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What a difference a few months can make. 
It’s hard to believe that just eight months 
ago, the Rand was plummeting by a few 
percent each day, with little respite in 
sight. Eight months later, the currency has 
staged a remarkable comeback – trading 
at levels not seen for quite some time. 
Given that the currency is often seen as 
a barometer of confidence in our country, 
the recent strength is a welcome boost to 
fragile local nerves. But what has caused 

this strength and can it last? Equally important is to understand 
the implications of currency strength for investors.

History has taught us that extreme Rand weakness, such as 
we experienced last year, seldom lasts for an extended period. 
When the Rand weakens exponentially, it sows the seed of its 
own recovery. We alluded to this point in last month’s issue, 
but we ascribe the recovery in the Rand to three factors:

1. A dramatic improvement in our trade balance. At the 
end of June, South Africa had a trade surplus of R14.4 
billion – versus a trade deficit of R178 billion for the 
same period last year. In fact, this is the most robust 
trade performance we have had in years. The last surplus 
was recorded in 2010. What is equally encouraging is 
that the surplus has come about thanks to rising exports, 
and not just a collapse of imports. The rate of growth 
in exports and imports tend to track each other quite 
closely. But the trend has diverged, as shown in the chart 
below. Exports are growing at 20% over last year, whilst 
imports are contracting by 5%. With low oil prices and 
higher gold and platinum prices, we are hopeful that 
we can sustain this performance for the rest of the year. 

2. Reliable statistics on tourism are few and far between – 
we have struggled to source recent data on foreign arrivals 
from Stats SA – but anecdotal evidence and comments 
from company management point to a resurgence in 
tourism. This is thanks to a part reversal of the disastrous 
visa regulations that were implemented two years ago, 
as well as the weaker currency. Companies involved in 
the tourism sector are all reporting strong demand. I have 
recently been travelling in the Kruger Park and I was 

amazed at how many foreigners we encountered. Some of 
the camps were almost exclusively full of foreign tourists. 
Tourism earnings flow directly into the economy and 
boost employment, which in itself, drives further growth. 

3. At a global level, there has been a noticeable improvement 
in sentiment towards emerging markets over the past 
three months. Post Brexit, interest rates in Europe and the 
UK have fallen further, which is forcing investors to once 
again seek the higher income yields available in emerging 
markets. South Africa has benefitted from this renewed 
interest, although inflows have been relatively modest. 
Should this trend gain further momentum, then we can 
expect the Rand to receive further support.

As we alluded to in last month’s issue, the stronger Rand 
has the possibility of creating a virtuous cycle for our local 

THE RAND – AND 
THE RAND HEDGE 

SHARES

Michael 
Porter
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Exports are growing at 20% over last year, whilst imports are 
contracting. This has resulted in a strong trade surplus for 
the year so far.
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economy by reducing inflation and allowing the Reserve 
Bank to reduce interest rates. Strong exports are also keeping 
manufacturers busy and preventing further job losses. So the 
rebound in the currency is most welcome, but it does have 
some unintended implications for investors.

Due to the globalization of South African companies, and the 
rise in the number of dual-listed companies with operations 
abroad, a strong Rand tends to weigh negatively on the JSE. 
Some sectors that are sensitive to the domestic economy 
perform well (banks, retailers), but the more global companies 
tend to stagnate. However, these multinational companies 
tend to form a core element of most client portfolios – not 
solely because they are a hedge against a weak currency – but 
rather because they have proven themselves to be high quality 
companies with superb management than can grow and 
compete on a global scale. In our opinion, these are exactly the 
kind of companies that will drive growth and wealth creation 
over long periods.

Unfortunately, during periods of sudden Rand appreciation, 
the share prices of these companies tends to fall – for no 
other reason than the strength of the currency. We have used 
British American Tobacco as an illustration in the chart below. 
Consider the two red arrows. The price in Johannesburg 
rose steadily over the course of last year, despite the price 
in London remaining largely unchanged. That position has 
reversed over the past three months. The price in London has 
soared to a record high, but owing to Rand strength, the price 
in Johannesburg has declined. 

