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The past four years have been very 
frustrating times for local investors 
– and asset managers. broadly, 
the market has gone sideways, 
with pockets of outperformance 
from selected shares for a period, 
but which all too often quickly 
fizzled out. In part, much of this 
can be blamed on the deteriorating 
local economy, and the fact that 
foreign investors have abandoned 

SA despite the political changes. In an effort to remain 
relevant and grow, many SA corporates expanded 
overseas – one of the only options to diversify away from 
an increasingly toxic local environment. That expansion 
has come back to haunt many. In most cases, in a rush 
to diversify, poor quality assets were bought at inflated 
prices. The net result is that many of the quality shares 
that we have held for many years have failed to deliver 
the steady returns of the past. This has been frustrating, 
and is causing investors to question their portfolios. 
This issue aims to highlight a few of our more widely 
held investments, and show the performance over the 
past three years. In some cases, performance has been 
good, but often it is a case of “one step forward, one 
step back.” Nonetheless, we do not believe that it implies 
that we should abandon some of our most respected 
companies. We share our clients’ frustrations, but 
remain committed to investing in high quality companies 
that have a proven track record.

A sIdewAys 
TreNd fOr 
4 yeArs

JSe ALL SHAre INdex dIvIdeNd YIeLd
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Jse All share dividend yield
In the same vein, the same trend is evident when analyzing 
the overall dividend yield for the market. For 6 years between 
2012 and 2018, the average dividend yield was about 2.7%. 
recently, and despite tough conditions which have pressured 
profits, the dividend yield has risen to 3.8%, the highest since 
the Financial Crisis. only twice in the last twenty years has the 
dividend yield risen to such a level, and in both cases, it was 
followed by a period of stronger returns. What is not shown 
in the chart, but is worth bearing in mind, is the difference 
between income yields for various asset classes. Interest 
rates are likely to fall by a further 0.25% in the next 6 months, 
which will take the repo rate to 6.25%. That implies a “yield 
gap” between cash and equities of 2.45%. A year ago, that 
gap was closer to 4%. We expect the attractiveness of holding 
cash to diminish further, which may have positive implications 
for demand for both equities and bonds. 

Jse All share P/e ratio
After a few years of largely sideways movement for the 
broader market, it makes intuitive sense that valuations would 
have moderated over that period. Initially, this was not the 
case. despite the market going sideways, valuations actually 
rose sharply, but this is due to the composition of the index. 
over the course of 2015 and 2016, the weighting of Naspers 
increased exponentially, which pushed the valuation for the 
entire market to extreme highs. Whilst Naspers (and Prosus) 
still command a huge weighting in the index, their own 
valuations have moderated. (See later charts for separate 
commentary.) This has forced the overall p/e lower, and 
exposed the undervaluation of much of the rest of the market. 
The P/e is now at its long term average (calculated from 
1996), despite the inclusion of Naspers, which still distorts the 
ratio. For the first time in many years, valuations across the 
market are cheap once again, which provides an important 
underpin to expectations for the years ahead. 
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JSe SeCTorAL dIvIdeNd GroWTH”. 
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foreign Purchases of sA Investments
Post the 1994 elections, and the liberalization if our 
financial markets, SA enjoyed persistent investment from 
foreign investors, as SA was included in global equity and 
bond indices. Unfortunately, the foreign love affair with SA 
companies has come to an abrupt halt. Cumulative inflows 
for equities peaked in late 2015, and it’s been one-way traffic 
ever since. outflows over the ensuing four years have totaled 
r300 billion. Surprisingly, the same cannot be said for the 
bond market. despite the precipitous decline in Government’s 
finances, the threat of a downgrade and ballooning national 
debt, foreigners continue to invest in SA debt. Cumulative 
inflows over the last four years have certainly slowed, but still 
remain positive, and the trend over the past three months has 
stabilized. We attribute this to falling global yields, and the re-
emergence of a “hunt for yield.”

