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In this edition:

• A storm in a teacup?
• Remgro vs PSG: comparing the giants
• Is China heading for a hard landing ?
• The new Income Tax Return for Trusts (ITR12T)

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

I N T U I T I O N



We understand Your Need for Financial Integrity

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

A STORM IN A TEACUP?

Perhaps this heading should read 
“typhoon” rather than “storm”.  Recent 
events have been so bizarre, that it 
is difficult to describe them in one 
headline.  

The key event to which I refer is the 
question of whether to raise, or not to 
raise, interest rates in the US. Just think 
for a moment about the following data:

1. In January 1980, Russia invaded Afghanistan, gold soared 
to an all-time peak of $850 dollars, and interest rates in 
the US rose to 20%.  Paul Volcker was quickly appointed 
Chairman of the US Federal Reserve Bank to sort out the 
mess.

2. The financial crisis of 2008 is now nearly 8 years old.  In 
stark contrast to the financial conditions which faced 
Paul Volcker, Ben Bernanke was far more focused on the 
depression of the 1930’s, and whether the US economy 
would again slip into depression.  The failure of Lehman 
Brothers, and the crisis in the banking industry in the 
US, UK and elsewhere threatened to stifle growth in the 
world economy.

3. Ben Bernanke knew what to do, and he swung into action.  
The QE (quantitative easing) programme authorised by 
the US Federal Reserve lasted until September 2014, and 
poured $3.5 trillion into the US economy.

4. Britain followed with its own QE programme, which 
lasted for 5 years (or more?). Prime Minster Abe in Japan 
also launched a huge EQ programme to try and lift his 
country out of a depression that has lasted since 1989.

5. Just as the US halted its QE programme in September 
2014, Europe (6 years behind the US and UK and terrified 
of hyper-inflation) threw in the towel, and launched its 
own QE programme of €1.3 trillion which will last until 
September 2016.

6. The classic definition of inflation is this: “prices rise 
because there is too much money chasing too few goods 
and services”.  In the last 7-8 years we have seen more 
than $6 trillion thrown at economies across the globe….. 
yet all that money has produced no inflation in any major 
economy.

7. The normal pattern of interest rates in developed 

countries since 1945 has been to fluctuate between 
3% - 8%.  If the rate of inflation was creeping up due to 
increased oil prices at $120 – $140 per barrel (oil is the 
engine of world growth), then central banks would raise 
interest rates to try and stop prices from rising too far.

8. Interest rates have now remained at 0.25% in the US for 
nine years, and in the UK @ 0.50% for at least 6 years.  
Eurozone rates are also set at 0.50%. In several countries, 
interest rates are actually at negative levels.  If you 
deposit $100 into the bank, you are repaid $98 or $99 at 
the end of the investment period.  That is just insane to 
any investor who wants a return on an investment.

9. So we have the most inexplicable set of economic 
circumstances for at least fifty, if not one hundred years. 
$ 6 trillion of money printed out of thin air has produced 
the following:
a. Oil falling from $120 to $50 per barrel.
b. Iron ore, copper and other industrial metals, at record 

low prices.
c. Little, or zero, inflation in the US, UK, Europe and 

Japan.
d. The low price of oil has not been able to stimulate any 

growth in the world economy.

So, what is driving all this peculiar economic data?  Why did I 
choose the title: “A storm in a teacup”?  The world has been 
in turmoil with increasing volatility in stock markets because 
the US Federal Reserve might raise interest rates by 0.25% 
for the first time in 9 years.  That is, or should be, a totally 
insignificant adjustment that is barely worth a mention.  Just 
think about it for a moment. An investment of $100,000 will 
now produce $500 in income, instead of $250 per annum.

The best comment that I heard from the financial press was 
this: twenty years ago an investor in London would reach 
for his copy of the Financial Times at breakfast and remark 
to his wife “that rates went up by 0.25% yesterday. Oh by 
the way darling, I have forgotten, who is coming for dinner 
tonight”? It should have barely been worth a mention.  Yet 
for 9 months, government, stock markets and the financial 
press have been totally fixated on one quarter of a percent.  
The last time that the US Federal Reserve raised interest 
rates, it did so seventeen times in quick succession, until they 
peaked at 5.5%.  Remember that in 1980 interest rates were 
set at 20%.

