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Willie and I attended the JP Morgan 
Sa Opportunities Conference in 
December, to gain an insight into 
the current outlook for the Sa 
economy.

Current sentiment is one of 
frustration, with investors becoming 
increasingly impatient with the 
lack of meaningful policy changes 
that are urgently required to lift 
GDP growth. This frustration was 
reinforced by the release of bleak 

GDP data for Q3 ‘19 of -0.6%. This is a far cry from the 
minimum 2% level required to kick-start our economy. 
Investors are seeing few green shoots in Sa economic 
indicators and most agreed that a Moody’s downgrade 
to “Junk” is now a case of “when” not “if”. It was pointed 
out that whilst our bonds are already priced to reflect junk 
status, the event will trigger an immediate rise in the cost 
of borrowings and in turn the consumer’s ability to spend. 
This will have a consequent knock-on effect on revenue 
collection and growth. That said, with yields above 9% 
and inflation below 4%, Sa bonds are currently offering 
investors one of the highest real yields in the world. 2018 
and 2019 saw foreign selling of bonds to the value of r60 
billion and r35 billion respectively, so it would appear that 
many foreigners have already exited the market. With 
uS & Japanese 10-year treasury bonds yielding c1.8% & 
0% respectively, and Germany offering negative yields, 
the global hunt for yield will continue to be supportive of 
the rand over the medium term.

“There is universal support for President ramaphosa” 
according to Phumzile Langeni (who is tasked alongside 
Trevor Manual, Jacko Maree & Mcebisi Jonas with raising 
r1.2 trillion in new investment over 5 yrs.) She confirmed 
that President ramaphosa is a man with purpose. His 
primary focus is economic revival. furthermore, he 
commands a presence and respect wherever they travel 
(both locally & globally) and whomever they meet. She 
said, “This Titanic (Sa economy) is difficult to turn around” 
and stated that Cyril shares 2 main concerns with her:

1. The general lack of competence in the public sector/
local level to initiate and expedite changes.

2. bbbee is a constant moving goalpost – bringing 
huge uncertainty to potential new foreign investment. 
(Policy certainty is very high on his agenda for 
economic revival.) 

as highlighted in our seminar in December, the recent 
Investment Summit in October 2019 drew 1,500 
attendees with 69% of the pledged investment coming 
from local companies. The biggest positive message 
being sent out currently is the recent arrest of people 
associated with corruption as well as new appointments 
at the NPa, eskom and SarS which provide solid 
evidence that change is afoot and Mr ramaphosa is 
getting things done.

SarS CeO, edward Kieswetter, came across as 
someone who has integrity and wants to do the right 
thing. He gave us his assurance that he is serious about 
restoring SarS’ reputation, citing 5000 requests for info, 
16 cases connecting 159 prominent people & 11 entities 
reported to the asset forfeiture unit as a result of the 
various Commissions of enquiry to date. Whilst criminal 
activity is still on the rise, aggressive tax planning by 
corporates, VaT abuse and high net worth individuals 
holding 2,100 offshore accounts are also contributing 
to tax leakage of r200 billion! This does create an 
opportunity as much as it is a threat. He has spent months 
visiting all employees, especially those side-lined for up 
to 2 years, gaining their insights into what happened and 
who was involved. Surprisingly, 75% of tax payers have 
been assessed & paid out (most within 72 hours.) We 
definitely got the feeling that he is one of the good guys, 
wanting to right the wrongs of Tom Moyane’s rule. The 
long-awaited arrests of alleged corruptors post state-
capture has started, although prosecution could be slow 
given the need for cases to be 100% water-tight.

It will come as no surprise that the elephant in the room 
is eskom. The resumption of load-shedding on 5th 
December will dent Q4 GDP. It is absolutely essential 
that eskom is fixed aSaP as it is the biggest threat to 
our economy. South africa experienced its most intense 
load-shedding ever during 2019. This resulted in an 
estimated economic impact of r59 billion (according 
to the CSIr). ex-eskom Chairman, Jabu Mabuza, was 
confident that andré de ruyter is the correct choice and 
we eagerly await his turn-around plan. More recently, the 
government has signaled that it will allow municipalities 
to procure their own energy, expand the independent 
power producer (IPP) programme and free up regulations 
around self-generation by the private sector, all of which 
bode well.

