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Market Insight from the Harvard House Group

We recently hosted clients in the Midlands 
and Johannesburg to our mid-year seminar. 
The topic was an update on our views of the 
market, and our expectations for the rest of 
the year, taking into account developments 
over the past few months. Needless to say, 
it was a tricky topic to discuss given how 
fluid the political situation is at present. 
This article summarizes the presentation. 
The full presentation can be found on our 

website, www.hhgroup.co.za. 

A casual observer of the JSE might conclude that our market 
has started the year on a solid footing. The Top 40 Index 
has delivered a return of over 9% so far this year (including 
dividends.) That is in line with our expectations at the start of 
the year. However, the headline number masks an extremely 
wide divergence between the performance of sectors and 
individual shares. More than 90% of the Top 40’s return can 
be explained by the movement in just five shares – Naspers, 
Richemont, BAT, Mondi and Bidcorp. Needless to say, these 
are all industrial rand hedges, which have performed well 
given the political turmoil recently. 

In December last year, we proposed that there were 4 ½ 
reasons to be optimistic about the year ahead. Six months 
later, are these reasons still valid? We summarize our thoughts 
briefly below.

If those factors are still pertinent, then what has changed? As 
we all know, it can be summed up in one word: politics. The 
Cabinet Reshuffle has changed the near-term mood in the 
country. At the start of the year, we expected an improvement 
in the SA economy due to three factors. Firstly, a recovery 
from the drought in the key crop growing regions. Secondly, 
an improvement in inflation, which in turn would lead to lower 
interest rates and a recovery in consumer spending. Thirdly, 
an improvement in exports thanks to the still-weak currency 
and a more supportive global economy. Taken together, we 
believed these would improve the growth momentum in 
the economy, and lay the foundation for a virtuous cycle of 
improvement. 

At the end of March, we had the infamous Midnight Cabinet 
Reshuffle. As it stands at the moment, and in our opinion, this 
has changed the near-term growth outlook for our country. 
We still believe that our rate of economic growth will rise 
this year, as there is a degree of momentum in the economy 
already. The recovery in agriculture from the drought cannot 
be undone. But whereas at the beginning of the year we thought 
GDP growth of 1.7% was possible, that expectation has been 
revised down to 1%. This is highlighted in the chart below. It 
shows our growth rate – the blue bars, and our expectation for 
growth in 2017. The green bar was our forecast at the start of 
the year. The red bar is our current forecast. The difference 

Market update: 
counting the 

cost of political 
change

Michael
Porter

Reason Comment

Global 
tailwind

We remain confident that the global 
economy continues to recover. Economic 
momentum in the US is solid, albeit at 
risk in the short term should Trump fail to 
deliver his election promises. Europe is 
going from strength to strength and Asia 
is recovering well, despite China. We still 
believe that the global economy remains 
supportive for our own economy.

Higher 
commodity 
prices

This is the one factor where current 
conditions have deteriorated relative to 
our expectations. Commodity prices have 
retreated sharply from the highs reached 
in March. Nonetheless, they remain 
elevated relative to prices in 2015 and 
2016, and are thus still supportive for the 
mining industry – but less so than we had 
previously anticipated.

Domestic self-
help

This point encapsulated 3 factors – a 
recovery from the drought, an ongoing 
improvement in exports, and no ongoing 
restraint from a lack of electricity. These 
themes remain firmly intact. 

Lower inflation This factor has surpassed expectations. 
Inflation has fallen faster than we had 
expected, and last month’s reading of 
5.3% is now back within the Reserve 
Bank’s targeted range – for the first time 
since late 2015. 

Foreign 
investor 
activity

Foreigners remain net sellers of our 
equities. Net sales so far this year total 
R44 billion. However, that has been 
offset by substantial buying of bonds – a 
cumulative R40 billion for the year to date. 
To the extent that foreign investment in 
equities is low, that is positive should 
sentiment towards this country change. 
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between the two is 0.7%, a material 
difference given how low our growth 
rate is at present.

Why the difference? What has caused 
our expectations to change? In a 
nutshell, it is confidence. Economics 
could well be called “a study of 
confidence.” Economies thrive 
when confidence is high. Individuals 
and businesses are happy to invest 
and to spend. Unfortunately, since 
the Reshuffle, both business and 
consumer confidence has plunged. 
We acknowledge that it is early days, 
but the initial reaction is worrying. As 
the charts below show, confidence in 
the manufacturing sector has plunged 
(as measured by the PMI index) and 
vehicle sales have nose-dived. One 
would expect such a reaction. You 
are unlikely to buy a new car in 
uncertain times. The problem is that 
this uncertainty spreads throughout the 
economy. Everyone takes a “wait-and-
see” approach. This in turn, causes the 
economy to slow, which makes people 
and businesses more cautious. So the 
vicious cycle unfolds.