Rand strength also manifests itself in another pertinent manner 
– through the translation of profits, but more importantly, 
dividends. To illustrate this point, I will use dividends from 

two of our most widely held shares – BAT and NEPI. The 
tables below show the dividends for the past 4 reporting 
periods. The first line shows the dividend as declared in the 
foreign currency. The lines that follow show the exchange rate 
used to convert the dividend into Rand and the subsequent 
dividend in Rand applicable to local shareholders.

A quick glance at the tables highlights the growth in foreign 
currency, and the variable growth in local currency. Last year, 
the rate of growth for local shareholders was superb – the 
weak Rand enhanced the returns. In the most recent reporting 
period, the stronger Rand is diminishing returns.

Given the stronger Rand, it seems only right then to question 
whether we should hold these globally successful companies 
in portfolios? In our opinion, the unequivocal answer is a 
resounding “yes”. As I alluded to above, the primary reason 
why we invest in these companies is because they have 
superior management and have proved themselves to be 
superb creators of wealth over many years. That is borne out 
by the fact that they have expanded far beyond the borders 
of South Africa and conquered new territories. The fact that 
they provide a hedge against any weakness in the currency is 
a secondary consideration. 

BRITISH AMERICAN TOBACCO
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The Rand has a strong influence on returns for local 
investors.

British American Tobacco (BAT)
Feb  

2015
Aug  

2015
Feb  

2016
Aug 

2016
Dividend in  
UK Pence

100.6 49.04 104.6 51.3

Growth rate in 
pence (yoy)

4% 4.6%

Conversion 
exchange rate

17.76 19.79 21.32 18.87

Dividend in  
SA cents

1787.1 970.8 2230.9 968.2

Growth rate in 
cents (yoy)

24.8% -0.2%

New European Property Investments (NEPI)
Feb 

2015
Aug 

2015
Feb 

2016
Aug 

2016
Dividend in  
Euro cents

17.35 18.17 17.17 18.68

Growth rate in  
Euro (yoy)

-1.1% 2.8%

Conversion 
exchange rate

13.00 15.18 17.16 15.25*

Dividend in  
SA cents

225.6 275.9 294.7 284.9

Growth rate in 
cents (yoy)

30.6% 3.3%

* Rate still to be confirmed.
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I have taken the attached extract directly 
from the Weber Global Opportunities 
Report, dated 15 July 2016:

“This is a crazy world, where people are, 
for example, willing to lend money to the 
German Government for 10 years in the 
knowledge that, with negative interest 
rates, they will get back less money than 
they originally invested.  You wonder why 
they would do that.  The only possible 

way they can make money on this investment is to gain from 
a change in the price of the government bonds.  If rates go 
even lower than the negative zero they are now, the price of 
government bonds will continue to rise.  Alternatively, the 
investor could make a profit on the movement of a particular 
currency against the Euro.  But still, it is bizarre and against 
all recorded history to have interest rates this low for such a 
long time. Globally, $11 trillion of Sovereign debt now carries 
a negative rate. 

At some point, interest rates have got to turn upwards again.  
Money and credit are just too cheap.  Who knows what 
damage has been done, and is being done now, by people 
borrowing at rates too cheap and putting the new money into 
things that are not really economic.  It is entirely possible 
that the record high stock prices in the US are mainly a 
result of money being poured into this area.  Those who have 
access to the new, cheap money have been putting it to use 
by purchasing assets that have risen in value. Among other 
things, this new cheap money invariably finds its way into the 
hands of wealthy investors, and the real effect is to widen the 
inequality gap between the rich, and the rest of the population, 
which politicians so often rail against.

The last link of the monetary system to gold ended 45 years 
ago, and it is no accident that the average income in the 

US has fallen since then.  Those few who understand the 
manipulation on money allowed by a severance from gold, 
have been able to make much more money by manipulating 
financial instruments than ever before.  It is no surprise that 
the finance sector of the economy is many times larger than 
it was 40 years ago, even though it employs not many more 
people than it did back then.”

