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Market Insight from the Harvard House Group

We all read extensively on the markets, 
and sometimes an article does not need 
interpretation. There is no harm in sharing 
a couple of articles which are reproduced 
here, just to give food for thought.

From: The Weber Global 
Opportunities Report 
(03 October 2016)

The disaster of Germany’s largest bank, 
Deutsche Bank, may have the power to set off a new crisis, the 
biggest seen since 2008. That is partially because Deutsche 
Bank has still not recovered from its role in the sub-prime 
lending policies on US real estate that helped precipitate the 
last crash.  The US is demanding a fine on the bank which is 
now larger than the bank itself is worth, although the fine has 
been reduced subsequently.

We have to be on the alert for a new stock market crash. We 
are now seven and a half years from the birth of this huge 
stock bull market, the one that began in March 2009. It must 
be clear to all that this bull has been the creation not of truly 
improving economies, but of desperate injections of trillions 
in newly created money.  As we’re seeing with the German 
bank, the old sins have not gone away and they may well 
revisit us with a vengeance.

I am not ready to announce an “Everyone Out” of the stock 
markets alert, like I did in November 2007. But I realise that 
anything can happen now, especially to the stocks that have 
benefited the most since the bull market began.

I do think another crash is inevitable. What I wonder is how 
the central banks will respond to it.  In late 2007, US interest 
rates were as high as 5%. Thus, it was easy to bring them 
down to near-zero. But now, with rates already at zero, how 
much lower can central banks put them? We may soon find 
out what they intend to do. In fact, what can they do except 
flood the market with new money? But how will they do it this 
time, when they can’t reduce interest rates anymore? Their 
zero-rate policy was a last-ditch effort to bail things out and 
solve all our problems. It hasn’t worked. So, what do they do 
now?

As an interested by-stander, I’m fascinated to see what they’ll 
come up with.

My comment: we all hang on every word uttered by Central 
Bankers. We continually look to them for direction.  But do 
they really understand their role?  Nine years of a programme 
of quantitative easing has produced almost zero growth and 
negative interest rates.

We’ve had a huge stock market bull market with no correction 
at all for the past seven and a half years, starting from March 
2009.

In September 2016, we have seen exactly 7½ years of good 
times. In terms of months, we are in the 91st month of a US 
bull market. This is extremely rare and, it is not because the 
US economy has grown tremendously either.

The Dow has risen by 300% even while the average person’s 
income has fallen. There is only one explanation for this: 
central banks pushing short term rates to zero, and pouring 
trillions of newly created money into stocks. Yes, they have 
actually just created the money, hoping it would somehow 
find its way into the real economy.  In fact, the money has just 
stayed in assets like stocks, bonds, precious metals, art, and 
real estate of the choicest locations.  You can’t really say that 
all these new trillions and zero interest rate levels have helped 
the real economy, where normal people live and work.

My comment: the JSE all share Index traded at 52060 on 04th 
July 2014. The Index traded at 51662 on 07th October 2016. 
This is not surprising since our economy shows no growth at 
all.  If the market cannot go up, after 27 months of trying to do 
so, then maybe it will go down.

From: The Week 
(10 September 2016)

The 2008 financial crisis made it “painfully clear” that arcane 
financial markets can have a devastating effect on the “real” 
economy.  “Asset prices are extraordinarily elevated.”  That’s 
apparent from record-high US equities and, the $13trn of 
bonds globally now carrying negative rates. “Numerous tiny 
signals” are being ignored: the fact that Danish mortgages are 
carrying negative rates; and that Japan’s central bank owns 
about 15% of the free float of some key companies. These 
peculiarities are creating big headaches for pension companies, 
insurance groups and banks. Indeed, the Bank of International 
Settlements recently issued “a chilling indictment about the 
unsustainable nature of these peculiarly low rates.” Ominously, 
this has largely been ignored.  Just because policymakers have 
become inured to a strange financial world, doesn’t mean it is 
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El Niño is the Spanish for “the little 
boy” – so the weather phenomenon is 
aptly named as it tends to manifest itself 
at Christmas time. El Niño has a lesser 
known “sister” – La Niña, and then there 
is the family member that no-one wants 
to talk about, or the “forgotten child”, 
sometimes referred to as either La Nada 
or Da Nada. 

