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In a recent portfolio review with a 
client, he told me a quotation often 
attributed to Albert einstein:

“The very definition of insanity 
is doing to the same thing and 
expecting a different result.”

A little research determined that 
this was in fact a quote from 
the book narcotics Anonymous 
published in 1981 and not the 
famous scientist (nor mark Twain 

or Franklin D roosevelt to whom it had also been 
attributed. In fact, I too believed that this was einstein’s 
quote). This of course made me think of how often 
we hold convictions that can prove to be false and 
consequentially detrimental.

Investing is a complex activity that is deeply affected 
by our emotions related to money. These emotions are 
no less visible when markets plunge and our statement 
values decline alarmingly. There is not a soul, not even 
the hardiest of investment professionals, who does not 
experience some varying degree of anxiety at value lost. 
malcolm Gladwell, in his best-seller blink, discusses 
how police officers involved in high speed car chases 
experience a narrowing of focus and the inability to take 
in a wider range of stimuli. It is this phenomenon that has 
led to fatal shootings as the pursued individual reaches 
for their wallet that the officer thought was a gun. More 
than 45 years of assisting clients with managing their 
money leads us to believe that in the face of extreme 
market movements, clients too, become unable to 
absorb broader stimuli and often that leads to action with 
almost as severe long-term consequences. In Gladwell’s 
book he explains how a secondary officer, not part of the 
original primary reaction and chase, is required to come 
in and make the arrest, in the hope of them being able 
to absorb better wider context and make better informed 
decisions. Hopefully what this note will achieve will be 
something similar - wider context and better decision 
making.

Property: the decade’s ‘villain’

2020 has witnessed the collapse of the listed property 
sector. The industry has suffered a double whammy and 
it has left sentiment toward this sector at a low not seen 

in South Africa since the prime interest rate peaked at 
over 25% in the late 1990’s. 

South African property was already under pressure from 
slowing economic growth. Consequently, locally-listed 
property funds actively sought out foreign assets to 
diversify and local asset managers, such as ourselves, 
pursued dual-listed stocks owning commercial property 
in foreign, high-growth jurisdictions such as romania, 
Poland, and Australia, as well as a few other developed 
markets such as the UK, Spain and Germany.

Property had become a staple for investors seeking 
high income yields and equity-like returns over 20 
years had also attracted its fair share of speculators 
wishing to cash in on the ‘flavour of the moment’. For 
Harvard House, it was all about yield. In portfolios where 
clients were seeking above average income draws our 
investment philosophy of pursuing escalating incomes 
used property to enhance the overall yield. Capital 
growth was an additional bonus, but primarily our pursuit 
was yield.

enter stage right (and left) the Covid-19 Pandemic. This 
proved to be a property confidence killer. Like every other 
business, property businesses lost revenue streams. In 
addition, they were not just dependent on end consumers, 
but also on the health of other businesses. The business 
could survive but downsizing may leave a large surplus 
in supply. If that wasn’t enough, Amazon, Zoom and 
Teams added a further blow to property sentiment. Huge 
online adoption of e-commerce along with the ability to 
communicate with big groups online led to the hailing of 
a new dawn – property is dead! malls will disappear, to 
be replaced by home deliveries. ‘Work from home’ will 
become the new mantra of the employed.

Property, like many sectors before it, has become this 
decade’s villain, with investors holding their head in their 
hands at destruction of portfolio values. Late entrants 
have been particularly hard hit.

Investors everywhere are screaming at their asset 
managers and advisers ’Do SomeTHInG!’ especially 
as other asset classes like gold and technology provide 
envious returns in the midst of the pandemic.

DON’T jUsT sIT There. 
DO sOmeThINg!

Robin
Gibson
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The same play with different actors?

but have we seen this all before? Well actually, yes. 
many times.

We thought it best to look at some recent history, how it 
played out and what we could apply in this situation.