The following points are relevant to this observation.:

1. The USA, UK, Europe and Japan have all resorted to QE 
programmes since the financial crisis. At a guess, $12 
trillion in new money has been printed, with three main 
objectives:

a. To stimulate economic growth by lending all this 
money to manufacturers, and industrialists, to make 
goods of all kinds, and to create well-paying jobs on a 
major scale.

b. To “engineer” modest inflation in the range of 2% - 4% 
p.a.

c. To spread that “feel good” factor widely so that people 
felt optimistic about life. This policy of central bankers 
has not worked at all.

2. Inflationary trends are just not there.  The world economy 
is fighting deflation. This is most clearly seen in the 
market driven phenomenon of negative interest rates, in 
big economies such as Germany, Switzerland and Japan.

3. It just does not seem possible, or even appropriate, to 
raise interest rates in the developed economies. The US 
has tried to do so, but the Federal Reserve has had to put 
that policy on hold.  Post Brexit, the Bank of England has 
reduced the rate of interest from 0.5% to 0.25%. That is 
the lowest that the rate of interest has ever been in the UK. 
The Bank of Australia has also reduced the rate of interest 
in that country in July.

4. It is increasingly obvious that most of the printed money 
did not find its way into real investment – by building 
factories that make things, and creating infrastructure 
(roads, power plants, water supplies).  Confounding the 
aspirations of central bankers, the money appears to have 
found its way into soft investments such as listed shares 
and works of art.

5. The investors, who own shares and works of art, are 
wealthy by world standards. Consider the gap between the 
rich and the remainder. The wealthiest 1% of Americans 
own 46% of the wealth in that country. Yet 46 million 

This article was written during August, but political events 
near the end of the month have highlighted the unpredictable 
nature of local politics and global events. We cannot assume 
that Rand strength will last until we have some political 
certainty. Furthermore, it seems only a matter of time before 
the US decides to raise their interest rates again. Both issues 

could impact the currency – for good or for bad. The message 
that I would like to convey is that it is better to invest in high 
quality companies and roll with the punches on the exchange 
rate rather than to switch out of the crown jewels just because 
the currency is having a brief resurgence. 

HISTORICAL 
INTEREST 

RATES

Nigel 
Porter
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Is spring in the air? Is the South African 
economy performing better than what 
the statistics indicate? Has sentiment 
changed? Perhaps these are difficult 
questions to answer, but with the elections, 
the Olympics and some international 
events such as Brexit (this will take years 
to play-out) now behind us, it does feel 
as if something has changed. As Harvard 
House, we can’t show specific political 
party support, but we do have to analyse 

the impact of political change. What stands out very clearly 
from the elections is that the South African voter base have 
elected for change, and change is coming. Service delivery 
and anti-corruption are high on the agenda at municipal level. 
The focus of this short note is not political but to look a one 
or two economic statistics that are still cause for concern 
regarding our local economy. 

It is common knowledge that the South African economy has 
been a poor performer recently and even more noticeably over 
the last few quarters.

Americans are on food stamps, which means that they are 
unable to properly feed themselves. They are not saving 
or investing any money.

6. We are continually 
told that the American 
economy had added 
more jobs than even 
before.  Employment 
is at its highest level 
in history. What these 
headlines do not tell us, 
is that all these new jobs 
pay less money in terms 
of purchasing power 
than they did 10 years 
ago.  A typical example 
would be a job lost at 
General Motors, or 
DuPont Chemicals for 
a job in the consumer 
sector of the economy, 
at McDonalds, 
Walmart, or packing & 
despatching goods now 
purchased on-line. They too, are not savers.

7. Post Brexit, the Pound has weakened to its lowest level 
against the Dollar in 31 years.  Interest rates in England 
are at record lows. Yet Sky News advised last week that 
60% of all private mortgagees in the UK only have enough 
in savings to cover the payment of their monthly bond 
instalment for one month.  So the inference has to be that 
if jobs are lost, there will be mortgage bond foreclosures 

on a large scale. Those mortgagees also cannot be savers.
 
