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Who would have guessed at the 
start of the year that just 10 weeks 
later the world would be turned on 
its head? The past 9 weeks or so 
have been extremely challenging 
for most people – a complete 
disruption of daily life, routines, 
work, and leisure activities. never 
before has there been such a 
stringent clampdown on freedom 
of movement. As you all know, this 

has taken its toll on the global economy – 2020 will bear 
witness to the worst global recession since World War 
2. The speed and scale of the global lockdown has been 
so swift and pervasive that it has made a mockery of 
some statistics – the numbers are so out of line with 
historic norms that any comparison to history is almost 
meaningless. nonetheless, charts and pictures say a 
thousand words. We look at charts and study data all 
the time, so we thought it might be worthwhile to share 
some of these with you, in order to put some perspective 
on current events. 

Over the past few weeks, the world has started 
to “reboot”, and even SA is gradually climbing out 
of 1st gear. So, are there any green shoots yet? 
Generally, it is far too early to see any evidence of a 
recovery, but there may be small pockets of hope.  

(All data is to the 25th May.)

A pIcTUre sAys A 
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Oxford stringency Indices
One of the amazing developments to emanate from this crisis 
is the global co-operation and sharing of knowledge. One 
such example is a team from Oxford university, who have 
calculated “Stringency Indices” for each and every country. 
These indices measure the extent to which countries are still 
in lockdown. A value of zero implies full freedom and mobility, 
and every region started the year at zero. china was the first 
to impose a lockdown, specifically in Hubei province. This 
chart is interesting. It shows that, despite preconceptions, 
china’s lockdown was not as draconian as some in europe. 
What is concerning is that after a relaxation in restrictions, 
china’s index has risen again – a warning for other countries. 
So far, Italy has relaxed restrictions by the widest margin, 
with relatively minor relaxations in the uK. What should 
be concerning is the fact that globally, restrictions remain 
extremely draconian. We have a long way to go before life 
returns “to normal.”

Global covid-19 cases and Mortality
As at the time of writing, a total of 5.4 million cases of covid-19 
have been recorded globally. That is a lot, given that cases were 
largely confined to china until mid-february, and only in late 
february did the number of cases around the world really start to 
rise. Over the past week, global new cases have averaged about 
100,000 per day. The chart alongside shows two statistics. The 
dark line shows the rate of growth in new cases (measured by 
a rolling 5-day moving average). Having accelerated sharply in 
late february and March, the rate of growth has slowed to less 
than 2%. So, despite the actual number of new cases being near 
record highs, the growth rate is slowing as the base grows bigger 
and bigger. The slowdown in the spread of the virus has given 
markets hope that the worst is behind us. The light blue line shows 
the global mortality rate – which at first glance looks horrific. But 
this too is slowing, and is believed to be overstated due to the 
limited testing that has been done. 
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SA cOVId-19 MOrTALITy rATe
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sA stringency Index
In contrast to the stringency indices shown for other countries 
on the prior page, SA has been subject to some of the most 
draconian lockdown measures. few other countries have 
reached a level above 90 – and one could argue given 
the number of both cases and deaths that the uS and uK 
would have had every justification to implement even stricter 
measures. That hasn’t been the case. furthermore, note 
how the move from level 5 to level 4 hardly changed this 
Index at all. That is the reason why there has been so much 
widespread criticism of the government, and its handling of 
the crisis in recent weeks. regulations remain overly harsh 
relative to the circumstances on the ground. As we all know, 
SA will move to “Level 3” in June. What is encouraging is 
that revised regulations for Level 3 appear to be far more 
sensible that what was initially documented. This should see 
a material reduction in our Stringency Index as the month of 
June progresses. 

sA Growth in New covid-19 cases
Let us now turn to the situation in SA. The handling and science 
behind our initial lockdown were widely praised. The aim was 
to “flatten the curve” and prevent the healthcare system from 
being overwhelmed while the country prepared for the worst. 
This strategy does seem to have paid off. The rate of growth 
in new cases has been well behind the experience of other 
countries. To date, SA has 22,500 cases, which ranks us in 
32nd place in terms of countries with the most cases. However, 
what we all know, and what is concerning is that the rate of 
growth in new cases is far higher than the global average. 
Globally, the growth rate of new cases is below 2% - in SA, 
it is almost 6%. Over the past week, we have recorded an 
average of 1,000 new cases every day, and this number will 
surely rise as restrictions are relaxed. But, like elsewhere, the 
higher number of cases is also a function of more widespread 
testing. We must be careful to keep the statistics in context.

