under pressure.
• Future plantings and cane quality are being affected by the dry weather. 

Potatoes • The crop is currently in oversupply.
• Recent heat waves have affected the quality of seed potatoes.
• Levels of moisture in the soil are too low to plant. Irrigated areas are also under pressure 

due to low dam and river levels. 
Beef and Sheep • Half of the season’s natural grazing is already lost. Therefore there will be insufficient graz-

ing for the winter months. 
• Farmers are trying to keep core breeding herds alive.
• The Red Meat Producers Organisation estimates that already more than 40 000 cattle 

have died in KZN.
Intensive livestock • Intensive livestock (chicken, eggs, pork, dairy) feed costs are 60% of total production costs. 

These are under pressure due to much higher grain and oilseed prices.
• Milk (UHT) might have to be imported.
• This all boils down to escalating prices pushed through to the final consumer.

Input suppliers • Agricultural suppliers might also feel the brunt of the drought.
• Reduced equipment sales (tractors/harvesters, etc).
• Unsold stock of chemicals (fertilizers/insecticides/chemicals).

The purpose of this report was not to over-dramatize the 
drought situation, but rather to point out that the drought 
might have a far wider impact than just “niks mielies” (No 
maize). Unemployment and rural incomes could decline as 

farm workers are laid off and move to urban areas. These de-
velopments carry their own set of problems. Let’s keep on 
praying that rain is on its way. Sentimental change does carry 
its own weight in human activity.

How are we going to be affected?

Livestock are being affected all over the country with many cattle 
facing premature slaughter.

of his herd, it means he loses genetics built over a long 
period of time and it will take a minimum of 7 years to 
recover the herd losses.

2. Another issue is security of ownership, making it difficult 
to secure financing, compounding the problem of 
commercial farming activity in times like this.

3. Insurance has also become an issue. The options to get 
multi-peril crop insurance is limited. International re-
insurance companies pulled out of agriculture in South 
Africa during the 2014/15 year, leaving it up to the local 
banking industry to carry the full risk.

4. Emerging farmers are also fully exposed to the mercy of 
the drought and political and economic issues; ownership/
title deeds are lacking, they do not have assets as collateral 
for financing options. The numbers of livestock amongst 
these farming communities that are dying are escalating 
by the day.
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The “gloom and doom” analysts are 
always keen to extol the virtues of gold 
as an investment, whenever there is 
volatility in world markets.  Respected 
market analysts such as the late Richard 
Russell (Dow Theory Letters) Strategic 
Investments, ( Bill Bonner and James Dale 
Davidson)   and the Chris Weber monthly 
report all urge investors to 
have at least 20% of their 

total investments in the yellow metal.

They are correct in stating that gold is pure money. 
Gold never has any liabilities attached to it in the 
form of borrowings by central banks, or the IMF, 
or any other debtor.  It is indestructible, it shines, 
and it has been regarded as a store of wealth by 
all civilisations, from the Egyptians, to the Inca 
Empire, the Roman Empire, and more recently, 
some of you may remember that the world money 
system was on a Gold Standard. 

Just think how gold is held in esteem by all of us.  
We celebrate a golden wedding, we buy a gold 
wedding ring, an Olympian athlete is awarded 
a gold medal.  In the Arts, we have the Golden 
Globe Awards and people reaching retirement are 
given a golden handshake. 

This whole world of gold is built on its endurance, 
and its unchanging value throughout history.  
Many financial analysts think that gold is thus 
an obvious choice for selection as an investment 
in any portfolio.  However, gold has one major 
disadvantage that will never ever change.  It does 
not produce any income, and never will do so, 
and it also is costly to store and possibly even to 
insure against theft.

We at Harvard House like to think that there is 
another star investment which has often been 
referred to as the eighth wonder of the world.  I 
refer of course to the power of compound interest 
which is at the opposite end of the income cycle. 
Several clients have asked me recently whether 
they should have gold in their portfolios, because 

they have read one or more of the international news letters, so 
I thought that it might be interesting to compare an investment 
of R100,000 in pure gold bullion, and similarly, into three 
property stocks, just to see how powerful is the income story.  
I have chosen three property stocks, firstly Growthpoint 
Properties (the market leader), secondly, Fortress Income 
Fund A Units (which has to grow its dividend by 5% each 
year), and thirdly NEPI, which is our top choice.  I have also 
selected a period from 30 June 2010 to 30 June 2015. If the 
rate of exchange had remained unchanged for five years, then 
the price of gold, in dollar terms, would have had to increase 
by 110% to $ 2625 an ounce, to keep up with the property 
stocks. That clearly was not going to happen under any 
circumstances.

However, the exchange rate has weakened over that five 

GOLD
vs

INCOME

Nigel
Porter

GOLD
Price of gold and R/$ rate at June 2010 $1210 and $1 = R7.72
Rand price per ounce of gold R9,341
Number of ounces purchased with R100,000 10.7 oz
Price of gold and R/$ rate at June 2015 $1175 and $1 = R12.28
Rand price per ounce of gold R14,429
Value of 10.7 ounces at June 15 R154,390
Total return (capital appreciation and income) 54%

GROWTHPOINT PROPERTIES

INVESTMENT OF R100,000 @ 15,52C PER SHARE = 6,443 SHARES

2011 2012 2013 2014 2015
Dividends received (cents/share) 131 139 149 161.3 173.4
Dividend (Rand) on 6,443 shares 8,440 8,956 9,600 10,393 11,172

Total dividends received over 5 years 48,561
Add value of 6,443 shares at 2646c per share (30 Jun 15) 170,481
Total value of R100,000 invested in Growthpoint in June 10 219,042
Total return (capital appreciation and income) 119%

FORTRESS INCOME FUND A UNITS

Investment of R100,000 @ 1,000c per share = 10,000 shares

2011 2012 2013 2014 2015
Dividends r’ved (cents/share) 101.6 106.68 112.02 117.62 123.13
Dividend (Rand) on 10,000 
shares

10,160 10,668 11,202 11,762 12,313

Total dividends received over 5 years 56,045
Add value of 10,000 shares at 1550c per share (30 Jun 15) 155,000
Total value of R100,000 invested in Fortress A in June 10 211,045
Total return (capital appreciation and income) 111%
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Finding ways to save money on your taxes may be easier than 
it seems, if done correctly. Here are a few practical tips for tax 
that might be useful to you:

• Medical Expenses - In order to claim a medical expense 
legitimately, SARS requires that the invoice/script, the 
statement and the corresponding receipt/proof of payment 
be present (and kept as supporting documentation) before 
additional medical expenses are allowed as valid claims. 

• Making donations to Section 18 A approved organizations- 
Individuals are allowed to donate up to 10% of their 
annual taxable income to public benefit organizations and 
thereafter claim a tax deduction on this donation. This is 
on the proviso of the following: 

• It is to a named certified section 18A organisation with a 
valid Public Benefit Organization number. 

• That you receive a certificate/receipt which contains the 
date of the donation and is recorded against the correctly 
named donor. Should the certificate be made out in the 
name of two people (which are usually the case with 
spouses) then the value of the donation will need to be 
split accordingly.

• Make use of the annual Donations Tax allowance 
of R100,000 per taxpayer. A married couple can 
make donations of R200,000 p.a to their children or 
grandchildren. The benefit is that future income, and 
capital gains, accrue to the next generation, and reduces 
the liability for estate duty.

• Start a tax free savings investment – such an investment 
will assist you in saving on your taxes, as all of the income 
derived from it is tax free. Consult your financial advisor 
for more information. 