This all adds up to a strange new world.  Interest rates are the 

price of money, and if money 
is the cheapest that it has ever 
been, then the world economy 
should be showing signs of 
strong growth. I quote Weber 
again: “At some point, interest 
rates have got to turn upwards 
again.”

No one knows what will be 
the catalyst for the world wide 
increase in interest rates, nor 
how far into the future it will 
happen.  In the meantime, 
investors and their savings are 
being destroyed.  More people 
cannot afford to save for the 
future. There is no normal 
return of income on traditional 
investments.

Under these circumstances, investors are finding that 
their best returns are to be made in listed equities. A well-
managed company with a five-year track record of increasing 
both earnings and dividends, is the safe haven in the world 
where very little makes sense. Blue chip shares such as BAT, 
Anheuser Busch, Bidcorp / Bidvest, Woolworths, NEPI and 
Growthpoint are safe havens in uncharted financial waters.

OUR ECONOMY – 
JUST TICKING  

ALONG

Willie 
Pelser

Quarter GDP Growth Rate
Q1 2015 1.3%
Q2 2015 -1.3%
Q3 2015 0.7%
Q4 2015 0.6%
Q1 2016 -1.2%

“At some point, interest rates 
have got to turn upwards 
again.  Money and credit are 
just too cheap.  Who knows 
what damage has been 
done, and is being done now, 
by people borrowing at rates 
too cheap and putting the 
new money into things that 
are not really economic? ”
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Although one can turn to various other 
economic statistics, like business and 
consumer confidence, to gauge the current 
state of the South African economy, we 
believe that tax revenues offer a succinct 
summary of where we find ourselves. Tax 
is “paid at source” – if a company makes 
a profit, the tax is due. Likewise, if you 
earn a salary, you pay tax immediately, 
and if you spend your salary, you pay VAT 
immediately. 

Unfortunately, total tax revenues have so 
far underperformed Treasury’s projections 
– an indication that the economy is still 
struggling. For the fiscal year to date, tax 
revenues have grown by 7.6% relative 
to last year, but this is well behind the 
budgeted growth of 11.4%. This in turn raises another concern 
– how will Treasury treat the potential shortfall in the next 
Budget? If the current trend continues, that shortfall may be as 
big as R40 billion, which would have a material impact on the 
budget deficit and government’s borrowing requirement. Tax 
increases announced in the February 2016 Budget were not as 
bad as feared – but this may not last if the pressure persists. 

However, the focus of this article is whether tax revenues are 
growing or not? Company tax growth is weak at 3% y-o-y, but 
the budget only provided for a growth rate of 3.7% so it is not 
too far out of line. Unfortunately, the same cannot be said for 
personal income tax receipts. In past years, personal income 
tax has tended to grow at about 15% p.a., helped by fiscal drag 
adjustments. This year, personal income tax receipts have 
grown by just 10% over last year – well below the average 
and also well below government’s forecast of 13.6% growth. 

However, the biggest concern about the prospects for 
economic growth lies with the performance of VAT. Growth 
in VAT receipts has slowed to 0% compared to budgeted 
growth of over 7%. In the  table above we highlight various 
subcomponents of VAT receipts to better explain the dilemma.

Although there might be some buffers and respite, the current 
set of tax revenue statistics does not support a strong rebound 
in growth over the next few quarters. We are not presenting 
a worst case scenario of an “all-fall-down” situation for GDP 
growth, but rather caution that the economic recovery will 
follow a more muted trajectory. Economists always hedge 
themselves – the classic “but on the other hand” disclaimer 
- perhaps the change at municipal level after the elections 
will result in improved service delivery (in whatever format it 
comes; dams, roads, houses, education, to name only a few). 
This could just trigger a recovery in our economy. The proof 
will unfortunately only be seen once statistics show a definite 
uptick. We remain cautiously optimistic. 

Type of VAT 
receipt

Performance Economic impact

VAT on imported 
goods

Broadly on track with 
growth of 8.5% vs budget 
of 8.8%

This is borne out by our trade 
statistics, but could deteriorate given 
the slowing rate of imports.