Nigel Porter
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So the inescapable question is this: why can the world 
economy not tolerate such a tiny increase in interest rates? 
Can the world only survive on a diet of zero interest rates, or 
even negative rates?

There can only be one logical explanation - the world is in 
a deflationary spiral.  There is only one thing on which all 
economists agree….. and that is that deflation is far more 
dangerous than inflation.  There is no growth in a deflationary 
cycle, and it is very difficult to break the long downward 
trend.  Right now, there seems to be no growth, or no 
country showing sustained economic growth, anywhere in 
the world. Jobs tend to be lost , rather than created, in such 
an environment.

Chris Weber, an international financial analyst, has calculated 
that for the first time in 25 years, cash has produced a 

superior return on investment, to all other asset classes, 
including stocks, bonds, base metals, commodities, precious 
metals and currencies. That would not be possible if we were 
in an era of rising inflation.

Debt
There is one key danger in this environment, and that is 
debt. Debt does not diminish or fall in value in a deflationary 
environment.  Interest compounds on the debt ruthlessly, 
including public holidays and when you are on sick leave, 
or enjoying a spot of leave.  Your best possible investment 
at a time like that is to repay all debt, before you consider 
any other form of investment.  Your life can change in many 
ways, including the possible loss of employment, but the 
value of debt remains, until you make a personal decision to 
eliminate it from your personal finances. Only then can you 
enjoy financial freedom.

REMGRO VS PSG: COMPARING THE GIANTS

Two Investment Holding companies 
that we watch closely are Remgro and 
PSG. Both of these companies have 
large portions of their underlying assets 
listed on the JSE (roughly 80% each). 
Below we look at the breakdown of 
each company to see what exactly you 
are buying and the valuations being 
paid for such a  suite of assets.

Remgro
Remgro’s assets are split amongst 

several sectors with the breakdown of net asset value (NAV) 
as follows: Food (RCL Foods), liquor (Distell) and home care 
(Unilever-SA) making up 20%, Banking (25%), Insurance (12%), 
Healthcare (25%), Industrial (7%), Infrastructure (4%), Media 
and sport (1%) and Other investments (2%). The company 
certainly has a diverse spread of assets. The largest single 
investment is Medi-Clinic (valued at R38.4 billion) followed 
by its Banking and Insurance holdings (RMB Holdings, RMI 
Holdings and Firstrand valued at R57.4 billion collectively), 
with the total NAV being R150 billion.

Remgro issued a trading statement pre results stating that 
earnings would be 18-22% higher than the previous period. 
The actual number reported on the 22nd September was in 
the middle of that range, with the NAV for the underlying 

investments increasing by 17%. Dividend growth was a 
slightly more subdued 11%. Most of the growth in NAV came 
from its larger listed investments (led by the financial sector), 
whilst the unlisted portion was more muted with zero growth 
in their valuation over the period. The latest acquisition that 
Remgro has made was to increase its stake in Medi-Clinic 
(investing a further R4.6 billion by following its rights during 
Medi-Clinic’s recent rights issue.) This investment has actually 
taken Remgro into the unusual position of going into debt. 
Management has always indicated that it would take on debt 
should opportunities present themselves, so this should not 
have come as a total surprise to the market. 

Management have proved themselves to be exceptionally 
astute in the past, and with Medi-Clinic increasing its 
footprint offshore, we feel comfortable with their ability to 
back growth companies in the right sectors.  In the weak 
SA growth environment, Medi-Clinic’s offshore exposure is 
highly attractive. They are currently in talks with UK listed 
Al Noor (which has a strong presence in Abu Dhabi, whilst 
Medi-Clinic has a strong presence in Dubai) which could have 
the potential of driving higher levels of productivity. It would 
also solidify Medi-Clinic’s dominant position in the highly 
attractive UAE private healthcare market. The deal is not a 
forgone conclusion though as another UK company (NMC) is 
also showing interest in buying Al Noor.

Roy Lamb
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Remgro currently trades on a forward price earnings ratio 
of 14.2x and a dividend yield of 1.9%, not overly attractive 
against a market yield of 3%. However, the discount at which 
Remgro trades relative to the value of its investments has 
crept up to 15%, which is attractive relative to past trading 
patterns. On that basis, Remgro is certainly not overpriced.  