Let us rewind to 2004. South Africa had come through 
a particularly depressing 6-year period of no growth 
and general economic malaise. We were awarded 
the FIFA World Cup, but more than that, the Chinese 
economy was in the midst of an industrial expansion and 
infrastructure boom of epic proportions. resources were 
in scarce supply because of historic mining doldrums, 
commodity prices soared (oil and platinum traded at 
$150 per barrel and $2,200 per ounce respectively) 
and miners profits soared exponentially. Investors threw 
capital at mining houses hand over fist to bring on new 
operations. Happy days….and then the music stopped!

The Financial Crisis proved to be the inflection point. 
There was a short-term recovery but by the end of 2015, 
big ‘blue-chip’ mining houses with debt laden balance 
sheets were facing an uncertain future. Leading the pack 
was Anglo American plc, the South African powerhouse. 
Those with long memories will recall how Anglo was 
under enormous pressure to sell off its prize assets to 
raise cash and repay debt. It hesitated, the cycle turned, 

and the company was saved from making some poor 
decisions.

over the period of the mining sector’s woes, the 
listed property sector was making sizeable strides 

forward. over the 8-year period when Anglo American 
experienced it’s 90% decline, the listed property sector 
doubled in value, investor demand ballooned. by the 

end of 2019 the unit trust real estate sector had swelled 
to 43 funds (with only 7 in the resources sector).
now imagine you had bought 100 Anglo American 
shares at the peak of r550 per share, an investment 
of R55,000. Assuming you held firm as it fell and then 
recovered after the Global Financial Collapse (GFC) in 
early 2009, by late 2015 you would have been berating 
yourself for not taking any action as it dived towards r50 
per share. Had you ultimately capitulated on the last 
trading day in 2015, then your 100 shares would have 
realised net proceeds of just r6,899.

Had you then switched the proceeds from the sale of 
Anglo into the SAPY Index (or a tracker fund replicating 
it) pursuing action towards a better result and choosing 
the “hot sector” at the time, you would have effectively 
jumped out of the frying pan and into the fire. The property 
sector continued upward until late 2017, whereafter it 
started a steady decline. This was severely accelerated 
by the Covid-19 Pandemic. Sadly, your r6,899 realised 
from your sale of Anglo American would have shrunk 
further to just r2,730 in early September 2020. 

Furthermore, it would be devastating to discover that 
Anglo American staged a phoenix-like recovery and 
appreciated more than 5-fold since you sold out. This 
is often known as the asset manager’s curse! In fact, if 
you had just held your 100 Anglo American shares then 
by the 11th September 2020, your 100 shares would be 
worth r41,600 (still 75% of your purchase price) and you 
would have collected just short of r8,700 in dividends. 
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before plumbing the depths of R53 per share 8 years later, a 
decline of 90%.
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make no mistake, this is not exciting. The point of 
investing is to grow your money faster than inflation, and 
this was certainly wealth destructive, not wealth creating, 
but nonetheless it does warn us to carefully consider our 
actions before chasing what may be ‘hot’ right now.

Applying the lessons learnt

So, here we are again! Property, once-hailed as the 
new super asset class that yielded income like cash but 
growth like equity, has turned into a failed Apollo rocket. 
As investors ponder the future of this asset class, often 
referred to colloquially as ‘safe as houses’ they are 
assaulted with headlines of technology stocks soaring 
to new highs on stupendous valuations. Watching your 
portfolio wilt while hearing your ignorant neighbour 
boast about stratospheric returns is just a step too far. 
Something needs to be done.

Let me consider the example of an actual investor. He 
purchased 4000 shares in Growthpoint, probably the 
bellwether of the sector, for r113,000, equivalent to 
r28.25 per share. This was not quite the peak of the 
share price, but not far from it.
 
