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In this edition:

• Technicals: Are we flying to close to the sun?

(n: immediate insight; receive knowledge by direct perception)
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We understand Your Need for Financial Integrity

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

TECHNICALS: ARE MARKETS FLYING TOO CLOSE TO THE SUN?

At the end of last year, we cautioned 
that in our opinion, local markets were 
trading at unsustainable valuations. 
That said, we did not believe that a 
crash was imminent. We made the 
case for falling valuations through 
growing profits and flat share prices. 
Four months later, the JSE is trading 
at record highs – the local market has 
delivered returns of 7% so far. That is 
a strong start to the year, especially if 
one considers the high starting point. Of 

concern is that valuations have not improved, despite decent 
growth in profits. The rise in prices has offset rising profits. 
Where to from here?

We still believe that our market will deliver inflation-beating 
returns this year, but in our opinion, the market is long 
overdue a period of consolidation. Whilst it is always hard 
to pinpoint the exact catalyst for a rally, in our opinion the 
JSE is currently benefitting from being “the least ugly bride.” 
What do I mean? Other major emerging markets are all in 
the news for the wrong reasons. Turkey is in turmoil, thanks 
to a deteriorating political situation, which has caused 
their currency to plummet. Russia’s sabre-rattling with the 
Ukraine is forcing investors to flee in droves, whilst Brazil is 

being gripped by a serious drought and is likely to suffer a 
similar hangover after the Football World Cup to what we 
experienced here. Consequently, on a relative basis, South 
Africa appears a haven of stability, despite our imminent 
elections.

In prior issues, we have written about the exodus of foreign 
investors from our markets and the impact on both prices 
and the Rand. From October 2013 to the end of February, net 
outflows totaled R53bn. During March, that trend reversed 
sharply. Over the past seven weeks, inflows have totaled 
R30bn, which has manifested itself in higher share prices and 
a stronger currency. Our concern is that this may be hot money 
– which could leave if global tensions ease. Nonetheless, we 
have a growing conviction in the recovery of both the US and 
European economies, which should feed through to better 
conditions for local companies by year end. So all is not lost, 
but patience might be required for valuations to unwind to 
more reasonable levels. 

The rest of this issue is dedicated to charts of various markets, 
currencies and securities. Whilst we do not rely on charts 
to determine investment decisions, a picture always says a 
thousand words. Charts help to put current conditions into 
perspective. 

Michael Porter
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FTSE/JSE BASIC MATERIALS INDEX
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FTSE/JSE FINANCIALS INDEX
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FTSE/JSE INDUSTRIAL INDEX
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Mining shares remain under pressure – from 
all angles. Locally, labour issues remain at 
the forefront of investors’ minds, but excess 
supply and weakness from China are raising 
doubts about long term commodity prices. 
Nonetheless, mining shares are trading at 
2-year highs. That is something to celebrate, 
and is one reason for the strength of the 
market as a whole.  

RESOURCES

Having taken more than 5 years to regain the 
peak reached prior to the Financial Crisis, 
financial shares (banks, insurers and asset 
managers) have regained their “mojo.” The 
index is at record highs, despite rising bad 
debts and a weak environment. However, 
despite the rally, financial shares offer the 
most attractive valuations, so there is room 
for further gains.

FINANCIALS

Long term charts offer an interesting 
perspective on historical events. What is scary 
about the Industrial sector of the market is 
how the crash during the Financial Crisis pales 
into insignificance relative to current levels. 
Record high prices and valuations cannot be 
blamed on a few select shares. In our opinion, 
stock picking is essential to ensure solid future 
returns.

INDUSTRIALS
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FTSE/JSE BASIC MATERIALS INDEX PE RATIO
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One thing that is immediately noticeable 
when looking at Resource sector valuations 
is their volatility and cyclicality. At present, 
valuations are slightly higher than average, 
but are falling thanks to stronger profits. But 
that could change quickly if commodity prices 
remain weak owing to Chinese concerns. 

RESOURCES

Valuations for the Financial sector remain 
stable and very much in line with the 
average that has prevailed since 2001. Profit 
growth remains steady and with reasonable 
valuations, the sector stands out as offering 
reasonable value in an otherwise expensive 
market.

FINANCIALS

Valuations across the Industrial sector remain 
elevated, despite the consolidation over 
the past nine months. The Index has been 
influenced by heavyweights such as Aspen and 
Naspers, but those are not solely responsible. 
Many companies are trading above a PE of 
15x, the recent average. Consequently, stock 
picking remains important for future returns.