PSG Group 
PSG’s latest set of interim results showed that 83% of its 
value was derived from entities listed directly on the JSE, 
being Capitec (43%), Curro (18%), PSG Konsult (14%) and 
Zeder (8%), whilst PSG Private Equity, Thembeka and PSG 
Corporate made up the balance of its investment portfolio. 
So the underlying investments in the PSG stable provide 
exposure to banking, education, financial services, food and 
related businesses, and private equity. In short, PSG aim’s is 
to invest in innovative businesses that can disrupt the status 
quo. 

Like Remgro, PSG has a strong weighting towards financials 
but not exactly in the same space as Remgro’s bulge bracket 
banks (Firstrand and RMBH). It has rather chosen a niche, 
low-cost bank for the everyday individual (Capitec), together 
with a specialist asset manager with stockbroking/private 
wealth and insurance offerings (PSG Konsult). Private school 
educator Curro has been another of PSG’s great success 
stories, showing unprecedented growth over the past few 
years. Zeder’s primary investment is a 27% holding in listed 
Pioneer Foods but it is also active in the broader agribusiness 
sector.  These underlying investments within the PSG stable 
all trade at high multiples – the individual p/e ratios are 23x 
for PSG Konsult, 22x for Capitec, 33x for Zeder, and 100x for 
Curro – and yes, that is not a typo! These valuations reflect 
the tremendous growth in these industries and sectors, 
but as investors know only too well, any disappointment to 

these highly anticipated growth rates could see shares prices 
crashing back down to earth.

Overall, PSG’s portfolio is far more SA-centric but it is focused 
in areas which are showing, and have shown, to be highly 
resilient during tough economic periods as well as in highly 
competitive industries, proving management’s ability to 
make sound investment choices.  The value of its underlying 
investments again showed strong growth in the interim 
results with the net asset value as at 7th October standing 
at R209.35. Based on a current share price of R243 per 
share, PSG is trading at a premium of 16% to its underlying 
investment portfolio versus its historical average of 7%. So 
the share is by no means cheap but an increase of 82% in 
the interim dividend (now yielding 2%) certainly helped to 
sweeten the results for shareholders.

Summing it up
The long term average discount at which Remgro trades to 
its NAV is roughly 12%, although this has been as high as 18% 
recently.  PSG, on the other hand, is trading at a premium 
rather than a discount to its underlying investments.  One 
could argue that perhaps PSG has been far more active with 
corporate activity so that is what the market is prepared to 
pay for. Furthermore, PSG may soon be eligible for inclusion 
in the Top 40 Index which might be fueling demand from 
larger investors. 

In Remgro’s case you are still invested in a defensive 
underlying investment portfolio with the potential for the 
discount to NAV to narrow towards its long term norm. In 
both cases though, one can be sure that management will 
stay very close to their underlying investments, and will take 
any opportunities that may present themselves to grow their 
portfolios. 

IS CHINA HEADING FOR A HARD LANDING?

One of the key themes dominating 
global investor sentiment at present 
is the outlook for China and whether 
that country is heading for a so-called 
“hard landing” – a sharp slowdown in 
GDP growth. Uncertainty about China 
has caused widespread volatility – from 
commodity prices to currencies – and 
it was also cited by the US Federal 
Reserve as one of the reasons why it 

chose to delay the rise in their interest rates. So what is really 
happening in China? Is it as bad as markets fear?

China is all about statistics, so the rest of this article will 
highlight a series of charts with associated commentary as 
the easiest method to collate our thoughts on the issue. 
The starting point is to understand how China fits into the 
world. In 2008, global GDP was almost $61 trillion, and China 
accounted for 7.2% of that. In other words, their economy 
had a GDP of $4.4 trillion. Fast forward 6 years and the 

Michael Porter
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picture has changed. Global GDP is now $77 trillion, of which 
13.5% (or $10.4 trillion) is attributable to China. It is now by 
far the second-largest economy in the world, ahead of Japan 
and Germany.  Importantly, over the past six years, China’s 
economy has expanded by 136% - so the size of the pie is 
vastly different to what is was at the time of the Financial 
Crisis. 

