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Market Insight from the Harvard House Group

2016 started on a rather uncertain note. 
Investors were grappling with a number 
of issues – both globally and locally. 
Globally, it was all about Chinese 
growth, US interest rates and the refugee 
crisis in Europe. Locally, it was about 
the fallout from “Nenegate”, a credit 
rating downgrade, weak growth and 
rocketing inflation (thanks to the plunge 
in the currency.) This proved to be a bitter 
cocktail for markets. By the third week of 

January, the JSE had fallen almost 9%. 

Even though the market has been quite volatile, the JSE All 
Share Index is now 4% up for the year – quite a dramatic 
turnaround. The rally has largely been fueled by a steady 
recovery in commodity prices which in turn has spurred an 

eye-watering rally in mining shares. The rest of the market 
is far more subdued given the rather bleak local economic 
outlook. 

We will host a seminar at the end of May that will deal with 
the outlook for markets for the rest of the year, so I am not 
going to preempt that here. However, with the market jumping 
around so unpredictably, it can be useful to take a step back 
from all the day-to-day noise – the news, the currency, politics 
etc – and just focus on what is actually happening. In this 
regard, pictures (or charts) can be helpful. They help to put the 
current price or trend into perspective and remind us of what 
happened last year or the year before that. 

As has become a slight tradition for the May issue of Intuition, 
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, we do look at charts to give 
some context to our decision making. 

In the chart below, the JSE peaked in April 2015 at 55,188. It 
is hard to believe that a year later, the index is still at 53,000 
– especially after the events of the past twelve months. For 
chartists, it might be a concern that every rally ends at a 
slightly lower high than the previous one, so there is a loss of 
momentum. But we tend to find good support for shares when 
the index nears 46,000. We would not be surprised to see the 
JSE trade within that range for the rest of the year. 
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The Top 40 Index, as one would expect, has 
a similar chart to the All Share Index. It has 
been given some recent support from the 
recovery in mining shares, notably Anglo 
and BHP Billiton. The Index traded at 47,080 
in July 2014 and is at the same level today 
– 21 months later. Interestingly, the uptrend 
that started at the low point of the Financial 
Crisis is still intact, but that uptrend will be 
tested in the months ahead should the market 
continue to trend sideways. Support is at 
42,000, 11% lower than the current level.

sa top 40
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In stark contrast to the last two charts that 
show a period of consolidation with the 
unfolding of a sideways trend, the JSE 
Midcap index (the next 60 biggest shares 
after those included in the Top 40) is 
presently testing all-time highs. It suffered 
a sharp correction during 2015 – a fall of 
24% from peak to trough. That low was 
reached in December, and it has managed 
a remarkable recovery ever since. The rally 
has been driven by retailers (Spar, Foschini, 
Massmart), smaller miners Exxaro, Kumba 
and African Rainbow and industrials such as 
Barloworld and M & R.

sa mId Caps
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The Small Cap Index houses much of the 
balance of shares listed on the JSE, provided 
they meet liquidity and minimum size 
requirements. Owing to their size, these 
companies are often overlooked by foreign 
investors, so they tend to be less volatile. 
Like the Top 40, the uptrend that started 
in 2009 is still intact, and this index too, is 
trying to push to new highs. Having declined 
by 22% during 2015, the Index has staged a 
sharp rally, gaining 28% since late January.  

sa small Caps
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Ftse/jse basIC materIals Index
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The woes facing the mining industry have 
been well documented, and this has been 
reflected in share prices. The Index has 
failed to come even remotely close to the 
highs reached when China was growing at 
full throttle. In fact, pessimism reached a 
nadir in January when the Index tested the 
lows reached during the Financial Crisis. 
The Index has rallied hard and now finds 
itself above resistance. The longer term 
downtrend is still intact, but the short term 
rally could have further to run. 

resourCes
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After a strong period of performance from 
2012 onwards, the financial sector ran out 
of steam in 2015. Banks started to feel the 
pressure of a weak economy, and the steady 
outflows from foreign investors put pressure 
on the insurers and asset managers, all of 
which have been popular shares for the past 
few years. Finally, the fear of a downgrade 
has increased near term concerns about the 
banking sector. The sector has rallied hard, 
but remains the cheapest area of the market 
with the most attractive yield. Any good 
news about a downgrade could spark a 
further recovery. 