The public servants wage bill (r600 billion) is growing at 
an alarming average rate of between 7-8% p.a. and now 
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accounts for 35% of the total budget. Hence the reason 
why there is so much pressure to reign it in. Talk of the 
dire need for a wage freeze was THe MOST COMMON 
SOLuTION given to tackle the deficit. The political elite 
MuST lead the way and place pressure on unions. a 
2020 freeze would save approximately r125 billion 
and would need to be announced in the february 2020 
budget, at the very latest. Many panelists mentioned 
that it will be difficult for the State to enforce many of the 
required sacrifices without buy-in from the support base 
of the aNC. Speakers linked to the National Treasury did 
acknowledge that we are just starting the 2nd year of a 
3-year wage deal with the Public Sector unions so rapid 
change on this front is not as easy as one would imagine. 
It is not helped either by the internal factions within the 
ruling party seemingly at odds over policy change. There 
is currently talk of a 1% VaT increase in the february 
budget which will hit already cash-strapped consumers 
hard. 

What emerged as a general comment is that almost all 

emerging markets over the past 10-15 years have had 
an “easy ride on the coat-tails of globalization.” The 
current political backlash and rise of populism (e.g. 
Trump/Johnson etc.) are testament to the rise in anti-
globalization which may well increase further in 2020. 
Sa remains a services economy and as the JP Morgan 
emerging market economist put it, “Never in the world’s 
history has any economy lifted itself up out of no growth 
via a services economy. It was always Investment-led.” 
Sa is definitely not going to re-write the history books and 
so a recovery is going to take time especially if the world 
turns more insular.

fortunately, the main drivers (c60%) of the JSe all 
Share Index are global in nature. If the federal reserve 
remains dovish on uS interest rates, if there is some 
kind of prolonged pause in tensions post the uS-China 
Phase 1 Trade Deal, and if breXIT outcomes become 
more certain, there could well be some support from an 
uptick in global sentiment. a weaker uS dollar is positive 
for emerging Markets and Sa may benefit from a rising 

Challenger	Banks	–	showcasing	SA’s	talent

Given the generally downbeat mood from the conference as a whole, it is easy to write Sa off as a lost cause. 
But is that really justified? What was clear, from the Challenger Banks panel (new entrants to the banking sec-
tor such as Tymebank, Discovery bank and bank Zero), was that Sa does possess world-class entrepreneurs 
who have proved that no matter how tough the environment, there are opportunities to disrupt and create 
products that are not only world class but address issues that will alter how South africans at every level save 
and think of money.

In this new world of digital technology and artificial intelligence, we are all having to transform ourselves. 
businesses need to adapt too. Over 60% of retail purchases are still done in cash, so there is huge potential, 
especially given our high level of cell-phone penetration, to convert customers onto digital platforms. With a 
finger-print and ID number, anyone can open up a TymeBank account within 2 minutes at Pick ‘n Pay termi-
nals. There is no need to go to a branch again! Tymebank states, “We have no monthly fees, many everyday 
transactions are free and there are very low charges for other transactions.” When last did you hear this 
from your bank manager? Bank Zero was established using free software available on Opensource. By using 
only one coding language, they will never face the hundreds of millions of rand budgets that the big 4 banks 
spend annually to maintain system and software integration. These cost savings are then passed straight back 
to the client, creating a low-cost banking niche. Co-founder, Michael Jordaan (ex-CeO of firstrand) says, 
“facebook, Whatsapp, Twitter and Instagram are the new normal for societies. Why shouldn’t banks also in-
novate in this era of wider connectedness whilst still ensuring a robust banking value proposition?”

alarmingly, around r873 million was stolen from South african cardholders in 2018. Can the public trust these 
new platforms? Mastercard teams from SA, India and the USA were closely involved in validating and com-
missioning bank Zero’s card solution, and IbM’s global expertise in encrypted card security was also utilized, 
so their debit card uses new patented technology to help minimize the potential for fraud which will re-assure 
potential converts. One needs to look no further than the empty bank branches littered across uK high streets 
to see the full impact of the massive change and uptake of online/cell-phone-banking globally. The future is 
bright for these digital banking pioneers and the pressure is on for the listed banks to keep up at a time when 
any saving makes a difference to the indebted Sa consumer.
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tide of eM sentiment. The budget in february is a crucial 
milestone. Mr Mboweni will need to demonstrate a 
commitment to fiscal discipline and a clear path to kick-
starting our economy by turning 2-year-old policy plans 
into action.