A higher degree of uncertainty is also 
manifesting itself in official policy. 
As I mentioned earlier, inflation has 
fallen more quickly and further than 
we had expected. The latest reading 
for April was 5.3%, down from over 
7% just a year ago. That is well within 
the Reserve Bank’s target range of 
an inflation rate between 3% - 6%. 
Given the weak economy, the Reserve 
Bank should be seriously considering 
lowering interest rates. However, at 
their recent meeting, the SARB noted 
the elevated risks to the currency and 
inflation from politics and another 
downgrade. Hence, the Reserve 
Bank is likely to keep interest rates 
unchanged for the time being. This 
is another clear consequence of the 
Reshuffle – and it affects everyone in 
the country.

So how does one position an 

Assessing	the	South	African	economy
At	the	start	of	the	year,	we	anticipated	an	improvement	….
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investment portfolio under current circumstances? In a phrase: 
with difficulty. The future path of economic growth is highly 
dependent on political events. The slide below highlights a 
simple decision tree of potential political outcomes and the 
associated economic impact. If Zuma prevails and there is no 
change, we anticipate a weak local economy, and investors 
should ideally be positioned in Rand Hedge shares with 
offshore exposure. Alternatively, should there be a change in 
president, we believe there could be a strong positive reaction. 
Confidence would recover, business investment would soar, 
and foreigners would return to the market. In such a scenario, 
investors should ideally be positioned in local stocks, such 
as retailers, banks and property. Unfortunately, investor 
positioning is rather an “either, or” choice. Given that we have 
no idea exactly how politics will unfold, we believe that a 
diversified portfolio remains a sensible option for investors.

This brings me back to the most 
important factor for the next six months, 
namely profit growth. Investments 
can only appreciate in value if profits 
are growing. As we have articulated 
above, the disappointment is that profit 
growth is likely to be weaker after the 
Reshuffle. Fortunately, valuations have 
fallen for our local market, especially 
if one adjusts for Naspers, which is the 
largest company on our market and 
which trades at an elevated valuation. 
The same cannot be said for overseas 
markets – in our opinion, valuations 
are looking stretched. We believe 
the US is vulnerable to a period of 
consolidation, especially if President 
Trump fails to deliver his election 
promises.

In summary, we believe the outlook 
for our economy has deteriorated 
given the political uncertainty. That 
is a disappointing outcome especially 
since there was ample evidence 
of “green shoots” of an economic 
recovery earlier in the year. Political 
change can alter the course of our 
economy for the better, but it is too 
unpredictable to forecast accurately. 
In the meantime, our portfolio 
construction will be stock-specific, 
with no special themes. In particular, 
we will be focused on those companies 
where we are confident that earnings 
growth can be achieved.

Positioning	your	local	investments
Political	outcomes	will	greatly	influence	positioning	and	returns
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let us 
not forget

Nigel
Porter

Some clients seem to be in a negative 
frame of mind at this time. I get the feeling 
that these folks seem to think that the 
best is behind us, and that ahead of us lie 
unchartered and choppy waters. Maybe a 
trip down memory lane will be a timely 
reminder that all is not gloom and doom as 
we peer into the future.

I was born in 1945. The National Government was elected to 
power in 1948, so I have lived my entire life either under the 
apartheid system, or under a government controlled by the 
ANC. This is not a political essay, but rather to remind all of 
us that there have always been difficulties in living in South 
Africa. A few facts might be of interest to our clients who 
have short memories, or to those who are too young to have 
experienced some of the challenges of earlier years.

1. The Harvard House Group started business in Howick on 
01 February 1972. At that time, the top rate of income 
tax for an individual taxpayer was 72%. Why was this 
so? The simple answer was that, according to Jayne’s 
Fighting Forces report, we had the tenth largest army, 
and one of the most efficient, in the world. We needed 
the money to keep the laws of apartheid in place, and to 
defend ourselves from external attack.

2. In 1974, the Russians were in both Angola, and in 
Mozambique. The threat of a communist invasion was 
very real. Draw a line from Luanda to Lourenco Marques 
and it passes straight through Gauteng. We were very 
afraid of an invasion by communist forces.  We wondered 
whether we would have to live under communist rule.