sA Mortality rate
One area where the SA experience has far exceeded the 
global norm is the level of mortality emanating from this virus. 
Globally, the mortality rate peaked at 7%, and is now hovering 
around 6.5%. As I explained before, there is a wide degree 
of scepticism globally as to whether this is accurate, given 
that it is likely that many people have the virus who have 
neither been tested nor died therefrom. Therefore, it is widely 
assumed that the mortality rate is overstated. nonetheless, 
its measurement is consistent, which allows for comparison. 
In SA, the mortality rate is just under 2%. This is far better 
than the predictions, which guided for a higher mortality rate 
in SA due to the high number of health-compromised people. 
Whether our mortality rate is lower because of poor statistics 
is impossible to tell, but this outcome has certainly been a 
powerful argument in favour of relaxing the lockdown. 
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uS SerVIceS PMI Index
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Us services pMI Index
usually when we discuss the PMI Index, we are referring to 
the manufacturing sector, but PMI indices are also calculated 
for the services sector as well. Alongside, we have shown 
the Services PMI Index for the uS. We have chosen the 
uS because they have the longest track record and history, 
but the trend is similar for most countries, especially across 
europe. Traditionally during recessions, the manufacturing 
sector bears the brunt of the slowdown – services tend to 
be far more resilient. not so in this crisis. This time, it is the 
services sector that has suffered. The PMI Index collapsed 
from a level of 54 prior to the crisis to a low point of 27, but 
the preliminary data for May suggests a bounce to 37 – an 
improvement, but still well below the neutral 50-line. Given 
that so many “leisure” industries (such as restaurants, bars, 
travel, hotels etc.) are still closed, this index may take longer 
than expected to regain its former levels.

uS uneMPLOyMenT rATe
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Unemployment
We are all aware that unemployment is rising rapidly in our 
own country, and indeed around the world. It is one of the 
clearest indications of distress. Once again, we have chosen 
the uS as an example, because their data is the most up-
to-date of all the large economies. Since the crisis began in 
earnest in mid-March, 36 million Americans have filed claims 
for first-time unemployment benefits. The rate of increase 
has slowed in recent weeks. But to put it into perspective, 
unemployment claims averaged about 550,000 per week 
over the financial crisis. So far, the weekly average over 
covid-19 has been 4.3 million. This has fed directly into the 
unemployment rate. Long the envy of many countries, the 
uS has experienced a period of sustained job growth, which 
took the unemployment rate to record lows below 4%. In April, 
that collapsed to 14.7%, and it will probably rise above 20% 
when May’s data is released. A short-lived lockdown may see 
a sharp improvement, but only time will tell. 

Global Vehicle sales
Whilst it feels that the lockdown has lasted a lifetime already, 
in reality its only been 8 – 10 weeks and hence economic data 
is a little out of date, especially given the fact that conditions 
are changing so quickly. nonetheless, one statistic worth 
contemplating is global vehicle sales. The auto industry is 
a useful gauge of activity, because it is one of the largest 
manufacturing industries in the world. The chart alongside 
shows global vehicle sales for the uS, other developed 
countries, and china. The uS was traditionally always the 
largest global car market, selling about 17 million units p.a. 
That slumped to under 7 million units in April, well below the 
trough during the Gfc which saw the “cash for clunkers” 
scheme to encourage old vehicle replacement. Other 
developed countries, (incl. europe) have been just as weak. In 
the uK, they sold just 4,300 cars in April (vs a normal monthly 
rate of well over 250,000 units.) But china is interesting. Their 
market also collapsed during lockdown, only for sales to have 
quickly rebounded to prior levels. The first green shoot? 
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eArnInGS cHAnGeS fOr SeLecTed IndIceS
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Trends in earnings
Given the consensus forecast that 2020 will mark the worst 
recession since World War 2, it is not surprising that earnings 
forecasts for companies are being cut aggressively. This 
chart shows the trend for earnings estimates (measured as 
a percentage change for the next 12 months) for earnings for 
the four same indices as the prior chart. The dark blue line 
is the S&P 500. for that index, analysts expected earnings 
to grow by 15% at the start of the year, but as the year has 
progressed, those estimates have been steadily lowered, 
to the point where earnings over the next 12 months (i.e., 
until May 2021) are now expected to fall by 11%. Quite a 
turnaround, but forecast revisions for europe and the uK have 
been even more brutal. What is interesting is that earnings 
are still expected to grow for both regions, but just at a much 
slower pace. This is due to the composition of the indices 
and currency weakness (both GBP and euro). In contrast 
to the S&P 500, earnings for the nasdaq Index (technology 
companies) remain positive, but they have also been subject 
to steady negative revision. 