In conclusion, there is little doubt that the Sa economy 
is at a crossroads. There is a desperate need for the 
Government and private sector to roll-up their sleeves 

and work together to ensure that the policy failures of 
the past are rectified urgently, in order to create the 
environment where business confidence and GDP 
growth turns the corner rapidly and attracts the much-
needed investment and employment. We remain of the 
opinion that a change in Sa investor sentiment will be the 
catalyst for a domestic recovery.

TeChnOlOgy:	
The	ChAnge	COnTinueS

Information Technology, or IT for 
short, has become part of our 
daily lives, not only as a word 
but also in the use of computers, 
communication, mobile devices, 
servers, internet, networks, 
applications, databases, security, 
etc. Over the last few years 
some buzzwords like aI (artificial 
intelligence), blockchain, 3D 
printing, cloud computing, robotics 
…. were added to this acronym.

The first use of the word “information technology” dates 
back to 1978, according to some dictionaries. The same 
year saw the first usage of words such as “attention deficit 
disorder”, “bed-and-breakfast”, “caprese”, “frequent-
flier”, “kalamata”, “panic disorder”, “major depressive 
disorder”. Some of these words will probably come in 

handy if you use too much IT, or you choose to ignore IT.

The 2020s are predicted to see an acceleration in the 
adaptability and new use of information technology that 
will expand at a much faster pace than the period since 
the first computer to today combined. 

John Wooded – considered to be the greatest NCaa 
basketball coach of all time – said “although there is no 
progress without change, not all change is progress” and 
ellen Glasgow (uS Novelist) quoted “all change is not 
growth, as all movement is not forward”. Perhaps South 
africa can learn something from these quotes. However, 
back to the topic of IT. Have things really changed?

Let’s step back to 2008 – when the top 10 companies, 
ranked by market capitalization, were the traditional 
industrial, banking and resources giants. This is reflected 
in the table below, which shows just how things have 

largest	global	Companies	in	2008	vs	2018
2008 2018

rank Company Founded uS$bn rank Company Founded uS$bn
1 PetroChina 1999 728 1 apple 1976 890
2 exxon 1870 492 2 Google 1998 768
3 General electric 1892 358 3 Microsoft 1975 680
4 China Mobile 1997 344 4 amazon 1994 592
5 ICbC 1984 336 5 facebook 2004 545
6 Gazprom 1989 332 6 Tencent 1998 526
7 Microsoft 1975 313 7 berkshire 1955 496
8 royal Dutch Shell 1907 266 8 alibaba 1999 488
9 Sinopec 2000 257 9 J&J 1886 380
10 aT&T 1885 238 10 JP Morgan 1871 375
Source: bloomberg, Google

Willie
Pelser
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changed over the past ten years. 

Two things are quite noticeable is the table. almost all 
the companies in the current list of global titans were 
founded in the last two decades, and the majority are IT 
businesses. Microsoft is the only company to feature in 
both lists.

The impact of IT is even more profound in the east. The 
chart below shows the index weights of various sectors 
on the MSCI aSeaN Composite Index between 2009 
and 2019. for example, in 2009, 30% of the index was 
made up of financials and real estate companies. 
Today, it is closer to 35%. What is interesting is that 
Technology’s exposure has hardly changed in this index 
over that period. 

The next chart focuses on the MSCI China Index. In 
this example, the picture looks completely different over 
the same time period. Technology-related companies 
only comprised 5% of the Index in 2009. but they have 
“exploded” over the past 10 years, to the extent that 
technology companies now comprise 35% of the Index. 
These companies include Tencent, alibaba, baidu, 
JD.com, Vipshop, to name but a few.  financials and 
real estate companies still make up a large percentage 
of the index, albeit their weighting has fallen from 37% 
to 27%.