Both El Niño and La Niña are weather 
phenomena that play out over the period from December to 
March. They have become household names in South Africa, 
with El Niño events associated with below-average rainfall 
over southern Africa, and La Niña events associated with 

above-average rainfall over the same region.

El Niño is recognized when the central and /or eastern tropical 
Pacific Ocean becomes much warmer than usual for an 
extended period of time. Conversely, La Niña is characterized 
by anomalously cold sea surface temperatures in the same 
region and a strengthening of the easterly trade winds over 
the region.

The causes of these weather patterns are still not well 
understood, but they are one of our farmers’ worst nightmares. 
The proliferation of all sorts of weather apps has led to more 
headaches – will it rain? Will it remain dry? What is my app 
saying? Furthermore, it is interesting to note that even those 
who study these type of weather patterns (for example the US-
based National Centre for Environment Protection), clearly 
state that not every El Niño is associated with a drought and 
the same applies to La Niña – not every occurrence results in 
a heavy rainfall season. A probability of 80% is considered 
the norm, with the periods of 1997-1998 and 2009-2010 as 
examples of when an El Niño did occur, and that did not lead 
to widespread droughts over South Africa.

Let’s not forget about the other child; La Nada, by definition, 
is the absence of the climatic conditions typically associated 

“normal” or healthy.

My comment: the pensions industry is in crisis. Pension funds 
have, by law, to invest in government stock. Suppose that you 
worked for a large, well-managed company for 35 years, 
and were entitled to a pension of 70% of your final salary, 
on retirement. That pension pay-out was probably calculated 
on “normal historic rates” of interest of 4% - 6%. How can 
a pension fund create the promised pension when a large 
portion of its investments do not earn any income at all?

From: The Weber Global Opportunities Report
(03 October 2016)

The 21st Century has not been a kind one for America and, 
I think things will get much worse before they get better. If 
Trump does win, the American elites, indeed, the global elites 
will be as if struck by lightning bolts. Never since 1828 would 
they have seen such a ‘revolt of the peasants’, (and this is how 
many of them view Trump supporters).  Since I think these 
elites have done massive harm to the economy and even to the 
peace of the world, the sight of them not getting their own way 
won’t devastate me.  I don’t think we can escape the next four 
years without a tremendous financial crisis. 

My comment: the tragedy of this US presidential election is 
that it has become so personal. Where is the debate on future 

policy - tax policy, the raising of import tariffs to protect 
American jobs, military policy against Syria and Isis? Or 
the debt ceiling of $120 trillion which will raise its ugly head 
again soon. Uncertainty persists, and that is seldom good for 
markets.

From: The Week 
(10 September 2016)

“The one thing we know about protectionism is that the 
country putting up trading barriers suffers most” – and that 
is what Trump is promising. Most seriously, prepare for a 
wobble in China, whose $500bn annual exports to the US now 
account for 21% of its total GDP.  Given the breadth of the 
threat, it is perhaps no wonder that Citigroup has predicted “a 
global recession” if Trump wins the presidency.

Summary
This is not meant to be negative report. These articles just 
give a glimpse of the “bigger picture” that is so often lost in 
the overwhelming weight of daily news flows.  Investors are 
desperate for income, and for a hint of sustainable growth.  
It is at times like these that the focus on income becomes so 
important. Income produces somewhere between one-third 
and one-half of total investment returns. Investors who focus 
solely on capital gains for a return are likely to be disappointed.

the weather 
famIly – el nIño, la 
nIña and la nada

Willie
Pelser
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It has been very disheartening watching 
the violence at our universities over the 
past few months and consequently it is 
very easy to look at the SA education 
system with a glass-half-empty view. 
Whilst our president has asked for ideas 
to be forwarded to him to help solve the 
issues (his resignation seems the obvious 
one!), I think it is worth looking at what 
has, and is being, done at school level. 