fOreIGn IndIceS: fOrWArd Pe rATIO
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Foreign Valuations
The combination of the above two charts provides an insight 
into current valuations across different markets. usually we 
look at historic Pe ratios, which reflects earnings over the 
past 12 months relative to current prices. The chart alongside 
shows forward Pe ratios – i.e. expected earnings over the 
forthcoming 12 months (as per the chart above) relative to 
current prices. This provides an indication of where valuations 
would be in 12 months’ time should current forecasts come to 
pass. A quick glance is all that is required to see that valuations 
are rising fast, but that is to be expected during times of crisis. 
earnings are falling due to poor current conditions, but prices 
are rising due to the optimism that better times lie ahead. 
In other words, the market is looking through the weakness 
expected over the remainder of 2020 in the firm belief that 
2021 will be much better. The forward Pe ratio has never 
been this high for either the S&P or nasdaq indices. european 
valuations are a little more circumspect. Whilst we agree with 
the opinion that technology will continue to grow exponentially, 
current valuations don’t leave much room for error. 

Foreign Markets
Let us now turn our attention to markets. After all, that is 
ultimately what we are interested in. The chart alongside 
shows the performance of several key indices around the 
world, all rebased to 100 at the start of the year. The broad 
uS market (as measured by the S&P 500 Index) started the 
year on a positive note, rising about 5%, before plunging in 
the wake of the crisis. nonetheless, it has rebounded quickly, 
and is now down only about 7% for the year. not bad given 
the expectation that the uS economy will contract by over 7% 
this year. The same cannot be said for the uK or european 
indices, both of which are still 20% - 25% lower than the start 
of the year. Why the discrepancy? A closer look reveals that 
the strong uS performance has been almost solely due to the 
rebound in the technology sector as measured by the nasdaq 
Index. Tech companies started the year on a stronger note 
and proved to be more resilient during both the collapse and 
the rebound. That index is now positive for the year – up 4%. 
europe and the uK do not have large technology industries, a 
significant disadvantage for the years that lie ahead. 

GLOBAL MArKeT PerfOrMAnce
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yIeLd SPreAd TO uS TreASurIeS
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The hunt for yield
“The hunt for yield” became a popular catch-phrase post the 
financial crisis. At that time, interest rates were slashed to 
zero around the world – the first time in living memory that 
it had occurred. Suddenly income investors were at a loss. 
Traditional sources of income, whether it be cash, money 
market or bonds, generated no income. The “hunt” was on 
for undiscovered sources. One of those turned out to be 
high-yielding bonds in emerging markets, including SA. Over 
the period from January 2009 to december 2018, foreigners 
invested more than r350 billion into our bond market, taking 
advantage of the higher income on offer. central banks tried 
to normalize interest rates over the past few years, but only 
the uS managed to steadily increase interest rates. now they 
have plunged again. Once again, SA stands out as a source 
of good income in a sea of zero interest rates. As the chart 
shows, only Turkey (amongst all comparable countries) offers 
higher yields than we do.  

fOreIGn InVeSTMenT InTO BOndS
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Foreign Investment into sA Bonds
In conjunction with the chart above, this chart highlights the 
monthly net flow into (or out of) SA government bonds. Whilst 
the trend is quite volatile, there is a clear distinction between 
the first 24 months (2016 and ’17) and the last 30 months. 
Inflows have been replaced with outflows, as foreigners grew 
increasingly sceptical of government policy. This culminated 
in our sovereign credit downgrade at the end of March, which 
was preceded by a wave of foreign selling – r55 billion in 
March alone. Some of this selling was carried over to April 
and May, due to index issues. Whilst it is certainly not good 
news that we have descended into “junk” status, outflows 
have been mitigated by the resurgence of the “hunt for yield.” 
SA offers attractive interest rates and a simultaneous weak 
currency – an attractive option for foreign investors. Globally, 
debt has risen exponentially as authorities tried to insulate 
their economies from the covid crisis. Higher interest rates in 
future are going to be crippling, which suggests that interest 
rates may stay lower, for longer. 