FInanCIals
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The rally in the Industrial Index from the low 
of 2009 to the peak reached in November 
last year is nothing short of remarkable – 
388% over six and a half years. The Index 
has trended sideways for the past twelve 
months – it is at the same level as April 2015. 
Furthermore, the rate of appreciation is 
slowing and we believe that a further period of 
consolidation is required to allow valuations 
to correct. However, the Industrial Index is 
becoming dominated by large, global firms 
so its fortunes will increasingly be tied to the 
Rand as much as the local economy 

IndustrIals
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Ftse/jse basIC materIals Index pe ratIo
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Valuations for the Resources sector are at 
record levels, but this is because the shares 
have rallied hard recently in reaction to 
a hint of better growth in China, whilst 
earnings reflect the weak commodity prices 
of 2015. We would expect the p/e ratio to 
unwind sharply should commodity prices 
remain at current levels, as earnings would 
rise significantly from the depressed levels 
of 2015. What this chart does show is how 
extreme the current cycle has become – the 
current volatility dwarfs the range that has 
prevailed for the past fourteen years. 

resourCes valuatIons
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Valuations for the Financial sector have 
unwound sharply. Having reached a cyclical 
high in early 2015, share prices fell whilst 
earnings were still rising. With both the 
numerator and the denominator moving 
favourably, valuations are back to levels last 
seen in 2010, and very much in line with 
the average that has prevailed since 2001. 
Financials are certainly the cheapest of the 
major sectors, but it will take some good 
news on a downgrade and inflation to see 
that potential unlocked. 

FInanCIals valuatIons
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After two years (2013 to 2015) where 
valuations trended modestly lower, the p/e 
ratio for the Industrial Index has soared 
recently. In part, this is due to changes in 
composition of the index – shares such as 
Mediclinic and Steinhoff (both of which 
have listed offshore recently) - have become 
much larger constituents and have influenced 
the aggregate numbers. Nonetheless, broadly 
speaking and despite the weak economic 
outlook, shares are not cheap, which raises a 
concern about whether the current rally can 
be sustained in the absence of an economic 
recovery. 

IndustrIals valuatIons



We understand Your need for financial integritY | WWW.hhgroup.co.za | the harvard house group6

Market Insight from the Harvard House Group

sa lIsted property Index

150

250

350

450

550

650

05 06 07 08 09 10 11 12 13 14 15 16

Listed property fell ahead of the broader 
market in 2008 in reaction to a surprise 
increase in interest rates. But it recovered 
more quickly as well. The uptrend that 
started in 2008 remains intact, but the index 
appears to have reached a ceiling for the 
time being at a level of 660. With a weak 
economy, higher inflation and the prospect 
of more interest rate increases to come, we 
believe that near term, property will continue 
to consolidate (sideways trend) but with 
some bouts of volatility (as was the case last 
year) as markets react to unfolding events. 

loCal property
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In contrast, offshore property has been in 
a period of consolidation for much longer, 
although the sector has fully recovered 
from the devastating consequences of the 
Financial Crisis. The Index is currently 
testing new highs, largely due to more 
muted expectations about global increases in 
interest rates. If the UK votes to remain in 
the EU, we would expect the index to move 
higher as UK stocks recover. The longer 
term trend will remain dependent on changes 
to US interest rates. 

global property
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Local bond yields have recovered some of 
their composure following the sharp collapse 
post “Nenegate”. However, the long term 
bull market that started in 1998 when yields 
hit 20% (after the Asian Crisis) was broken 
in 2014 and a new bear trend has started. 
While yields could recover further if we 
avoid a downgrade this year and if the Rand 
continues to recover, we doubt that we will 
see yields of under 7% again any time soon. 
Certainly not until the government proves 
that its finances are firmly under control. 

sa government debt



We understand Your need for financial integritY | WWW.hhgroup.co.za | the harvard house group 7