VAT on domestic 
goods

Growth of 6.2% is well 
behind budget of 8.4%

Confirmation of the contraction in 
real output of the manufacturing 
sector alongside subdued 
consumption expenditure as a result 
of higher interest rates and slow 
employment growth.

VAT rebates These have increased 
sharply over the last few 
months, growing well over 
16% y-o-y vs budget of 
around 10%

This happens when the economy is 
weak or slowing down. Producers 
claim rebates, but weak sales on 
their produced products means VAT 
receipts remain depressed.

Total VAT 0% growth Economic growth concerns remain 
elevated

SA GOVERNMENT REVENUE 2017
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Revenues are behind budget thanks to weak tax collection 
from all major tax sources.

The South African economy is ticking over but it is an uphill 
battle.



WE UNDERSTAND YOUR NEED FOR FINANCIAL INTEGRITY | WWW.HHGROUP.CO.ZA | THE HARVARD HOUSE GROUP 7

Market Insight from the Harvard House Group

2016 
TAX 

SEASON
If you’re one of the eager beavers who 
have submitted your 2016 tax return 
already, well done!  To the rest of us, now 
is the time to start submitting your income 
tax return for the period 1 March 2015 to 
29 February 2016.

As you may know, 1 July marks the 
beginning of the income tax season for 
individuals.  If you submit your personal 
income tax return to SARS manually 

(ie by going to the SARS office), then your deadline is 25 
November 2016, whether you are a provisional taxpayer or 
not.  If you complete and submit your income tax return on 
eFiling as a non-provisional taxpayer, you also have until 
25 November 2016 to submit your tax return.  Individual 
provisional taxpayers who are eFilers, have until 31 January 
2017 to submit their income tax returns.

So what’s different on the individual income tax return 
(ITR12) this year?  The answer is not much for the average 
taxpayer.  There are a few more questions on the tax return.  
Local rental income from the letting of fixed 
property is now disclosed separately.  In the 
2015 tax year it was shown under “Local 
Business, Trade and Professional Income 
(Including Rental Income).” 
One of the main differences on the income 
tax return this year, is if you have a tax free 
savings account.  If you do, SARS asks you 
to disclose:

1. The contributions you made to your tax 
free savings account during the year of 
assessment

2. The net return on the investment (either a 
profit or a loss)

3. The interest you earned during the year of 
assessment

4. The dividends you earned
5. The capital gain or loss you made on your 

investment.

This information is merely for disclosure 
purposes, as all the interest, dividends and 
capital gains you earn on tax free savings 

accounts are not taxable.  However, remember that the annual 
limit for contributions to a tax free savings account is R30 000 
per taxpayer in any tax year.  If you exceed this amount, then 
SARS will penalise you 40% on the contribution exceeding 
R30 000.  With regards to the net return on the investment 
(profit or loss) figure, there is no guidance from SARS how to 
calculate this.  Our understanding is it is the change of market 
value on an annual basis.

Remember that if you are a provisional taxpayer, the first 
provisional tax period for the 2017 tax year is 31 August 
2016.  The second provisional tax period is 28 February 2017.  
Getting your 2016 income tax return in early will ease the 
timing of your cash outflow to SARS.  As discussed in our 
April Intuition edition, your forward planning will ensure that 
you are not hit with a payment for assessed tax and provisional 
tax in the same month.  So don’t delay, get your tax return in 
today!

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.

Shelly
Moreno

The unavoidable tax time of the year is upon us all.
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Having spent the past few seminars focused on the 
local market, in September we will turn our focus 
abroad and focus on international markets and trends.  
This is particularly relevant for any clients with offshore 
portfolios or investments. However, international trends 
continue to have a significant influence on the local 
market as well, so there will certainly be something for 
everyone. 

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 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: Offshore markets and trends
Date: 27th September 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

( +27 (0) 33 330 2164

7 +27 (0) 33 330 2617

@ admin@hhgroup.co.za

W www.hhgroup.co.za

CONTACT DETAILS:


