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In this edition:

• Sell in May and go away…..
• Construction: building blocks or ruins?
• Tax: is your tax practitioner “adding value” to your tax affairs?

(n: immediate insight; receive knowledge by direct perception)
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SEll in may and Go away...

Seasoned market watchers will know 
of the old adage that says, “Sell in May 
and go away.” Our market has been 
weak over the past six weeks and so 
anecdotally at least, there seems to 
be some truth to the axiom. The chart 
below shows monthly return data for 
the JSE starting in 1990. To explain the 
chart, it shows, by month, the number 
of times that returns have either 
been positive or negative. Since 1990, 
January for example, has recorded 

positive returns on 15 occasions and negative returns on 11 
occasions. From the chart, it is clear that maybe there is some 
merit in the argument – June stands out as being traditionally 
the worst month of the year.  However, July is more often 
than not a positive month, which reinforces another old 
market axiom – “time in the market is more important than 
timing the market.”

That said, the past six weeks have been volatile. The JSE All 
Share Index reached a peak of 55,188 on the 24th April. By 
the 9th June, it had fallen to 51,080 – a decline of 7.5%. Since 

then, it has rallied a few percent to recoup some of those 
losses. We discussed the outlook for markets at our seminar 
at the end of May and our sentiment was that volatility would 
continue for the forseeable future. That has certainly been 
the case. But what is behind this volatility and what might lie 
in store for investors over the remainder of the year?

Despite what we may think, in our opinion the current turmoil 
on the JSE has far more to do with global events than the 
shenanigans of our local politicians. There are a number of 
issues that are dominating the thoughts of global investors:

1. Greece. At the time of writing, there is still no consensus 
on the way forward for Greece, and yet Greece must 
repay €1.6 billion of debt by the end of June in order 
for it to qualify for further assistance. At issue are the 
structural reforms that Greece must put in place in 
order to make its economy more competitive in the 
long term. These include pension and labour reforms, 
both of which the government is reluctant to change.  
We do believe that a compromise will be reached, but 
the brinkmanship does no one any favours.  We can all 
look back to the brinkmanship in the US a few years 
ago regarding their debt ceiling, and the damage that 
was done because both parties refused to budge. Let 
us hope the Europeans can be a little more pragmatic.  
 
That said, a Greek default would not be nearly as damaging 
under present market conditions as it would have been 
two or three years ago. Private sector exposure to Greek 
debt has been reduced significantly, so the contagion of 
defaults spreading to banks and other countries would 
be much lower. The most likely scenario is that Greece 
will be forced to impose capital controls (or exchange 
controls, as we have experienced in the past.) That might 
be tough for Greeks, but it would not have much impact 
on the broader global financial markets. 

2. The other major issue is on the other side of the Atlantic. 
What is the US going to do about its interest rates? 
The US economy has certainty been a disappointment 
so far this year relative to expectations in January. 
Whether this is down to weather and strikes is 
debatable, but the data is not pointing to an economy 
tugging at its leash. So investors are rightly questioning 
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Over the past 25 years, June has recorded the highest 
number of negative returns, but on balance, there is no clear 
statistical trend to support the notion that returns in the first 
few months of the year are better than those in the latter half 

of the year.
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whether the economy is strong enough to cope 
with an increase in interest rates. Furthermore, how 
quickly will rates rise once the cycle gets underway?  
 
The US Federal Reserve has tried to calm investor nerves 
in this regard. It is still likely that interest rates there will 
rise before the end of the year – the first hike since June 
2006. But they have talked down the pace of further 
increases thereafter, suggesting that any rising interest 
rate cycle will be slow and measured. This is good news at 
the margin, but the turmoil that the change in US policy 
has created will not disappear soon. US bond yields have 
risen from a low of 1.65% in January to the current level of 
2.4%. That is equivalent to a decline of 31% - for an asset 
class considered to be low risk and safe. Unfortunately the 
US bond market sets the benchmark for bonds globally. 
So weakness in the US spreads quickly to other markets, 
including South Africa. The chart below shows the tight 
correlation between bond yields in the two countries.  
 