This, in my view, is a far more important fix over the long 
term since a solid foundation is essential to succeed in tertiary 
education. Above all, for our economy to grow over the long 
term, we need to be globally competitive. After all, internet-
facilitated outsourced jobs mean that competition for jobs is 
now global.

Michael Jordaan, the ex-CEO of FirstRand, hit the nail on the 
head when he stated “You can’t be first in anything if you are 
last in Education”. The government spends approximately 7% 

#feesmustfall – fuelIng the demand 
for PrIvate educatIon

Nick 
rogers

with El Niño and La Niña. It may well sound like good news. 
But it is actually rather frustrating for climate forecasters, and 
it is by no means a reprieve from meteorological nastiness. 
In principle, it is a period of neutral weather. Neutral infers 
something benign, but in fact, if you look at these La Nada 
years when neither El Niño nor La Niña are present, they can 
be the most volatile and punishing of all. As an example, the 
continuing, deepening drought in the American West is far 
from ‘neutral.’

With all of this in mind what’s in store for next year? A 
forecast put out jointly by the Climate Prediction Centre and 
the International Research Institute for Climate and Society 
refers to neutral conditions (La Nada) at present and the 
probability of La Niña conditions rising by the day. Consensus 
now indicates a 4% chance of El Niño in December/January/
February, a 58% chance of La Niña and a 38% chance of La 
Nada. This is very good news for South Africa as we now 

have a 96% chance of either normal, or above normal, rainfall 
for the 2016/17 season. The chart below (left) indicates how 
the probability of the weather patterns has shifted since June 
2016. (The Lettering in the x-axis refers to the months of the 
year. i.e. JJA refers to June/July/August.)

Drawing a conclusion from this is the positive impact on 
inflation. Food prices have been rising steadily this year, 
due to the scarcity created from the drought, imports (and 
the weak Rand) and so forth. Looking at maize (a staple in 
many households), the planting season is in November and 
December. With El Niño fading and an increased chance of 
better rainfall, food price pressures are likely to ease into 2017. 
Although there are many contributing factors to inflation 
other than just food, the easing of inflation does alleviate the 
pressure on interest rates. At this stage, we reiterate our view 
that we have come to the end of the interest rate hiking cycle.
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The El Niño weather pattern is fading, but it is unclear 
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of GDP on education yet SA ranked 75th out of 76 positions in 
the 2015 OECD’s Universal Basic Skills Report, focusing on 
mathematics and science. Lack of disposable income, transport 
and access to electricity/internet coupled with a powerful 
teacher’s union are contributing factors to our ranking. 
Affordability is an issue when considering private schooling 
where average fees are 92% of average SA Household income 
(R120 000). Furthermore, the average Student/Teacher ratio 
is 32 and 16 in State versus Private schools respectively. The 
chart below further highlights the disparity in the quality of 
education between state and private schools. 85% of privately 
educated students pass their final exams with exemption, 
versus only 26% of students at state schools.

High fees at university are secondary to actually getting 
accepted into university in the first place and having the 
ability to meet the required standards to graduate. How does 
SA bridge this gap? 

A shining light in the SA education industry is PSG owned 
Curro, who are either buying up or building new schools across 
the country. From 5 schools in 2010, Curro has reached 110 
campuses in 2016. They have invested R2bn this year alone 
and are targeting 210 schools by 2020 which will host 90,000 
pupils. In a recent research note, JP Morgan sums up the 
opportunity, “The significant gap in school fees between state 
and private schools and the gap in quality between state and 
semi-private schools has resulted in surging demand for semi-
private/ cheaper schools, leading to the market opportunity 
that Curro is seeking to exploit - that of quality schooling at a 
reasonable price.”