The share drifted off due to concerns over the SA 
economy and an over-supplied property sector. 
Growthpoint drifted into 2020 at around r22 per share, 
fell to r21 per share on the initial Covid concerns, and 
then collapsed to almost r10 per share at the peak of 
the panic in march. At the time of writing this article, 
the price had recovered to r12.32 per share, still down 
some 56% from the entry point. The market value had 
fallen to r49,280. This is gut wrenching for any investor.

As an asset manager who bought Growthpoint into 
the client’s portfolio for long term income provision into 
retirement, we need to assess our position within this 
context. (bear in mind that when we made the investment 
decision, we were not thinking 6 months or even 1 year 
into the future, but rather 10+ years).

Listed Property companies (along with their equity 
counterparts) have used the Covid-19 pandemic as an 
excuse to retain their income distributions. In most cases, 
this is prudent as it is always preferable for companies 
to bolster their balance sheet to secure their future. In 
2019, Growthpoint paid an income distribution of r2.18 
per share, which meant this client banked r8,720 from 
this holding, or an income yield of 7.7%.

In April based on early analyst expectations we adjusted 
this income to r1.83 for the 2020 year based on non-
payment of rentals as a result of the pandemic. This 
would have meant r7,320 in the bank, down just 16% 
on last year.

Growthpoint released results in early September. It 
delayed its actual decision on the dividend payment 
until the end of December hoping for a relaxation in the 
SArS requirement to pay 75% of its distributable income 
(an amount of r1.37 per share) in order to retain reIT 
status. (This status allows for profits to not be taxed in 
the hands of the company but rather in the hand of the 
individuals who receive the dividend). It is important to 
note that at a market value of r49,280 this income of 
r1.37 on 4,000 shares represents a yield of 11.1% per 
annum.

If we work with this number, let us assess our options. 
This is not an exclusive list, but represents a range of 
options that clients have proposed:

1. I can move to a money market fund and collect 4.9% 
income yield, likely to decrease further in the coming 
months. my capital will neither decline further nor 
have any chance of recovery. my loss will be real 
rather than nominal.

2. I can move to a fixed deposit for 5 years, at a likely 
interest rate of between 6% and 7.5% per annum. 
Again, my loss is confirmed and capital recovery 
impossible.

3. I can sell out and purchase one of the top performing 
shares or funds over the last 12 months. examples 
of this may be to move offshore and buy the S&P 
500 Index (approximately 20% in rand terms over 
the last year) or the nasdaq Index (up about 46% in 
rand terms over the last year) or even a share like 
naspers on the JSe (up 20% over the last year) or 
even buy Gold (up 24.9% over the last year). 

AnGLo verSUS LISTeD ProPerTY
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Anglo enjoyed a “phoenix-like” recovery from 2016 onwards, 
whilst listed property stagnated, and ultimately came under 
pressure due to the pandemic.
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Let us return to our Growthpoint example and consider 
the investment fundamentals and then consider these 3 
options and their outlooks.

We believe that the investment fundamentals (which 
most people are ignoring at present) support a better 
share price than the current r12.32, notwithstanding 
the “second wave” of the pandemic that we are currently 
experiencing. Consensus expectations conservatively 
suggest that the share price can comfortably recover 
to r18 per share despite the recent Covid impacts. In 
addition, there is strong reason to believe that income 
distributions could steadily recover in the next 3 years 
to around r1.80 per share, equivalent to r7,200 on 
4,000 shares or a yield of 14.6% based on the current 
current market value. However, we would prefer to be 
conservative, and assume that that it will take 3 years 
to recover. (We do believe that the pandemic is still 
ongoing and the outlook will only become clearer once 
lockdowns globally are firmly a thing of the past). The 
following table indicates an expected total return on 
Growthpoint for this investor:

Therefore, even on a fairly conservative basis, and 
regardless of whether the current share price declines 
further in the short term, the medium-term return and 
yield is fairly attractive. Let’s compare it against the 3 
options we considered above:

1. holding shares versus Cash or money market
• Current yield is better (11.1% versus 3 to 4%)
• Potential growth and/or capital recovery is 

better (capital upside of between 18% to 45% 
versus zero on cash)

• but there is risk of further capital downside 
(versus no downside on cash)

2. holding shares versus a Fixed Deposit
• Current yield is better (11.1% versus 6% to 

7%)
• Potential growth and/or capital recovery is 

better (capital upside of between 18% to 
45% versus zero on cash)

• but there is risk of further capital downside 
(versus no downside on cash)

3. holding shares versus purchasing recent  
 performers

• If the Growthpoint share price only recovers 
to r14 and pays no more than r1.37 for the 
next 2 years, then the total return is 35.9%. 
In order to get a similar return, the following 
will need to happen:

*These options are opposite ends of a spectrum. For example, 
the Rand can devalue to R 18.50/$ and the S&P 500 rise to 
4,127 and the effect will be the same as the pure index change 
or pure Rand change.  

Conclusion

We cannot undo the 
events that have 
led up to today. 
Shareholders who 
have experienced 

steep declines in share prices in their property holdings 
are rightfully concerned and feel the need to act. 
However, we hope we have demonstrated both through 
our historic examples and a fairly conservative outlook 
that the risk of any of the other 3 options is far too great 
to contemplate and that holding on for a recovery over 
the next 3 years is really the best investment decision. In 
short, doing nothing IS doing something!

We started this article with a perceived quote from Albert 
einstein. We would like to close with a quote that is 
definitely attributable to that great man, and one which 
we believe to be very apt, despite how we all feel:

“What is right is not always popular and what is 
popular is not always right.” 
    ― Albert Einstein

Share Price Dividend 
Distribution

Yield versus 
current price

Growth from 
current price

Total return
(Share Price + 

Yield)

Total 
Annualised 

return
r12.32 (current) r 1.37 11.1% - 33.3% 11.1%
r15.00 r 1.55 12.6% 21.8% 59.5% 15.7%
r18.00 r 1.80 14.6% 46.1% 89.9% 21.6%

Asset Price change or rand 
Change

S&P 500 Index From Index level  
3,281 to 4,460*

From 
16.80/$ to  
r22.83/$*

nasdaq Index From Index level  
10,778 to 14,647*

or as 
above*

naspers From r 2891.64 to  
r 3,929

n/a
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over the past 7 weeks, there has 
been a quiet and subtle change in 
leadership across the JSe. Prior 
market darlings have stagnated 
and declined, to be replaced 
by largely domestic sectors 
that have been previously been 
shunned. The chart below shows 
the performance of the 3 primary 
sectors of the JSe for the year to 
date. not surprisingly, the JSe as 
a whole is still firmly in negative 
territory for the year. but whereas 

resources and technology (naspers) led the recovery 
post march, more recently that has changed. resources 
have come off the boil – a combination of a stronger 
currency and concern about near term commodity prices 
(despite copper and iron ore continuing to trade at near 
record levels) – and domestic sectors have started to 
shine. This is shown in the second chart – where banks 
and retailers have performed well in recent weeks, only 
to succumb in the last few days to the general “second 
wave” induced selloff that has occurred globally.

In that vein, the entire investment community (indeed, 
the entire country) was on tenterhooks as the minister 
of Finance delivered his budget update. medium-term 
budget speeches are not normally associated with major 
policy changes or implementations. The speech on 28 
october was a repeat of this norm. However, there was 

some clarity on a few highly debated topics.

• SAA – it would appear that Pravin Gordon has won 
this fight. Another r10.5 billion bailout has been 
granted, funded from reductions to policing and 
education. many would argue that those priorities 
are the wrong way around. 

• no other Soes where mentioned, except r7 billion 
to the distressed Land bank.