Jse sectoral earnings & dividend Growth
Two factors are responsible for driving share prices higher 
over time, namely growth in profits, and sentiment. We cannot 
control sentiment (and certainly not in the current crazy world 
in which we live), but we can have a greater insight into profit 
growth, or the lack thereof. The chart alongside shows the 
rate of profit growth for the three major subsectors of the 
JSe – resources, Financials and Industrials. There are a 
couple of useful observations to be made. Firstly, profit growth 
is currently positive for both the resources and financial 
sectors, but negative for the Industrial sector. Profit growth 
in resources is easy to understand: commodity prices, 
especially iron ore, were recently at record highs due to 
events in Brazil. Mining companies have reaped the benefit, 
and are enjoying the good times. but take a step back and 
look at the volatility of that growth. mining profits are hugely 
cyclical, and a period of strong growth is inevitably followed 
by a period of contraction. It follows that profits in the rest 
of the market are far less volatile. The Financial sector has 
come off a period of negative growth, and hence profits 
are growing, but off a depressed base. on the other hand, 
Industrial companies are experiencing the brunt of the weak 
economy. Having weathered the storm well, on balance profit 
growth has turned negative, partly due to some of the high-
profile corporate scandals in recent years. 

The second chart shows the rate of growth in dividends across 
the same three sectors. What is immediately apparent is how 
much less volatile the growth is when compared to profits. 
This is one of the cornerstones of our investment philosophy 
– that profits (and sentiment) are volatile, but dividends are 
far less so. relying on dividends for your income rather than 
market value is therefore a far safer strategy. Unfortunately, 
dividend growth for the Industrial sector has been flat or 
slightly negative for the past few years. It is encouraging that 
it has turned positive recently, but a return to sustained growth 
will require an improvement in broader economic growth.
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dISTeLL SHAre PrICe
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distell Holdings
distell’s popular brands like Amarula, Gordons Gin, Klipdrift, 
Savannah, Nederberg & bains provide investors with 
defensive earnings in tough times. The rapid growth of 
distribution networks - e.g. Spar Tops opening a store every 
week - coupled with an aggressive strategy focused on fast-
growing brands, saw volumes growing 50% from 2009-19. 
However, this came at the expense of lower margins and a 
decrease in returns on capital employed from around 25% in 
2009 to 14% now, although they are still the market leader. 
distell’s focus on increasing margins via “premiumisation”, a 
growing trend where consumers pay more for higher quality, 
is beginning to bear fruit. SA Premium wine & spirits sales 
were +15% and have increased market shares across all 
major markets. Population growth plays an important role 
in driving higher volumes and distell’s African exposure, the 
standout performer recently, stands to benefit long term. With 
one of the lowest Pes in its sector globally, we are happy to 
hold this quality, defensive share.

INveSTeC AUSTrALIA ProPerTY SHAre PrICe
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Investec Australia Property
As the name suggests, this Australian focused reIT has 28 
properties mainly positioned in the office market (77%) and 
concentrated in New South Wales, victoria and Queensland. 
The Fund has shown tremendous growth since listing in 2013 
with many of the recent acquisitions having taken place in 
melbourne and Sydney. The industrial side of the portfolio 
(23%) has seen solid growth as demand for high quality 
logistics and new technology space continues to impress 
(not dis-similar to what we have seen in SA). The general 
characteristics of the Fund are also attractive with occupancy 
rates at 99%, a weighted average lease expiry of 4.7 years 
with 48% of the leases expiring after 2025. escalation rates 
are in the region of 3.3% across the portfolio which is above 
the average Australian inflation rate of 2%. So despite the 
relatively benign distribution growth of 2%, it still gives one the 
diversification into a hard currency, decent macroeconomic 
support with the added bonus of a recent dual-listing in 
Australia garnering further interest.

Bidvest
bidvest is one of the few SA industrial companies whose 
earnings have been fairly resilient. A few factors that have 
benefitted bidvest are: 1) increased service/annuity income, 
now 42% of trading profit; 2) low debt servicing obligations; 
3) high cash generation; and 4) expansionary capex into 
complementary geographies, markets and products. bidvest 
has also developed a proven track record in the UK (through 
Noonan), despite the brexit indecision. over the last financial 
year, lagging revenue from the Automotive and electrical 
divisions were offset by the annuity revenue streams in the 
service and freight divisions. We remain holders of bidvest 
due to its sector diversification and consistent management 
track record. Like every investment, the company is not 
without its risks, but most relate to the broader SA economy, 
which affect most companies. The share price has traded 
sideways for much of the past eighteen months, over which 
period the valuation has derated. It is an attractive option if a 
recovery unfolds in our economy.  
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NASPerS SHAre PrICe
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Naspers / Prosus
The 11th September (9/11) is already a conspicuous day in 
the annual calendar, but now it marks two important events: it 
was also the day that technology group Naspers attempted to 
reduce its weight on the JSe whilst simultaneously reducing 
its discount to its underlying assets. The new international 
listing, Prosus, made its debut on the Amsterdam Stock 
exchange, valuing it at r1.9 trillion and giving europe its 
biggest consumer internet company. before the listing, 
Naspers traded at almost a 21% discount to its investment in 
Tencent alone (the Chinese internet company). Unfortunately, 
the discount remains in place for Prosus, and little or no 
value continues to be placed on the other 40-odd internet 
investments housed within the company. They include global 
online selling platform oLx; German food delivery company, 
delivery Hero; Indian online food deliverer, Swiggy; and the 
Indian online travel site, makemyTrip. Prosus is now one 
of the largest technology investors in the world, and their 
portfolio offers enormous upside potential. 