I would argue that these changes have brought along 
progress based on the above charts. China has 
never managed to be a serious competitor in the car 
manufacturing industry. This is still an area dominated by 
europe and the uS. However, China is now the largest 

producer of electric cars. furthermore, the rest of the 
world dominated the PC revolution. In contrast, China 
bypassed this period of PC manufacturing and fostered 
a total mobile connectivity environment taking China to 
be a mobile “digital society”. The likes of alibaba and 
Tencent have established a $17 trillion payment market 
– which is 50x bigger than uS equivalents. The constant 
metamorphoses within all these technology companies 
are also impressive considering that some of them did not 
even exist 10 years ago. Tencent’s WeChat started as a 
“chat platform” with some retail and games capabilities. 
Today, this digital ecosystem allows you to touch almost 
all aspects of life, ranging from digital wallets (money) 
to investments and finance. The accumulation of data 
behind all these platforms (and similar platforms in other 
parts of the world) are enabling aI (artificial intelligence) 
to become part of our lives. believe it or not – let me give 
you an example. Have you ever searched for something 
on the internet, only to find suddenly that adverts for 
those or similar products pop up on your screen, and you 
ask yourself, “How do they know?” That is an example of 
some of the basic algorithms behind aI. aI is developed 
based on the behavioral patterns of users of mobile 
devices, and it leads to the development of hardware 
and software in the areas of robotics and automation.
Where to from here? The 2020s are predicted to see 
even more technology becoming part of our daily routine. 
Imagine (you actually don’t have to because it is already 
real) that the tray in your fridge where the tomatoes rest 
tells your phone when you walk through Woolies that 
you need to top up!

Whether it is in conventional manufacturing or services, 
the global economy is rapidly moving to more automation 
density. In the past, automation applied mostly to a 
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MSCI ASEAN Index Weight as of 2009

Sectoral weights have not changed much over the past 10 
years.

MSCI CHINa INDeX: SeCTOraL WeIGHTS
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Unlike the MSCI ASEAN Index, there has been a dramatic 
shift in sectoral weight in China. Technology now dominates 
the Index.
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british american Tobacco (baT) 
features quite regularly in this 
publication, but understandably so 
given that it is probably our mostly 
widely held position across all client 
portfolios. Investors’ faith has been 
tested over the past two years, as 
the company’s share price halved 
from over r900 per share, to a low 
point of r424 per share in January 
last year. The reasons behind this 
precipitous decline included a more 
hostile regulatory environment in 

the important uS market, changing consumer habits and 
the impact on new technologies, and higher debt levels 
post baT’s merger with reynolds american in mid-2017. 
Since reaching the low point almost a year ago, the 
share price has recovered, with the pace of that recovery 
accelerating in recent months. That is pleasing, and has 
impacted portfolios positively. The question is whether 
this is sustainable?

There are a number of reasons why we believe that the 
recovery in the company’s fortunes has further to go:

1. The regulatory environment is improving on various 
fronts:

a. The uS food and Drug administration (fDa) has 
shelved plans to force a reduction in nicotine levels 
in cigarettes. 

b. There have been no further developments on the 
proposal to ban menthol cigarettes, in line with 
assertions from baT’s management team that 
there is no scientific foundation for such a ban. 

c. However, the fDa has increased the legal age 
for smoking from 18 years to 21 years old. Whilst 
this is clearly negative for overall consumption, 
more than half of american states already have a 
21-year age restriction, so the negative impact is 
expected to be modest.

2. The fDa has enforced a ban on pod-based flavoured 
vapors, perceived to be the major cause behind a 
sharp rise in teenage smoking. flavoured vapors 
were largely sold by unregulated companies, so this 
ban effectively helps the incumbents, whose products 
go through an approval process. 

3. When baT acquired reynolds american in 2017, 
they paid for the acquisition with debt. No new shares 
were issued. as a consequence, the level of debt 
rose threefold. Initially, that was not perceived to be 