Market Insight from the Harvard House Group

rand / us dollar exChange rate
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The wave-like trend of the Rand is clearly 
apparent in this chart – periods of extreme 
weakness followed by a period of recovery 
and calm. Are we entering a period of calm 
now? The current bear trend peaked on the 
8th January after a strong US employment 
statistic. The reaction implied that US 
interest rates would rise steadily. In fact, that 
expectation has changed dramatically – the 
Federal Reserve may raise rates only once 
more this year. That has provided the Rand 
with some much-needed breathing space. 
But we are vulnerable to a change in trend 
again. 

rand vs us dollar
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The Rand has not been as weak against the 
Pound as it has against the Dollar, mainly 
because the Pound itself has been under 
pressure from a weaker economy, indecision 
from the Bank of England about its own 
interest rate policy, and more recently, about 
the vote to leave the EU. We expect a strong 
rally in the Pound if they vote to remain in 
the EU – but unfortunately the converse also 
applies. The vote is less than two months 
away, so investors do not have too long to 
wait before the fate of the UK is known. 

rand vs brItIsh pound

rand / euro exChange rate
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Against the Euro, the Rand has had periods 
of reasonable performance. In contrast 
to the steady weakening bias of the Rand 
against the Dollar, the Rand actually 
appreciated against the Euro over the course 
of 2014. That appreciation quickly turned 
to depreciation last year, but the Rand has 
started to recover some of its composure. 
The ECB has continued with its policy of 
QE, but the near term direction off the Euro 
will also be heavily influenced by the UK 
referendum. Some commentators believe 
that an exit by the UK would mark the start 
of the disintegration of the EU as a whole.  

rand vs euro
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The FTSE briefly broke above the 7,000 
level – a level it first reached in late 1999 at 
the height of the Dot.com bubble. Essentially, 
the market has been flat ever since, despite 
huge volatility in-between. The UK market 
came under pressure in 2015 thanks to a 
large exposure to oil, gas and mining. But 
a reversal in commodity prices and better 
local growth has seen the market stabilize. 
Now the market is once again in limbo ahead 
of the outcome of the EU Referendum. We 
believe that a vote to remain in the EU would 
see the market rally hard.

uK marKet
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In contrast, the S&P 500 Index has a far 
stronger foundation. The uptrend that started 
at the nadir of the Financial Crisis is still 
intact, despite being tested earlier this year. 
In fact, the US market is not far from trading 
at all-time highs, which seems at odds with 
the plethora of gloomy news. While the near 
term outlook for US stocks is muted thanks 
to the strong US Dollar impacting on profits 
and the potential for higher interest rates, the 
underlying economy continues to improve. 
We expect a sideways trend for the next 
few months as valuations unwind and the 
presidential elections draw nearer.

us marKet
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Of all the major regions, Europe has had 
one of the weakest stock markets in recent 
years. The EuroStoxx 50 Index (the 50 
largest companies across Europe) is well 
below the level it reached in 2000. The 
current downtrend that started in early 
2015 remains intact, despite additional QE 
from the ECB. Investors are rightly worried 
about the currency and the implications of 
a British exit that might weaken the very 
core of the EU. While European shares are 
not expensive, political issues are likely to 
weigh on sentiment in the months ahead. 

european marKet
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Iron ore prICe
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US Dollars / tonThe rally in commodities this year can only 
be described as phenomenal. Iron ore is up 
almost 50% for 2016 so far and 23% this 
month alone. Reasons for the rally include: 
Rio Tinto and BHP Billiton have both cut 
their production guidance from Western 
Australia where both companies have 
dominant positions. This is due to capacity 
constraints on their railway infrastructure 
and weather related stoppages. This has 
coincided with an improvement in Chinese 
housing data which has also improved 
sentiment.

Iron ore

brent oIl prICe

0

20

40

60

80

100

120

140

160

00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16

US Dollars / BarrelOil is another commodity that has rallied 
sharply this month – up 10% for the month 
and 15% for the year. The market seems to be 
taking heart that demand remains relatively 
firm, buoyed by the improvement in Chinese 
data.  On the other hand, non OPEC supply 
has declined – output from the USA fell to 
the lowest level since October 2014 recently 
- and the market appears to be ignoring the 
fact that OPEC cannot agree on a production 
freeze. For the time being, the positive 
factors have the upper hand, and the sharp 
negative downtrend in place since mid-2015 
has been arrested. 