sA Interest rates
Those clients with long memories and who had mortgages 
and car finance will not remember too fondly the spike in 
interest rates during the emerging Market crisis of 1998. 
Interest rates rose by 700 basis points in the space of just 
five months, to a peak of 25.5%. Twenty-two years later, we 
are currently witnessing some of the lowest interest rates on 
record in this country. The reserve Bank has cut local interest 
rates by 2.75% this year, bringing the prime rate down to 
7.25%. despite the weakness in the currency, the collapse in 
oil prices together with the weak economy means that there 
is barely any inflation (at least accordingly to the SArB). That 
has given them scope to lower rates in an effort to boost the 
economy, and provide relief to those with debt. However, this 
is a double-edged sword. Those same investors who were 
forced to pay exorbitant interest rates 22 years ago may now 
be living of interest earned on cash savings. Income has 
evaporated. Once again, borrowers are being rewarded at the 
expense of savers. If it stimulates the economy back to life, it 
is a price worth paying. If not, then everyone loses. 

SA PrIMe InTereST rATe
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JSe fOrWArd Pe rATIO
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Jse Forward pe ratio
Similar to the chart for various global indices, this chart plots 
the forward Pe ratio for the JSe. I have shown 2 different 
indices – the All Share (which most people are familiar with) 
and the All Share capped Index. In our opinion, the All Share 
capped Index is a far better benchmark to use for the local 
market, as it caps the weight of selected shares to ensure 
they do not become too dominant, and therefore distort 
the broader market. On the JSe, a handful of companies 
(naspers, BHP Group, richemont) have become so large 
that they do distort the All Share Index. using the All Share 
capped Index, the forward Pe ratio is now standing at 10x, 
whereas the equivalent for the traditional All Share Index is 
11.5x. nonetheless, either way, valuations are cheap, and 
the trend on the JSe is in stark contrast to the same chart 
for global indices which showed valuations nearing all-time 
highs.  
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The rand
finally, no commentary would be complete without a quick 
word on our beleaguered currency. As this chart shows, the 
rand is always vulnerable to weakness during periods of 
global stress and crisis. As a liquid, highly-tradable currency, 
the rand is traded aggressively, which tends to exacerbate 
the moves – in both directions. This crisis has been no 
different. The rand started the year at 13.98 to the uS dollar. 
At its weakest closing point, it reached 19.09 to the dollar, a 
staggering 27% depreciation in just 4 months. But as the chart 
shows, and despite all the predictions of doom and gloom, the 
rand often stages a comeback – even if it is temporary. At 
the time of writing, the rand had strengthened back to 17.60. 
Given that the trade balance is in surplus, and the pressure 
on our current account has been reduced (for many reasons), 
the rand could strengthen further as the global economy 
reboots. But, as is so often the case, these gains will be short-
lived unless government accelerates its reforms. The crisis 
has given them a golden opportunity to do so. Let us hope it’s 
not wasted. 

sectoral performance of the Jse
When we discuss the different sectors of the JSe, we often 
tend to focus on just the “Big 3” – resources, financials and 
Industrials. All Industrials are lumped together. This chart 
breaks that category down further into various industries. 
It highlights the huge discrepancy between sectors, which 
is masked when one just studies the All Share Index. for 
example, the All Share Index is down 12% so far this year – 
reasonable and understandable under the circumstances. But 
just focusing on the All Share masks the huge discrepancy 
between individual sectors, as well as the fact that only a 
handful of companies are holding up the entire market. naspers 
(and Prosus) are together our biggest companies, and they 
also happen to be some of this year’s top performers. They, 
along with the gold sector and BAT, are really the only shares 
with positive performance this year. That’s 5 or 6 companies, 
out of about 165 that make up the All Share Index. The rest 
of the market is weak, especially sectors deemed reliant on 
the SA economy. Let us hope that the move to Level 3 is the 
catalyst for these sectors to start their recovery.  
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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:

Given the prevailing circumstances, the speed at 
which conditions are changing, and guidelines from 
Government on social distancing, our Insight seminars 
will be postponed until further notice. 

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

Topic: N/A

Natal Midlands
date: n/A
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: n/A
Venue: rosebank union church, cnr 

William nichol and St Andrews 
road, Hurlingham

Time: 7am for 7.30am