remGro SHAre PrICe
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remgro
Like so many SA companies, remgro’s share price has been 
under pressure over the past eighteen months, so much so 
that the discount at which it trades to its intrinsic value (now 
25%) is at the widest level since the Financial Crisis. Why the 
malaise? regression models suggest that remgro is a victim 
of the widespread apathy towards SA, with foreign investors 
continually lightening their exposure. This apathy is creating 
an attractive opportunity for astute investors to accumulate 
shares in a company and management team that has proved 
critics wrong for decades. Unlike some other investment 
holding companies, a large portion of their portfolio is 
unlisted, which gives investors an element of “private equity” 
exposure backed by a very experienced management team. 
Key components of their listed portfolio are also improving 
(namely mediclinic, and the financial operations) which further 
underpins the company’s valuation. 

MAs real estate
mAS continues to shift from a predominantly mature Western 
european property portfolio to one focusing on the higher 
growth region of Central and eastern europe (Cee). roughly 
35% of income is derived from Cee currently and this looks 
set to increase to around 50% in the near future, thanks to 
their merger with Prime Kapital who has a strong development 
pipeline over the next 3-4 years. Furthermore, the Prime 
Kapital management team (who were the founders of NePI 
many years ago) will assume management control of mAS, 
which we view as very positive given their track record and 
knowledge of the region. mAS has set a target of 30% growth 
in distributions per share for the next three years to 2022. This 
is to be paid via actual income earned and not asset sales. 
That is a highly attractive growth rate in euros, especially 
for South African investors who are experiencing negative 
distribution growth across many locally-focused reIT’s. 
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SIrIUS reAL eSTATe PrICe
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sirius real estate
Sirius focusses on providing flexible and conventional 
workspace to companies across Germany. They have a 
total of 55 properties with the bulk situated in Frankfurt (14), 
dusseldorf (9), Stuttgart (7) and Cologne (7). Looking at their 
actual tenant roll, they have 4,818 tenants in total of which the 
top-50 anchor tenants make up 44% of total revenue. Some 
of the key valuation metrics reveal a low average cost of debt 
(2.0%), a loan-to value ratio of 34.1% (having dropped from 
over 50% in 2014), and a weighted average debt expiry of 
4.3 years. In their last financial year, they reported distribution 
growth of 6.3% and growth in net asset value of 16.5% - 
further evidence of the company’s growth strategy. The share 
price has performed exceptionally well, despite the German 
economy flirting with recession. In the near term, we feel that 
it is fully priced, but the management team has proved its 
worth. We continue to accumulate in periods of weakness.  
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spar Group
The Spar Group offers investors an attractive suite of retail 
exposure. In SA (which accounts for 67% of revenue), its 
operations span food and liquor retail through its many 
supermarkets and ToPS bottle stores, building materials 
(through buildIt), and more recently, pharmacies and the 
distribution of pharmaceutical products. Locally, the franchise 
model works well, as it allows storeowners to respond 
quickly to evolving consumer needs. Food retail remains 
intensely competitive, so Spar are pushing hard into private 
label products which boost margins and give consumers 
cheaper alternatives as they feel the pinch. They have also 
improved their fresh produce and bakery offering, which 
are higher margin, but also cater to consumer demands for 
quality and freshness. Spar has expanded into Ireland, the 
UK, Switzerland, and is currently in negotiations to enter the 
Polish market. Thus far, these new territories have performed 
well, despite issues such as brexit. 