The other area that is being impacted by US policy is 
currencies, and we can all appreciate just how weak our 
own Rand has been of late. It might be at least mildly 
reassuring that weakness is not limited to the Rand, but 
is rather symptomatic of unfolding events in the US. The 
table below shows the performance of various currencies 
against the US Dollar for the year to date. As the table 
below shows, the Rand is not alone and in fact, some 
currencies have fared far worse than ours.

3. Finally, there is ample evidence that the Chinese economy 
has come off the boil. That in turn has led to a collapse 
in commodity prices – certainly not supportive for an 
economy such as ours which is heavily reliant on mining 
exports. That said, the Chinese have taken action. After 
three interest rate cuts, there are tentative signs that the 
world’s second largest economy is starting to gain some 
much-needed momentum. A turn in momentum would 
certainly do wonders for global investor sentiment.

So where does that leave us? From the comments above, it 
may be tempting to blame all our problems on factors which 
are beyond our control. Unfortunately we all know that is not 
true. One only has to read Willie’s article on the construction 
sector (see next article) to understand the malaise facing our 
economy. Growth is anaemic, thanks to weak government 
policy, a lack of confidence from the private sector, and 
the ongoing electricity constraints – how can we grow our 
economy without power? We commented extensively on 
this in our January 2015 issue.  The benefits from a falling 
oil price were quickly reversed thanks to tax increases in the 
February budget, and the weak rand is fueling inflation – an 
issue over which the Reserve Bank is becoming increasingly 
concerned. The Reserve Bank has made it quite clear that the 
path of local interest rates is higher – and we fear that we 
may face an increase of 0.5% in our own interest rates next 
month. This would only reinforce the downbeat mood in the 
country. Whilst interest rates remain at historically low levels, 
consumers will feel the pressure. Longstanding clients will 
know that rising interest rates are not conducive to strong 
equity markets. Interest rates dampen the economic activity 
in a country, thereby depressing profits. But they are also 
used as a key variable in the valuation of shares, and higher 
interest rates imply that lower valuations are warranted.

Unfortunately, that is not where the SA market finds itself 
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Rising US yields have pushed up yields in other countries 
too, including South Africa.
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Swiss Franc 6.2% Russian Rouble 11.4%
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Pound
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Dollar
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at the moment. Valuations remain near record highs for 
the market as a whole, although valuations for certain 
sectors and individual shares have fallen from their highs. 
Nonetheless, we cannot escape the fact that earnings growth 
is weak across our economy and in turn our market. Domestic 
weakness is being offset by the weak rand and the boost from 
offshore profits, so it is not all bad, but we believe that there 
will need to be a trend of stronger earnings growth emerging 
before the market will move substantially higher. The 
reporting season that kicks off in early August will provide the 
first hint of whether our companies have been able to adapt 
to the tougher climate. In the meantime, Europe enters its 
traditional summer lull, so markets will be vulnerable to 
unfolding global events.

Longstanding clients will know that rising interest rates 
are not conducive to strong equity markets. Interest 
rates dampen the economic activity in a country, thereby 
depressing profits. But they are also used as a key variable in 
the valuation of shares, and higher interest rates imply that 
lower valuations are warranted. Unfortunately, that is not 
where the SA market finds itself at the moment. Valuations 
remain near record highs for the market as a whole, although 
valuations for certain sectors and individual shares have 
fallen from their highs. Nonetheless, we cannot escape the 
fact that earnings growth is weak across our economy and 
in turn our market. Domestic weakness is being offset by the 
weak rand and the boost from offshore profits, so it is not 
all bad, but we believe that there will need to be a trend of 
stronger earnings growth emerging before the market will 

move substantially higher. The reporting season that kicks 
off in early August will provide the first hint of whether our 
companies have been able to adapt to the tougher climate. 
In the meantime, Europe enters its traditional summer lull, so 
markets will be vulnerable to unfolding global events.