The latest set of forecasts on income, expenditure, the 
deficit and the level of outstanding debt remains a major 
concern as SA has been in a structural economic decline 
since 2010. The impact of Covid-19 has only added to 
a worsening economic environment. Although there are 
lots of analysts and economists who have termed the 
latest budget as “better than expected”, it still leaves one 
major question unanswered: is there enough political 
willpower to implement the reforms required and if so, 
how fast will implementation be?

The “better” outlook over the next three years all hinges 
around the proposed cut in the government’s wage bill. 
Forty percent of total government expenditure comprises 
government salaries. The proposed expenditure cuts of 
r300 billion over the next three years are substantial 
and will inflict pain all around. The policy document has 
carried the following alarming paragraph: 

“over the past decade, increased government spending 
has failed to promote growth. Since 2008, real spending 
growth has averaged 4.1 per cent annually, well above 
annual real GDP growth of 1.5 per cent. Yet despite 
high levels of expenditure, supported by increased debt 
accumulation, growth has not recovered to pre-2008 

greeN 
shOOTs?

HH Team
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Resources have been the strongest sector of the market to 
date, but that has given way recently.
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Banks and retailers have performed well over the past 6 
weeks, signaling a change in attitude towards domestic 
sectors.
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levels.” (emphasis added). Treasury makes a further 
comment that rather than cuts being a drag on growth, 
they could in fact boost growth as government makes 
way for the private sector. 

The freeze of the public servants’ wages for this year 
and the next three is the linchpin of the budget. In 2014, 
government introduced an expenditure ceiling which 
resulted in expenditure been slashed in Infrastructure, 
goods and services in health and education budgets, 
as personnel cost grew and land reform and defense 
budgets were steadily undercut and diminished. (It is 
no wonder that Denel is also holding out the begging 
bowl). There has also been underspending by provinces 
and municipalities on capital budgets. These “surpluses” 
have now all been used up. The real question is whether 
government employees will buckle under the proposed 
wage freeze? 

Despite the proposed expenditure cuts, the debt ratio 
has deteriorated further. The most significant miss for 
us was that actions fell short of June’s active scenario 
proposals, which were based on cuts of r230 billion 
to non-interest, non-wage bill components. This would 
have stabilised debt below 90% of GDP, but instead it is 
now expected to peak closer to 95% in FY 2025/26 – two 
years later than previously forecast. (As a reminder, a 
ratio of 87% was projected in the Supplementary budget 
just after lockdown, and expected to be attained in FY 
2023/24.)

We have mentioned the crux of the budget. The other 
major risk is what all ratios are based upon; the GDP 
number. To be fair, national Treasury are much more 
conservative in their GDP estimates versus the 
Supplementary budget forecasts – 
which does give the budget far more 
credibility. Seasoned investors will 
remember that Treasury was guilty of 
over-estimating growth for a number of 
years, in an effort to “make the numbers 
look better.” They have revised their 
growth forecasts weaker in 2020 to 
-7.8% (was -7.2%), though the forecast 
profile was lifted moderately to 3.3% 
and 1.7% in the following two years 
(from 2.6% and 1.5% respectively).

The chart below highlights the risk of 
SA stumbling at the “growth hurdle”. 
The study indicates that real economic 
activity will only return to 2019 levels 
of output by the end of 2024.  SA can’t 
afford to fall asleep at the wheel. The 
hard choices are now upon us. The 

comment by mr mboweni that SA is borrowing r2 billion 
a day was designed to shock the country into accepting 
the reality that things need to change, and that we need 
action now.

The speech does nothing to alter our expectations and 
portfolio construction. The sharp rally in local shares 
is a reminder that despite all the challenges, we have 
good and resilient companies here that are trading on 
excessively cheap valuations. This is not the time to be 
ditching Sa entirely. but at the same time, the challenges 
facing our country have not gone away. Consequently, 
some global diversification is required to gain exposure 
to economies and industries that have growth potential.  
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Banks and retailers have performed well over the past 6 
weeks, signaling a change in attitude towards domestic 
sectors.
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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