Curro charges on average R40 000 per year which is 25% of 
average SA Household Income. The below graph, courtesy of 

JP Morgan puts things in Perspective. 

Curro scores well based on affordability, but more importantly, 
how does a Curro education compare when it comes to 
matriculation and achieving an exemption into University? 
Based on the results at the end of 2015, we are comfortable 
that they deliver on this metric as well.  

CEO Chris van der Merwe points to 4 key financial competitive 
advantages that Curro has over private and state schools:

•	 Curro builds at least 30% cheaper than other private 
schools.

•	 The private schools have more admin layers in terms 
of subject heads whereas that function is centralized at 
Curro.

•	 Government schools carry 40% debt. 
•	 Curro owns its own buildings. 

Ever since it was listed, Curro has been expensive, as the 
share reflects the hype about the enormous potential for 

       nsc                 Ieb
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Number of 
passes

455,825 693 10,600 717

% of total 70.7% 98.0% 98.4% 99.0%
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It is clear that students who take the IEB, which is offered at 
private schools such as Curro, are performing better.
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Curro offers affordable private education for both high and 
medium income earners in SA.
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For the year to date, mining stocks across 
the board have had a phenomenal run. 
Regardless of whether the company is a 
diversified miner (such as Anglo, Billiton 
or Glencore) or a single commodity 
producer (such as a gold or platinum 
miner), they have rallied between 85% - 
205% - remarkable in absolute terms and 
more so against the broader market that is 
struggling to remain in positive territory. 

Admittedly, these moves are off a very low base – last year 
most of these same companies fell more than 75% - but it does 
go to show the volatile swings and roundabouts that take place 
within this sector.

So, the question being asked now is whether the respective 
moves in the underlying counters can be justified by 
fundamentals and if so, is there scope for the rally to continue?

Starting with oil, the latest OPEC meeting appears to have 
resulted in a marginally positive outcome, with the decision 
to limit supply from its members. The latest comments from 
the Saudi Oil Minister - that the market is on the right track 
in terms of supply and demand and the belief that the recent 
surpluses will steadily turn to deficits in the middle of 2017 
– has added to the positive momentum. Whether OPEC will 
actually be able to reign in excessive supply when so many 
of the producer nations are facing budget deficits remains 
debatable. However, for the time being, the pendulum seems 
to have swung in favour of the producers.

The real surprise of the commodity market this year has been 
in the bulk commodities sector, where a supply side reform 
policy from China has had a significant impact on thermal and 

metallurgical coal. This in turn has resulted in a squeeze on 
local supply from China as authorities clamped down on the 
number of mining days per year. Prices reacted by rallying in 
excess of 100% in a very short space of time. 

In the steel and iron ore sector, global steel production was 
up 1.7% year on year in August, which represented the 
strongest growth rate in two years. However, production 
for the year to date (January to September) is still down by 
0.7% relative to the same period last year, which continues 
to signal sluggish demand. Numerous peripheral producers in 
the iron ore industry are bringing mines back on stream as 
the price has steadily ticked higher. Recent comments from 
heavyweight Brazilian iron ore producer, Vale, indicate that 
they are reducing supply from one of their key projects. Is this 
perhaps an early warning signal that they are seeing tougher 
times ahead in China? It will be interesting to see how the 
other major producers (Rio Tinto and BHP Billiton) react. 

With reference to precious metals, one would expect downside 
risks to this sector in the event of a December interest rate 
increase in the US, given that investors can earn a higher (albeit 
marginally) yield in the bank than owing an asset that returns 
no income. However, any such weakness should be relatively 

private education in this country. The p/e ratio currently stands 
at 140x, relative to the broader JSE at 23x - expensive by any 
measure. Curro has, and will continually have to, raise funds 
to pay for its rapidly expanding empire through ongoing rights 
issues. This is borne out by the fact that Curro has raised a 
total of R4 billion in new capital on seven occasions in the 
last six years. Therefore, we prefer to gain exposure to Curro 
through its holding company, PSG Group, where Curro 
represents 21% of PSG’s total assets. Given the mayhem ay 
universities, Curro is increasingly referring to opportunities 

in the university sector, in line with its key competitor, the 
Advtech Group (which owns Varsity College.)