It may seem that there is little to cheer, but the current 
gyrations across financial markets are not new. We have 
seen it all before. Markets, by their very nature, are volatile, 
and we should expect periods of volatility and consolidation 
from time to time. That is one of the reasons why we place 
so much importance on dividends, as they can be the 
difference between poor or steady returns during periods of 
consolidation.  Furthermore, it is important to remember that 
economic activity never grinds to a complete halt – people 
still go about their daily lives. So it is rather a matter of being 
more selective in your choice of investments rather than 
abandoning your investments altogether. We might sound 
like a stuck record, but that is where our focus continues to 
lie: making sure that the shares we hold are performing well, 
have solid balance sheets, can pay reliable (and growing) 
dividends and in so doing lay the foundation for the next 
upcycle.  Time marches on, months tick by and valuations will 
drop steadily provided companies can deliver even modest 
earnings growth. In our opinion, it is a time to be cautious 
so our focus is firmly on quality, taking profits where gains 
have been excessive and in so doing, making sure we can 
capitalize on the volatility to lay the foundation for strong 
future returns.
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An increase in interest rates in July would be the third in the 
current cycle.
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Earnings growth is barely positive, but dividends have grown 
at a faster rate. Can this last?
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In the lead-up to the Soccer World Cup 
of 2010, investors couldn’t find enough 
cash to invest in construction-related 
stocks. The building activity, all relating 
to the stadiums and other infrastructure 
that was required, pushed construction 
investment as percentage of GDP back 
to 25%, which in turn helped South 
Africa to achieve a 3% rate of growth in 
GDP in the subsequent two years. 

Unfortunately as is so often the case in our country, there 
was no follow through. Since the World Cup there has been 
a dearth of new projects. We have not seen projects like the 
Gautrain repeated in the “Mother City”, nor new Highways, 
nor even the widening of existing roads. 

The outlook for investment will remain cloudy in 2015. The 
latest RMB/BER business confidence index decreased by two 
points to 49 in the first quarter. The index gives an indication 
of fixed investment by private business enterprises, and 
the drop in the first quarter does not bode well for private 

sector investment. According to the BER two forces were 
at play during the first quarter. On the one hand, the falling 
petrol price helped shore up spirits for those respondents 
involved in consumer-related sectors of the economy, but 
confidence among business owners on the production side of 
the economy was depressed by load shedding, with the load-
shedding factor the stronger of the two. As the electricity 
supply situation will not be solved this year and the petrol 
price has already started to reverse, GFCF by private business 
will continue to struggle in 2015.

For a number of years, Nedbank has tracked capital 
expenditure projects in South Africa (Nedbank Capital 
Expenditure Project Listing) and it is also currently confirming 
a weaker outlook. It shows a drop in the number and value 
of new projects announced in 2014, with a total of 65 new 
projects worth R95 billion recorded, down from 85 projects 
worth R188 billion in 2013. The private sector dominated the 
number of new projects, with 50 projects accounting for 77% 
of the total. However, the value of private sector projects 
announced in 2014 was the lowest since 2004, while the 
number of projects was the smallest since 2010.

Although one might argue that the private sector can lift an 
economy out of its low investment cycle, prevailing politics 
and commitment from government does play a significant 
role. Unfortunately South Africa’s public sector infrastructure 
expenditure still remains “an estimate” or a budget number 
- for a couple of years now a number of around R800 billion 
has been published for infrastructure related spending. If 
and when spent, the multiplier effect into the private sector 
could be huge. R813 billion has again been budgeted over the 
medium term expenditure framework period. This includes 
an amount of R362.2 billion for state owned enterprises. 
There seems to be a concerted effort by general government 
to spend on social infrastructure, as evidenced by relatively 
robust general government GFCF figures in 2014, and this 
is likely to continue in 2015 and for the rest of the medium 
term expenditure framework period. Many state owned 
enterprises have had a poor track record of delivering key 
economic infrastructure, something that seems likely to 
continue in 2015 given the recent mayhem at Eskom. 