Investors point to the slowdown in annual GDP growth as a 
clear sign that China’s economy is losing steam.  There is no 
doubt that the annual growth rate has slowed – but again, we 
believe this needs to be taken in context relative to the size 
of the economy. We all know that smaller entities (whether 
it is countries or companies) can grow at faster rates than 
larger ones.) But 10% GDP growth in 2008 was equal to value 
added of $0.4 trillion. 7% GDP growth in 2015 would imply 
value added of $0.7 trillion. The rate of growth has been 
interpreted as a loss of momentum, whereas in our opinion, 
it is really just a manifestation of the “Law of Large Numbers.” 

Much has been written about the need for China to rebalance 
its economy away from manufacturing and fixed investments, 
towards consumption. This trend is already well underway. 
In fact, consumption expenditure has been in line with, or 
larger than, investment expenditure for the past four years. 
This trend still has some way to go to match trends evident 
elsewhere in the world, but the image of China being the 
world’s factory is fading. Not shown in the accompany chart 
is the fact that retail sales in China remain robust, and have 
done so for the past few years. While the rate of growth has 
slowed recently, retail sales are still growing at over 10% p.a, 

which is a rate of which most of the world can only dream.  

The above charts have put China’s evolving economy into 
perspective. But markets know all this and yet they remain 
concerned. Why? The chart alongside is probably the most 
watched indicator in China. PMI Indices track the health of 
the manufacturing and services sectors respectively. These 
indices are calculated monthly and tend to be reliable 
predictors of economic activity. Values over 50 indicate 
expansion and those under 50 indicate contraction. To 
further complicate the problem, there are two sets of indices 
for China – one which is calculated by the National Bureau of 
Statistics and one which is calculated by the private sector. At 
present, investors have a rather jaundiced view of official data 
in China – can it be trusted? – so we have shown the private 
sector indices in the chart alongside. (Note that the official 
data shows a far more benign outlook for manufacturing.) 
From the chart, manufacturing does appear to be in a slump 
– it has rarely been above 50 for the past few years. The 
services sector is far more resilient, even though there is little 
near term momentum. Markets have been spooked by the 
sudden drop in the Manufacturing PMI. 

Another widely followed indicator in China is the Li Keqiang 
Index – named after a former premier of the country who 
claimed that the only statistics one needed to focus on, 
were credit growth, electricity consumption and rail freight 
traffic. This is surprising tightly correlated with GDP, as the 
chart highlights, and the trend is certainly downward.  As we 
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China has overtaken Japan and Germany to become the 
world’s second largest economy.
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know only too well from our own experience in South Africa, 
it is hard to show accelerating economic growth with low 
electricity consumption. 

So is there any good news?  We may be talking about the 
proverbial “green shoots” here, but a few things are starting 
to attract some attention. The first is that the Chinese 
authorities have been quick to cut interest rates to stimulate 
their economy. Unlike most other major powers, China gave 
themselves room to react to unfolding circumstances by 
raising their interest rates in 2011, when the economy was 
much stronger. Rates are now at their lowest level in 17 

years, but still well above interest rates prevailing in western 
countries. In addition to interest rates, China has also lowered 
reserve requirements – the amount of capital that banks must 
hold against their loans. This also has a stimulatory effect by 
allowing the banks to lend more.  

There is early evidence that the fall in interest rates is 
starting to spread through to the rest of the economy. Given 
the importance of property and land to the economy, it is 
encouraging to see that the value of land sales is rising again 
after a sharp collapse in 2014. On the back of that, house 
prices are starting to recover as well. Prices measured across 
the 70-largest cities are down just 2% from a year ago, but the 
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Manufacturing is weak, but it has been for some years. 
Services are proving far more resilient.
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Interest rates have been cut to stimulate the economy.
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Real economic indicators, as encapsulated by the Li Keqiang 
index, have been losing momentum for the past few years.

CHINESE RETAIL SALES

9

10

11

12

13

14

15

12 13 14 15

Year on year % change 

Source: Bloomberg  

Is there early evidence of a turnaround in retail sales?



We understand Your Need for Financial Integrity

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

trend is clearly one of recovery. A year ago, house prices were 
falling in all 70 major cities. Now falling prices are limited to 
just 30 of those cities – the others have returned to growth.