3. Mel and I remember quite clearly in 1974 that we 
deliberated whether to leave the country, or stay and give 
our children the best education that we could afford. We 
stayed, and have both always been in agreement that the 
education that we gave to our children was better than 
anything that we could have offered them in a foreign 
country. 

4. In 1961, we had the Cato Manor riots in Durban. I can 
remember being in my matric year at school, and the 
Master came in and told us that we might have to defend 
the school. Cadets training was compulsory in those days, 
and this was a call to action….if the situation deteriorated. 
We could hardly believe what we were being told.

5. All young white men were drafted into the army for a 

training period of two years. That was not a happy time 
for all of them. Too many of them lost their lives, and 
others were traumatised from the experiences which they 
had to endure, in the townships and on our borders, all in 
the name of Apartheid.  Some of them were scarred for 
life. That lasted from the late fifties to the late eighties. 
Many young men left the country to escape the military 
call-up.

6. In 1980, interest rates in America rose to an all-time high 
of 20%. We had a captive economy at that time, and no 
company, nor any individual, was allowed to take money 
out of the country. Was it surprising that our top company, 
Anglo American, owned 40% or more of the total value 
of all the shares listed on the JSE? The company was in 
its heyday, with gold at record highs, and it had difficulty 
in finding suitable investments for its hoard of cash. So 
it invested in shares such as Barclays Bank (now First 
National Bank), Tongaat Hulett, Highveld Steel, and so 
many more. 

7. Our interest rates ranged from a low point of 13% to a high 
point of 25% for a period of nearly twenty years. We all 
paid interest rates in the higher teens on our home loans, 
and this was paid out of after tax income, at very high rates 
of tax. Interest charged on hire purchase accounts were so 
high as to render the purchase of vehicles unaffordable.

8. Inflation was a real problem, and we wondered if we 
were going to have to endure hyper-inflation. Chartered 
Accountants had to go on training courses to enable them 
to draft inflation adjusted financials, because ordinary 
financial statements no longer presented the true financial 
position of any business. That was a nightmare for me, and 
it pushed up the cost of preparation of work for clients, 
because we had to do some of the work twice over.  My 
former partner, Ron Purbrick, and I reviewed salaries of 
our staff every six months to enable our staff to keep up 
with prices that were rising at 20%-25% per annum.

9. In 1990, an individual was only allowed to take R20 
000 out of the country to pay for a holiday in a foreign 
country. So overseas travel was severely restricted for 
lack of spending money.

10. The wealthy individuals who did want money offshore 
had to break the law, and continue to break it for thirty 
years. Since 1994, there have been four tax amnesties to 
unwind the illegal transfer of money overseas. 

11. We have lived through the exit of South Africa from 
the Commonwealth, the assassination of Verwoerd in 
Parliament, the Soweto riots, the famous Rubicon Speech 
in 1985 by the finger-wagging Botha, the unbanning 
of the ANC in 1990, and our first elections which were 
considered by the World Press to be the long-anticipated 
spark for revolution.

Some of the points which could be raised today and should be 
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With the 2017 tax filing season opening in 
July 2017, taxpayers have a month or two 
to start getting their tax affairs in order.  
The 2017 tax season will cover the period 
1 March 2016 to 28 February 2017.  Tax 
certificates are generally only available in 
June and July. However, if you know you 
have medical expenses you’d like to claim, 
then it is advisable to start gathering this 
information.

We have highlighted in previous Intuition articles that SARS 
targets medical expense claims. Supporting documentation is 
imperative for the successful allowance of your claim.  SARS 
will not allow you to claim medical expenses without the 
following proof.

1. If you are the main member of a medical aid and are 
claiming contributions, then the medical aid certificate 
showing the total of the contributions made during the 
year.

2. If you are claiming the cost of medication prescribed by a 
doctor then the full “Copy of Prescription” printed by the 
pharmacy (not just the top tear-off portion), plus receipt, 

or other proof of payment.  You can only claim amounts 
not reimbursed by the medical aid.

3. For doctors’ bills and other allowable expenses, you will 
need the valid tax invoice and receipt, but noting any 
amount that your medical aid might have reimbursed.

If SARS is not satisfied that the supporting documentation for 
the medical claim is valid, they will reject the amount and 
may impose a penalty for “over claiming.” 