Curro highlights how the private sector is coming to the rescue 
in this hugely important sector. The provision of private 
education is supported by the constitution and there is no 
doubt that public-private partnerships, highlighted in Pravin 
Gordhan’s budget speech, will materialize in the education 
sector sooner rather than later.

the
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mild given that investor demand for exchange traded funds 
(ETFs) has outstripped buying from central banks for the first 
time since the global financial crisis. Moreover, a financial 
environment characterized by low inflation and weak global 
growth will likely sustain accommodative central bank policy 
and historically low real yields, which could support the 
precious metals sector.

Shares in the platinum sector are looking expensive, having 
rallied by 114% year-to-date and 56% over the past 52 weeks. 
This has far outstripped the gain in the basket of metals prices 
themselves, which have gained 7.5% and 10% over the same 
periods respectively. The good news for the sector is that both 
platinum and palladium look likely to register annual deficits 
for this year and next (i.e., demand exceeding supply), but 
the high level of above ground stocks means that there is no 

imminent physical shortage of either metal. Palladium will 
continue to be highly influenced by investor sentiment, led 
by the outlook for Chinese and US vehicle sales. In addition, 
the market keeps a close eye on the relative prices of platinum 
and gold. In 2008, an ounce of platinum was more than double 
the price of an ounce of gold. Now it is 25% cheaper. Such a 
wide valuation gap is unprecedented, which may lend support 
to platinum prices in future. 

The major producers are due to release production updates 
in the next few weeks. BHP Billiton has got the ball rolling. 
Production for the first quarter of their 2017 financial year 
gave some mixed signals. Copper, metallurgical coal and 
energy were all below forecast, but there was no change to full 
year guidance, so the lost production should be recouped. Only 
Energy Coal and Iron-ore saw quarter on quarter increases 
in production. Despite this relatively subdued production 
update, the valuations are meaningfully more upbeat if one 
assumes that spot prices for its key commodities remain at 
current levels. 

Summing up the mining sector, the market seems to suggest 
support for commodity prices will continue through the last 
quarter of 2016 and into the first quarter of 2017. However, 
this could change by Q2 next year given the risk of a significant 
slowdown in the Chinese property sector. The key question 
is whether producers will keep supply in check, or whether 
they will flood the market to take advantage of higher prices 
– which in turn will sow the seeds of their own destruction. 
It seems that for mining equities in general to rally further, 
confidence is required that demand will continue to improve. 
That in turn will drive better cash flow, reduced debt and a 
return to regular dividends. 
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The platinum price has fared far worse than the gold price 
since the Financial Crisis

As you may be aware, SARS and the South African Reserve 
Bank (SARB) are currently offering a special amnesty to 
non-compliant South African residents.  This is a chance to 
regularise tax affairs with SARS in respect of undisclosed 

foreign assets and foreign income.  In addition, it is a chance 
to regularise exchange control contraventions with the SARB.  
Applications can be made from 1 October 2016 until 31 March 
2017.  If you would like to take advantage of this opportunity 
to apply for amnesty, please contact your tax advisor.  Existing 
Harvard House tax clients are welcome to contact us for 
advice and assistance in this regard.

tax snIPPet:
2016 tax and 

exchange control 
amnesty
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It is hardly believable that we are already advertising 
our last seminar of the year. Having dissected such 
diverse topics as the credibility of our economy, 
markets, stock picks and offshore trends, our final 
seminar for the year will focus on 2017 and what might 
lie in store for financial markets. Please note that this 
seminar will take place on the 6th December, (and not 
the last Tuesday of November) due to clashes with the 
usual end-of-year pandemonium.  

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 
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