sanlam
In contrast to its large rival, old mutual, which has been in the 
news a lot recently, Sanlam continues to quietly go about its 
business. Since it demutualized in the late 1990s, the company 
has grown steadily without much fanfare. It provides a diverse 
range of products and services, and yet it has created a 
flexible ecosystem that allows it to partner with other financial 
providers for mutual benefit. Given its growth and dominance 
in SA, it has expanded into neighbouring territories. eighteen 
months ago it invested in Saham Finance, a pan-African 
financial group that operates mainly in North Africa. This is 
in contrast to its peers who have tended to focus on europe 
and developed markets. It is early days, but the initial signs 
are encouraging that this has been a savvy strategic move. 
Sanlam is expensive relative to peers, but for good reason: 
its track record and roe are superior. The share price has 
traded in a sideways range for 18 months. We will continue to 
use periods of weakness to build positions in this extremely 
high quality company.  
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FoSCHINI SHAre PrICe
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The foschini Group
Having traditionally been viewed as a rather staid SA retailer, 
Foschini has reinvented itself in the past ten years, to the 
point where it is now one of our most dynamic retailers. It has 
achieved this by differentiating itself as a specialist in sub-
categories rather than being overexposed to one demographic 
group. merchandise categories include the high growth areas 
of Athleisure, menswear (which is outpacing womenswear 
sales growth globally) as well as value for the low end of the 
market. Furthermore, they have embraced local sourcing for 
much of their merchandise (as opposed to importing it from 
China) which has cut lead times and enabled to respond far 
more quickly to fashion and weather trends. This has given 
them a competitive advantage. The consequence is that they 
continue to deliver sales growth in SA well ahead of their peers.  
recently, they have expanded aggressively into the UK and 
Australia. So far, they have avoided the pitfalls experienced 
by Woolworths and Truworths, which is testament to the 
calibre of this management team. 

vodACom SHAre PrICe
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Vodacom
vodacom boasts a best in-class management team, which 
has delivered revenue growth from growing data usage. 
data revenue (which excludes voice) remains a key revenue 
source for all telecomms companies and it has grown 
substantially on an annual basis. Last year, vodacom grew 
their local and international data revenue by 2.2% and 
25.4% respectively. despite these growth numbers, data 
revenue has been under pressure as the regulator has forced 
price cuts to be implemented, and Cell C and Telkom have 
actively cut prices to try and gain market share. but falling 
data prices has had a silver lining. vodacom’s new platform 
strategy, designed to stimulate more data usage, is gaining 
momentum – “videoplay” now has over 700,000 active 
users, and the recently launched music platform, Muze, is 
steadily gaining customers. The long-awaited SA spectrum 
auction (4G-spectrum) is expected to improve regulatory 
visibility, enhance vodacom’s competitiveness and margins, 
and present further upside to data revenue. Having trended 
sideways for a long time, it appears that conditions are 
changing for the better. 

standard Bank
banking shares are highly exposed to the performance of the 
local economy, and hence are always vulnerable to periods 
of weak economic growth. during such periods, lending 
is slow as people shy away from debt, and bad debts can 
rise as pressure on incomes build. These trends are evident 
across all banks, but remain well contained. despite the 
weak conditions, Standard bank has continued to carve out 
modest earnings growth, through investment in technology, 
the rationalization of obsolete branches, and careful lending 
practices. Standard bank is also reaping the benefit of its 
years of investment into its African operations, which are 
helping to offset a weak domestic situation. Unfortunately, 
it is not all rosy. They still have the remnants of their global 
operations in London, which continue to be lossmaking. 
These should be closed soon, which will remove the drag on 
earnings and returns. valuations are near record lows, which 
is too harsh, given rising returns and near record dividends. 
Furthermore, banks will be the prime beneficiaries of any 
change in sentiment towards SA.  

STANdArd bANK SHAre PrICe
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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)

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 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:

Another year has come and gone, and we are about to 
enter the third decade of this century! Sometimes I have 
to pinch myself to believe it. our next seminar in early 
december will take stock of what has happened in 2019, 
and articulate our thoughts for what lies ahead in 2020.    

Please rSvP to Clare mitchell on 033 3302164 or 
clarem@hhgroup.co.za.

NATAl MIdlANds
Topic: The outlook for 2020
date: 5th december 2019
venue: Fernhill Hotel

midmar / Tweedie  road
(almost opposite entrance to 
midmar

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

JOHANNesBUrG
Topic: The outlook for 2020
date: 10th december 2019
venue: rosebank Union Church, Cnr 

William Nichol and St Andrews 
road, Hurlingham

evening Time: 7am for 7.30am