Michael
Porter

selected few niches such as the automotive sector, but 
today robots and machine learning are becoming far 
better in most of the typical human skills, identifying 
common behavioral patterns or surveillance. Hence 
the increasingly widely-held view that in the 2020s 
we will witness an accelerated atrophy of jobs and 
occupations which will be automated. at the same time, 
the progress in technology could see a new world trade 
order as aI, robotics, cloud computing and 3D printing 
lead to a reduction in “moving parts” in products and a 
fundamental change to manufacturing and global trade. 
Increasingly, both production and consumption could be 
closer together or in the same locations. Just 3D print 

what you need – whole houses are already 3D printed 
on location and if you like a steak… print it and eat it. Not 
convinced? Watch the following link in YouTube:  https://
youtube/9ycyaHtceTu

futurists and analysts have one comment in common: 
Investment into IT, software, technology and tangibles 
is not designed to enhance productivity of labour, but to 
reduce costs and replace labour as we know it. Perhaps 
inflation will not be a 2020s problem.  The Harvard House 
investment team will continue to scour the world for such 
investment opportunities in the 2020s. One thing we can 
be sure of is that IT will be interesting!

BAT:	
The	SmOke	iS	CleAring
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It has been a challenging past five years for BAT. The share 
price has staged a recovery, but is it sustainable?
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a problem. Interest rates were low, and there was 
little concern about servicing that debt. That attitude 
changed over the course of 2018 and 2019, as uS 
interest rates started to rise. Companies who were 
perceived to have excessive debt were punished. 
Last year, uS interest rates were cut by 0.75%, 
and the forecast is for stable interest rates for the 
remainder of this year. furthermore, baT has always 
been a cash-generative company, and debt levels 
are falling fast. We expect the company to report 
a further improvement at its annual results in late 
february, and over the course of 2020. 

from the above, it is clear that three of the key concerns 
weighing on investors are lifting. at the same time, 
valuations are appealing. Tobacco is considered to be 
a staple industry – i.e., one that is not overly impacted 
to economic cycles. Other staple industries include food, 
beverages, and household goods. The chart below 
shows the forward p/e ratio for baT, unilever, Heineken 
and Nestle – the others are being used as proxies for 
the other staple sectors. It is clear that the valuations for 
this wide group of companies tends to be quite similar. 
for tobacco, that relationship has broken down – due to 
the concerns mentioned earlier. baT’s forward p/e needs 
to double for it to be in line with the others. That would 
imply a doubling of the share price without any earnings 
growth. We do not expect baT’s rating to match the 
others immediately, but we do expect the gap to close 
over time as baT proves its resilience.

Notwithstanding the cheap valuations, baT has another 
key attribute. It is cash generative, and it has a progressive 
dividend policy – a key consideration in our investment 

criteria. Over the past ten years, the dividend has grown 
from 80p per share to £2 per share – a compound annual 
growth rate of 9.3%. The equivalent rate in rands is 
11.4%, thanks to a weakening of the currency over that 
period. That growth rate is well ahead of local inflation, 
and hence your income has risen steadily in real terms 
– the cornerstone of a successful investment, in our 
opinion.

The recovery in the share price over the past 12 months 
has vindicated our faith to remain invested in this 
company. as the storm clouds continue to abate, we 
believe that baT has the potential to regain much of its 
former glory.

baT: DebT LeVeLS
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BAT used debt to fund the acquisition of Reynolds 
American, and this stretched its balance sheet. Trends are 
normalizing, which is alleviating the pressure on the balance 
sheet.
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Staples companies tend to trade at similar valuations, but 
tobacco shares have decoupled due to regulatory risks. 
Given recent developments, we expect the ratings gap to 
narrow over time.

baT: DIVIDeND Per SHare
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The dividend has grown at an average annual rate of 9.3% 
in Pounds and 11.4% in Rands, providing the investor with 
real growth in their income.
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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:

We start the new year’s seminar program with a focus on 
financial planning. Our victory at the 2019 rugby World 
Cup has quickly faded from the national conscience, 
given load shedding and other issues. In this seminar, 
robin will remind us of that victory, the tactics used to 
secure it, and what lessons can be applied to the world 
of investing.  

Please rSVP to Clare Mitchell on 033 3302164 or 
clarem@hhgroup.co.za.

Topic: investing	at	retirement:		
lessons	from	a	World	Cup	
winning	coach

natal	midlands
Date: 13th of february, 2020
Venue: fernhill Hotel

Midmar / Tweedie  road
(almost opposite entrance to 
Midmar

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

Johannesburg
Date: 18th february 2020
Venue: rosebank union Church, Cnr 

William Nichol and St andrews 
road, Hurlingham

Time: 7am for 7.30am