• Rental Income – all Income received in the form of rent 
must be declared on your tax return. SARS allows certain 
rental related expenses, such as repairs and utilities, to be 
claimed. Additionally, any interest that may be incurred on 
a bond held over the rental property can also be claimed 
as part of the expenses. Keeping an accurate, up to date 
record of claimable expenses can help to reduce the profit 
derived from rental received which may reduce your tax 
liability. It is also important to keep a proper documented 
record of improvements made to the rental property for 
capital gains tax purposes. This would also help you to 
sail through a SARS audit with ease.

• Travel Claims – Often it is noted that there never seems to 
be enough time to maintain a SARS prescribed logbook. 
Keeping a regularly up to date log book will assist to 
clearly distinguish the amount of business kilometres 
travelled and avoid the problem of under claiming valid 
business travel.

• Avoidance of interest and penalties - SARS does not 
tolerate non-complaint behaviour when it comes to tax. 
A simple, unintentional action could result in penalties 
being levied by them. A lack of attention to tax matters 
can usually cost, rather than save, you money.

If you are a provisional taxpayer and find yourself in a position 
that causes a tax liability every year or you are expecting to 
receive substantially more income than you usually collect; 
then the chances are that you could become liable to pay 
interest to SARS on the underestimation of provisional tax. 
The solution? Contact your Harvard House tax consultant and 
explain your situation to them.  

year period, so the rand value of 10.7 
ounces would have been R 154 390 on 
30 June 2015. Of course we all know 
the rand has weakened sharply in the 
last few months and that the property 
stocks have declined, because we are 
in a cycle of rising interest rates.  There 
will be select periods of time when the 
calculation might be in favour of gold.  
However, in order to benefit from an 
investment in gold, the investor must 
take the decision to sell, because gold 
generates zero income.  The gold bugs 
are not inclined to sell their precious 
gold holdings, whereas the investor 
in property has had the benefit of 
dividends rolling in every six months.

New European Property (NEPI)

Investment of R100,000 @ 2850c per share = 3,509 shares

2011 2012 2013 2014 2015
Dividends received (Euro cents/sh) 17.61 20.25 23.29 26.79 32.22
Rand / Euro exchange rate 10.85 10.73 13.43 15.61 15.57
Dividends received (cents/share) 191 217.2 312.7 418.1 501.5

Dividend (Rand) on 3,509 shares 6,702 7,622 10,972 14,670 17,599

Total dividends received over 5 years 57,565
Add value of 3,509 shares at 14251c per share (30 Jun 15) 500,067
Total value of R100,000 invested in NEPI in June 10 557,632
Total return (capital appreciation and income) 458% 458%

TAX TIPS: 
HOW TO REDUCE 

YOUR TAX BILL
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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:

Given the shenanigans relating to our Finance Minister 
in December and the loss of credibility with foreign 
investors, our next seminar will focus on the Budget 
that will be presented at the end of February and the 
steps that Government intends to take to rebuild and 
restore our credibility. This is crucial if we are to stem, 
and indeed reverse, the outflow of foreign investment. 

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:

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 Boutique Collective Investments.  Custodian: Standard Executors & Trustees:  
Tel (021) 007-1500.  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.   Boutique Collective Investments is a member of ASISA 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:  Boutique Collective Investments Call Centre, Tel: (021) 007-1500, Email:  clientservices@bcis.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 Boutique Collective Investments, 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)

NATAL MIDLANDS
Topic: Rebuilding South Africa’s 

Credibility
Date: 29th of March
Venue: Fernhill Hotel

Midmar / Tweedie  Road
(almost opposite entrance to 
Midmar

Morning Time: 10am for 10.30am
Evening Time: 5.30pm for 6pm

HARVARD HOUSE GROUP
G 3 Harvard Street, Howick, 3290, South Africa

+ P.O. Box 235, Howick, 3290, South Africa

( +27 (0) 33 330 2164

7 +27 (0) 33 330 2617

@ admin@hhgroup.co.za

W www.hhgroup.co.za
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