oIl
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US Dollars / OzPlatinum has been in a downtrend since 
2011, with the pace accelerating from mid-
2014. There has been a recovery of 14% so 
far this year. With wage negotiations about 
to start (specifically AMCU) there is a risk 
of supply disruptions which may support the 
price. A large portion of the rally in platinum 
(and other commodities) can be ascribed 
to US Dollar weakness, tighter supplies 
in some of the markets and slightly better 
Chinese demand. 

platInum
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Aspen generally has a superb track record. 
It was remarkably resilient during the 
Financial Crisis and rallied hard from 
mid-2011 onwards. However, even superb 
companies can get over-hyped. The share 
fell almost 45% from its peak to the recent 
low, but has recovered sharply. Investors 
have been concerned about adverse currency 
movements, but these have faded. Aspen 
remains a high growth, acquisitive company 
that is constantly seeking new opportunities. 
Recent weakness provides an opportunity 
for more patient investors. 

aspen
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After being one of the worst performers in 
2015, Coronation has swung to the other 
end of the ranking table this year, having 
gained 57% - definitely the best performing 
financial stock on our watch list. It’s exposure 
to resource stocks last year saw the company 
lose client monies to competitors, but this 
trend is starting to stabilize and reverse. 
Changes to the retirement industry continue 
to favour independent asset managers over 
life companies, which favours Coronation 
over the longer term. Meanwhile, investors 
can enjoy a juicy dividend yield of 6%. 

CoronatIon 
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There can be little argument that, over the 
last ten years, Naspers has been one of the 
best investments in the world. The share 
price has seemed to be on an unstoppable 
growth trajectory as it has risen year after 
year. Despite concerns around its valuations 
(p/e multiple of almost 60 times), the market 
nevertheless seems to have an insatiable 
appetite for the counter. Every correction 
turns out to be an excellent buying 
opportunity. Naspers is a transformative 
company, having successfully anticipated 
the trends evolving in e-commerce and how 
we consume media.

naspers
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sasol share prICe
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Sasol has traded in a broad range for the past 
eighteen months, and has largely taken the 
collapse in the oil price in its stride, thanks to 
the offsetting benefit of the weaker currency. 
For the year to date, the share has gained 8%. 
The recent OPEC meeting in Doha regarding 
production cuts ended in disappointment 
for producers – no agreement was reached 
– but the market has brushed it aside and 
continued to push the oil price higher. The 
recent rally in oil also reflects the broader 
lift to commodity markets that appears to be 
driven by expectation of continued Chinese 
stimulus.

sasol
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Steinhoff International is the 2nd largest 
furniture retailer in the world after Sweden’s 
IKEA & “the fifth-fastest-growing retailer in 
the world, with a compound annual growth 
rate of 41.6% between 2009 and 2014” 
(Deloitte). By sourcing & manufacturing its 
products in low cost locations, the company 
is perfectly positioned to offer price-
conscious consumers both value and quality 
household goods in 65,000 shops across 30 
countries. The share price took off in 2013 
and has never looked back, boosted recently 
by its dual-listing in Frankfurt.  

steInhoFF
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From an investor’s perspective this chart is 
soft on the eyes – a trend from bottom left 
to top right is usually good news. Humour 
aside, the market has shown no remorse 
over its failed bid for Neotel. Now rumour 
has surfaced that it is bidding for Broadband 
Infraco, a government entity that would 
provide Vodacom with an increased footprint 
in fibre infrastructure. Furthermore, The PIC 
is also looking to sell some of its shares to 
BEE consortia, to improve the company’s 
BEE rating and regulatory compliance.

vodaCom
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Financial markets started the year on a very weak note, 
reeling from higher US interest rates, weak growth in 
China and uncertainty over growth in Europe and the 
US. Some of those fears have since receded, and 
markets have rallied hard as a result. The JSE gained 
8% in March alone. Is it sustainable? Has the market 
turned? Is this the start of a new bull market? We will 
take a look at market trends at the outlook for the rest 
of the year in our next seminar.  

Please RSVP to Clare Mitchell on 033 3302164 or 
clarem@hhgroup.co.za. Please note that we will host 
two seminars – 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.

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:

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, 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)

natal mIdlands
Topic: Updating our Market View
Date: 31st May 2016
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
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