When sorting through your medical documentation, bear in 
mind that SARS only allows medical expenses to be claimed 
by the person who pays the medical expense.  So for example, 
if a wife visits the doctor but the husband pays the doctor’s 
bill, the receipt will be in the husband’s name so he is entitled 
to claim the expense in his tax return. Contributions to medical 
aid are claimed by the taxpayer whose name is on the medical 
certificate.

If Harvard House handles your tax affairs, then remember 
that providing your supporting medical documentation in a 
chronological order, and in a manner that will save time on 
our side, can save you a lot of extra cost.

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

2017  tax season: 
ready, steady ….

acknowledged, include the following:

1. The ANC government lowered our taxes consistently for 
a number of years. That appears to be changing, although 
the levels of tax are still nowhere as high as they used to 
be.

2. We are allowed to invest R 4 million per annum per 
taxpayer offshore. For a husband and wife that is R 40 
million over a five-year period. Most of us can only dream 
of such wealth. So, for all ordinary folk, exchange controls 
have been abolished. 

3. We are all allowed to take R1 million per annum offshore 
for travel and recreation purposes.

4. Our interest rates came down to a 35-year low of 7% 
(the prime overdraft rate set by the SA Reserve Bank). 
Those of us with long memories were green with envy 
that bonds were, and still are, being charged interest rates 
in single figures.

5. We do not have to pay for an army. There is no compulsory 
military service for young men of all races.  

6. We do not waste money in suppressing nine tenths of the 

population, in a manner which was morally indefensible. 
We do have a lack of service delivery, but that is partly 
due to a lack of education in past decades.

7. We have religious tolerance in our country. How many 
world-wide problems stem from that single contentious 
issue?

I said earlier that this is not meant to be a political essay. It 
just serves to highlight that issues change, and that challenges 
remain, but it is not all bad. We at Harvard House always 
remain optimistic. If a person is always in a negative frame 
of mind, then the result is invariably indecision, and can even 
lead to depression. A pessimist will approach investment 
decisions in that manner, and will not have the courage to take 
the correct investment decisions for our clients. A positive 
attitude is essential, so that we look for the opportunities, 
rather than the threats and the problems. There is much to be 
said for an optimist, who will invariably achieve better results 
than a pessimist, and South Africa is still a great country.

Shelly
Moreno
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February 1 marked the 45th anniversary of the Harvard House 
Group. Founded by Nigel Porter on 1 February 1972, with 1 
partner and 1 member of staff, the group has grown to a team 
of 6 Directors and 65 members of staff, managing assets of R 
5 billion and offering a wide range of quality services.

Nigel is passionate about the markets and lives to make a 
difference in the lives of clients and staff. He has energy and 
commitment beyond his years but has decided that the time is 
right to slow down and enjoy retirement while he still has the 
benefit of excellent health.

Nigel’s retirement has been part of our planning for a number 
of years and we have successfully transitioned work away 
from Nigel’s desk to competent and senior members of our 
management team over the last three years. Group strategy 
and day to day management of the business 
were aspects that Nigel graciously handed over 
to the remaining Directors many years ago. He 
has however, been an incredible support to the 
management team and always contributes wise 
words from years of experience.

Nigel will continue to work a full day to 
February 2018, and will then work half day 
for another year, retiring fully on 28 February 
2019. Over his remaining term, Nigel will not 
be accepting any further executorship positions 
of deceased estates. These will be assumed by 
Robin Gibson and Greg Edwards. Nigel will 
continue to manage client investment portfolios 
over this period, but will gradually introduce 
clients to our existing team of financial planners 
and asset managers.

Pete Smith
Chief Executive Officer

nigel porter: 
45 years of 

loyal service

A bit more time for fishing beckons, as Nigel begins parital retirement 
in 2018.

Harvard House Group had humble beginnings in Howick in 1972. 
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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:

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, Harvard House Insurance Brokers 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)
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G 3 Harvard Street, Howick, 3290, South Africa

+ P.O. Box 235, Howick, 3290, South Africa
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ContaCt detaIls:

Having studied the outlook for markets at the end of 
May, our next seminar will drill down into the detail, 
and focus on some individual stocks that we think hold 
interesting prospects over the next eighteen months.  

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

natal Midlands
Topic: Interesting opportunities
Date: 25th of July 2017
Venue: Fernhill Hotel

Midmar / Tweedie  Road
(almost opposite entrance to 
Midmar

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

InsIght semInars

Johannesburg
Topic: N/A
Date: N/A
Venue: N/A
Evening Time: N/A