Finally, although the trend has been weaker over the past four 
years, there are tentative signs that retail sales are turning 
the corner. The rate of growth has improved from 9.9% in 
April this year to the current rate of 10.8%. Better Chinese 
sales are backed up by anecdotal evidence from companies 
operating in China, which have reported an improvement in 
conditions over the past three to six months. It is too early to 
tell whether the current “green shoots” of better economic 
activity will be sustained. Unfortunately, in the meantime 
the world economy, investor sentiment and commodity 

prices will remain hostage to each and every unfolding event 
in that country.  Importantly for investors in South Africa is 
the impact on commodity prices and therefore sentiment 
towards mining companies. It is hard to remember a time 
when sentiment towards the sector was so bearish. Mining 
companies themselves are cutting costs to the bone in order 
to stay afloat. As a result, share prices are trading near historic 
lows. Investors have preferred other sectors to mining and 
rightly so. But that tide may be starting to turn as the rest of 
our economy grinds to a halt. Investors are looking for some 
good news to justify a switch away from SA-centric shares 
into mining shares. A few good economic releases from China 
may be all it takes to turn the ship.

If you haven’t yet completed your 
Trust income tax return for the 2015 
tax year, you may be in for a surprise.  
SARS revamped the return in early 
October last year.  Because the old Trust 
tax return (IT12TR) was far simpler to 
complete, tax practitioners across the 
board frantically submitted 2014 tax 
returns before the old return was no 
longer accepted by SARS.  The new 
form, called the Income Tax Return for 
Trust (ITR12T), replaces the old form 

and takes considerably longer to complete.
 
This is because the new Trust tax return requires a lot more 
information to be disclosed.  SARS website states that the 
reason for requiring more information is to “help taxpayers 
to submit an accurate return and help taxpayers to be 
compliant.”  But what we all know is that by ensuring that 
more information is disclosed on the return, SARS is able to 
track Trust transactions more closely.  It is also interesting to 
note that SARS have recently started requesting supporting 
documentation for Trusts. 

One of the new requirements is to disclose the details of 
each beneficiary, including their name, identity number and 
most importantly the beneficiary’s income tax number.  So 
what this means is that beneficiaries need to be registered 
for income tax, even though they may be below the income 

tax threshold. The return requires details of the current 
year’s taxable amounts distributed to, or vested in, the 
beneficiaries, details of non-taxable income distributed, and 
details of loans granted to, or by, the Trust.

If the Trust has received donations during the current tax 
year, the return requires you to disclose the details of the 
donor (whether an individual or other entity eg Company/CC 
or Trust).  These details include the donor’s identity number 
or entity registration number, full name, their income tax 
number and the amount donated to the Trust during the 
current tax year.

If you are completing your Trust income tax return on eFiling, 
you may have difficulty saving the return.  For information to 
be saved on both the form as well as to the SARS system, you 
should click “Save” on the form and then click “Save” again 
on the eFiling main menu. The same applies when clicking 
“Done”. You will need to click “Done” on the form and then 
again on the eFiling main menu.

As you can see, SARS is focusing a lot more on Trusts and their 
transactions.  If you intend submitting your Trust income tax 
return on eFiling, the deadline is 29 January 2016.  It would 
be a good idea to start collecting the extra information which 
you will need well ahead of the deadline. So be forewarned, 
complete your Trust income tax return earlier rather than 
later!

THE NEW INCOME TAX RETURN FOR TRUSTS (ITR12T)

Shelly Moreno



We understand Your Need for Financial Integrity

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

We are fast approaching another year end. What a year it has been. The world has had to grapple with a Greek tragedy, 
holes in Chinese walls, and indecision in America. Most of us might be glad when 2015 draws to a close – but will 2016 be 
any different? In our next seminar, we will look ahead to 2016 to see what next year might hold for investors. 

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: KZN MIDLANDS & JOHANNESBURG 

Natal Midlands - Morning Natal Midlands - Evening
Topic: Looking ahead: our thoughts on 2016

Date: 1st of December 1st of December
Venue: Fernhill Hotel

Midmar / Tweedie Road
(almost opp entrance to Midmar)

Fernhill Hotel
Midmar / Tweedie Road

(almost opp entrance to Midmar)
Time: 10am for 10.30am 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
 
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  