INDUSTRIALS
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SA LISTED PROPERTY
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In stark contrast to the prior three sector 
charts, the listed property sector is firmly in 
consolidation mode. Rising interest rates and 
the threat of a weaker economy have weighed 
on share prices. The Index is at the same 
level that it was two years ago. Yet income 
distributions continue to rise, so the sector 
is becoming increasingly attractive for those 
investors seeking income.

SA LISTED PROPERTY

The Rand remains firmly in its declining trend 
against the US Dollar, despite the recent 
rally. Our introductory remarks suggest that 
a further bout of weakness could materialize 
before the trend changes direction. Eventually, 
rising exports and falling imports should 
improve the currency. An end to the platinum 
strike would certainly help in this regard.  

RAND / US DOLLAR

Relative to the Pound, the trend is more 
interesting. The chart is a weekly one, and 
suggests that the Rand is trading at its weakest 
level ever. Those with long memories will 
remember that the Rand almost reached R20/
pound intra-day in December 2001. But the 
Pound itself is strong at present, thanks to an 
improving UK economy, so the Rand remains 
vulnerable to further weakness. 

RAND / POUND STERLING
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US S&P 500 INDEX
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US markets have resumed their traditional 
role of leading world markets higher. The S&P 
500 Index is trading at all time highs, having 
successfully put the demons of 2000 and 2008 
behind it. Whilst valuations have expanded, 
we are confident that profit growth from an 
improving economy will prevent an unhealthy 
imbalance. Consequently, we believe the US 
market still has more to offer. 

US S&P 500 INDEX

In contrast to the US, the UK’s FTSE 100 
Index has yet to exceed the peaks reached 
in early 2000 and 2007. That might be due 
to the composition of the index – it is broad 
and heavily weighted towards mining. 
Nonetheless, with a UK recovery underway 
and mining shares starting to regain some 
favour, the FTSE appears poised for better 
times. 

UK FTSE 100 INDEX

The past decade certainly belonged to 
emerging markets. But that allure has dimmed 
recently, as developed markets have reclaimed 
the mantle of the world’s growth engine. 
Emerging markets are suffering from weak 
currencies, higher inflation and weak demand. 
The urbanization and industrialisation theme 
remains firmly in place but for now, emerging 
markets remain out of favour. 

EMERGING MARKETS
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BRENT OIL PRICE

0

20

40

60

80

100

120

140

160

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

US Dollars / Barrel 

GOLD PRICE 
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PLATINUM PRICE
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Oil prices have remained uncharacteristically 
stable over the past three years. Upward 
pressure on prices should have come from 
the Arab Spring, Iranian sanctions, tensions 
in Eastern Europe and growing demand from 
a recovering global economy. But these have 
been offset by growing US production of shale 
gas, the return of Libya as an oil exporter and 
higher supply from Saudi Arabia. Its just a pity 
that the Rand has been so weak, otherwise 
petrol prices would be substantially lower. 

OIL

The gold price remains weak, thanks to a 
better world economy and a reduction in fear 
from investors about the future of the global 
financial system. Despite healthy demand from 
Asia (China and India are huge consumers of 
gold), the price remains well below the peak 
reached in 2011. There is nothing to suggest 
an imminent rally. 

GOLD

Given the strikes and weak supply, we would 
have expected far stronger platinum prices. 
But prices remain very weak. However, given 
the ongoing impact of the strike and improving 
demand thanks to a recovering European car 
industry, we expect platinum prices to move 
higher over the remainder of the year. 

PLATINUM



We understand Your Need for Financial Integrity

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

As we mentioned last month, our next Midlands seminar will delve into foreign markets and foreign shares, as well as 
giving some consideration to our local market through the eyes of foreigners, as that can offer an interesting perspective 
on trends within the JSE.  In Johannesburg, we will delve into the risks associated with living annuities – a topic that we feel 
is important for both clients who are already retired and those whose retirement is imminent.  

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. 
Please take note of the morning venue, the Amber Valley auditorium. 

INSIGHT SEMINARS: KZN MIDLANDS & JOHANNESBURG 

Natal Midlands - Morning Natal Midlands - Evening Johannesburg - Evening
Topic: The Foreign Perspective Risks associated with living annuities

Date: 27th of May 27th of May 22nd May 2014
Venue: Amber Valley Auditorium

Amber Valley
Fernhill Hotel

Midmar / Tweedie Road
(almost opp entrance to Midmar)

Liliesleaf Conference Venue
7 George Avenue, Rivonia

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