Unfortunately so far, spending has not been towards new 
infrastructure related projects. Maintaining the “old” rather 

ConStruCtion: buildinG bloCkS or ruinS

Willie Pelser

inveStMent AS % of gdP

A level of 25% is considered to be the break-even point where 
a country either creates or consumes its infrastructure. The 
World Cup got us close to that level again, but it has quickly 
evaporated. At present levels of fixed investment, South Africa 

is not improving or growing its infrastructure.
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than spending on the “new” seems to 
be the order of the day – or the safest 
option. Let us take Eskom as the 
example. Macquarie, a local research 
company, has started a research 
project to keep track of the electricity 
situation, specifically monitoring 
the extent of total aggregate load-
shedding and whether there is 
evidence of increased breakdowns 
(unplanned maintenance) or further 
delays in planned maintenance. The renewed electricity load-
shedding appears to be driven by a surge in breakdowns. The 
timing and extent of breakdowns is the key determinant of 
whether we experience load-shedding, which is by nature 
unpredictable and this is where the expenditure happens; 
rectifying the breakdowns. The graph shows the loss in 
“power” due to unplanned and planned maintenance.

This type of spending remains an important downside risk to 
our GDP and export growth, but for many companies there 
seems to be more binding growth constraints at this stage. 
Unfortunately, similar statistics are not available for other 
infrastructure related spending, ie on water works, roads (no 
new roads, rather patchwork on existing roads), but we are of 
the opinion that a similar pattern would emerge.

Unfortunately, as described earlier, the lack of quality and 
consistent investment construction spend has precipitated 

a collapse in share prices of construction companies. The 
table speaks for itself. Shown below is firstly the share price 
performance of construction stocks from their peak (ie 
highest share price achieved after 2010) to its lowest point; 
secondly the performance for the 2014 calendar year; and 
finally the performance for the current year to date. It can 
be argued that some of the pressure has come from the 

construction companies themselves, in the form of collusion 
and anti-competitive behavior. Nonetheless, regardless of 
how one analyses the data, the sector has had a torrid time.

Despite the doom and gloom, some economists are 
forecasting an acceleration in fixed investment spending 
during 2015, even if it is only due to the low base that was 
set last year. Nedbank have penciled in growth in fixed 
investment spending of 2.2% in 2015. Although this looks 
good compared to previous years, due to the long lead times 
associated with projects of this nature, we are not rushing out 
to accumulate construction related stocks until government 
has given a firm commitment that it is actually capable and 
willing to spend the R800 billion that it has allocated to 
infrastructure, or there is a noticeable acceleration in private 
sector investment. Unfortunately, neither of these seem 
imminent.

high to low 2014 ytd 2015
Aveng -87% -34% -67%
Group 5 -39% -28% -5%
Murray & Roberts -68% -20% -38%
PP Cement -49% -12% -33%
Raubex -25% 1% -9%
Wilson Bayley -43% -17% -17%

real gross fixed capital formation
Percentage change at seasonally adjusted annualised rates
Sector 2013 2014

year 1st Qtr 2nd Qtr 3rd Qtr 4th Qtr year
Private business enterprise 8.1 -15.4 -9.6 1.2 1.7 -3.4
Public corporations 3.1 -0.6 -3.4 2.3 2.5 1.6
General government 11.6 8.7 9.8 7.4 5.9 10.3
Total 7.6 -9.2 -5.4 2.4 2.6 -0.4

eSkoM: CAPACity offline dUe to MAintenAnCe

At any point in time, approximately 8000MW of capacity 
is offline due to unplanned maintenance. When coupled 
with planned maintenance, too much of our fleet is not 

productive, hence the reason for persistent load-shedding.
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In the past, tax payers were able to 
engage anyone they chose to assist 
them in preparing and submitting their 
tax return.  It didn’t matter whether the 
person acting on behalf of the taxpayer 
was qualified to do so or not.

Over the past few years, the 
government has introduced new 
regulations stipulating that those who 
wish to undertake such work must 
first be registered with SARS as a ‘tax 

practitioner’. To be eligible for registration the individual 
must be a member of a recognised institution (such as the 
SA Institute of Chartered Accountants).  Although tax returns 
can be prepared by any person acting on behalf of the 
taxpayer, the submission of a tax return can only be done by 
a ‘tax practitioner.’

Choosing the right tax practitioner to handle your tax affairs 
is important as, at the end of the day, SARS will hold you 
responsible for any non-compliance with the tax law.  It is 
essential that you choose a tax practitioner who is competent, 
has the necessary skill and expertise and who will exercise 
the level of care required to give you peace of mind that your 
tax affairs are being dealt with properly.  

Another point to consider is whether your tax practitioner 
‘adds value’ to your tax affairs (as not all tax practitioners 
provide the same service).  If this is the case, then being 
charged more for having your taxes done is probably 
worthwhile. 
 
• Often the “value-add” is not immediately apparent to 

a taxpayer.   Some of the ways we add-value for our 
Harvard House tax clients include:

• providing three levels of review.  Each client’s tax file is 
allocated to a staff member who prepares the schedules 
and tax return, then a manager reviews it in detail and 
finally a partner does an overall review and then signs 
the tax schedules.

• preparing a tax schedule of all the client’s investments, 
bank accounts and loan accounts.  We track the opening 
balance, additions, disposals, capital gains and closing 
balance, as well as the income attributable to each item.  

This is done to arrive at total figures, which are required 
in order to complete the ‘capital reconciliation’.

• preparing a ‘capital reconciliation’ which reconciles the 
client’s net asset value at the beginning of the tax year to 
the net asset value at the end of the tax year.  As discussed 
in our March 2015 Intuition article, this indicates whether 
there are any potential problems or issues, so that we 
can investigate these before submitting the tax return to 
SARS.

• checking the assessment to see if the SARS calculation 
agrees with our calculation.

• attending to the objection should we disagree with the 
SARS assessment.

• attending to any audit questions SARS may raise if the 
client’s taxes are selected for audit.

• submitting the supporting documentation that we have 
kept on the file, if this is requested by SARS.

• assisting with the payment of any income tax that is 
owing to SARS by informing the client how much to pay,  
by when and in what ways it can be paid.

• if the client is a provisional taxpayer, assisting with the 
calculation of the amount of provisional tax that is due, 
advising in what ways this can be paid, sending reminders 
to pay and submitting the necessary form to SARS.

• attending SARS stakeholders meetings so that issues can 
be addressed with the relevant SARS officials.

• Advising on the benefits of making tax-free donations of 
R100,000 p.a per taxpayer to children and grandchildren 
of the taxpayer.

If you have any questions about your tax affairs, please feel 
free to contact our tax department and we will be happy to 
assist you.

SarS: iS your tax praCtitionEr addinG valuE to your tax affairS?

Shelly Moreno
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Traditionally, listed property has always been viewed as a defensive sector, with the bulk of the return coming from income 
rather than capital gains. However, over the last ten years, listed property as an asset class has performed far better than 
equities generally, as investors have come to appreciate the benefits of a secure, and rising, income stream. Our next 
seminar will focus on the listed property sector, providing feedback from recent management meetings and site visits. 

Please RSVP to our receptionist, Hajira Saidi on 033 3302164 or admin@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 Johannesburg - evening
Topic: Listed property: where to from here? n/a

Date: 28th of July 28th of July n/a
Venue: Fernhill Hotel

Midmar / Tweedie Road
(almost opp entrance to Midmar)

Fernhill Hotel
Midmar / Tweedie Road

(almost opp entrance to Midmar)

n/a

Time: 10am for 10.30am 5.30pm for 6pm n/a
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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  


