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It is hard to believe that we are 22 
months into a global pandemic that 
has turned our lives upside down. 
Lockdowns, social distancing and 
masks are now ingrained into our 
routines. Restrictions on movement 
are still commonplace – and 
pervasive. Consider that only in the 
last 10 days have restrictions been 
lifted on watching live sport – and 
that is limited to 2,000 spectators. 
As parents of young children, there 

was a resounding cheer when we heard a few days ago 
that we could once again watch our children play sport – 
subject, of course, to a raft of regulations. Yet life moves 

on! It is amazing how quickly we adjust to the “new 
normal” – and get used to it. But study the chart above. 
As we have explained on prior occasions, these indices 
measure the degree to which freedoms are restricted. All 
countries started at zero before the Pandemic. 100 implies 
complete lockdown. Isn’t it scary how high some of these 
indices still are? We think that the vaccines are ushering in 
a return to normal – but we are far from that idyllic goal.

If you had predicted in March 2020 that we would still 
be grappling with this level of restriction 20 months later, 
you might well have taken a very pessimistic view of 
investment markets. After all, restricting economic activity 
for such a lengthy period would surely have the direst of 
consequences. The S&P 500 Index peaked on the 19th 
February 2020 and lost 34% over the ensuing 5 weeks as 
the Pandemic unfolded. However, just five months later, all 
those losses had been erased. What is more, today the S&P 
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SPEED READ
 � 22 months into the pandemic the world is still 

subject to various restrictions. 
 � If one had rightly predicted that Covid 

would be so pervasive, one might have 
sold all investments. A sensible decision, 
but in hindsight, one that would have been 
disastrous. 

 � US markets are trading at all-time highs, and 
earnings growth is strong, but tailwinds are 
dissipating. 

 � After a few years of exceptional returns, 
investors should moderate their expectations.

It’s hard to believe that we are now entering the 22nd month of Covid-related restrictions. China got the 
ball rolling in January 2020 with the rest of the world following closely behind. The US market peaked 
on the 19th February, whereafter it fell by 34% in just over a month.  However, within 5 months, it had 
regained all those losses and more. When the pandemic struck, no one believed that 22 months later, 
we would still be subject to mask-wearing, social distancing and rolling restrictions – as well as a high 
degree of uncertainty as to what the future held. If you had predicted that, you would probably have 
sold all your equity-related investments – with good reason. Two years of Covid restrictions would make 
the Great Depression look tame. Yet history has shown that such a decision would have been the worst 
decision possible. Markets are at record highs. The question is: what now?
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Freedoms are gradually being restored, but relative to what 
prevailed before the Pandemic, we are still subject to a lot of 
restrictions on our daily lives.

Michael
Porter
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500 is 36% higher than its peak value on 19th February 
2020. Despite “long covid” markets are as buoyant as 
ever. Surprised? It certainly feels counterintuitive to have 
markets trading at record highs given the unfolding events. 
The question is: is it justified, and where to from here?

Longstanding clients will know 
that there are two elements to 
a moving share price, namely 
the level of earnings (or profits) 
and the multiple one places on 
those profits. A sustainable rise 
in the value of a share must be 
accompanied by rising profits. 
That is the ultimate underpin. The 
valuation multiple will expand 
and contract and that is what 
makes markets move from day to 
day and from a bull cycle to a bear cycle. It is therefore 
encouraging that despite a decline due to Covid, profits 
for US companies have rebounded strongly. Profits fell by 
19% from peak to the trough in March this year, but 
have since risen sharply. So much so that profits are now 
13% higher than they were before the Pandemic took 
hold. In that regard, it is entirely justified that the market 
should be trading at new all-time highs, given that profits 
are at record levels as well. 

However, it is not quite as simple as that. Those with 
an eye for detail will notice that the S&P is 36% higher 
than its peak pre-pandemic, whilst earnings are only 13% 
higher. The difference is explained by the expansion of the 
valuation multiple (or P/E Ratio). Study the chart below. 
It plots the P/E ratio for the S&P 500 Index going back 

22 years. Whilst valuations are off their highs reached just 
a few months ago, they are still elevated. The only time 
they have been higher was in the aftermath of the Dot.com 
Bubble that peaked in 2000 when internet valuations were 
sky-high. The current high valuations are also, to a large 
extent, driven by frothy tech valuations. 

However, it is worth noting the 
dotted blue line in both charts 
(above and below.) These lines 
represent current forecasts for the 
next three years. Encouragingly, 
the growth in earnings is not 
over. As evidenced by the chart 
above, the dotted line points to 
continued earnings growth for 
the next 3 years – a cumulative 
40% from current levels. That 

is not to be sneezed at and represents significantly faster 
growth than either inflation or the broader US economy. 
The problem comes in when we translate those projected 
earnings into valuations, as evidenced by the dotted blue 
line in the chart below. Those assumptions imply that if the 
S&P 500 Index trades in a sideways range for the next three 
years then the P/E ratio will decline to about 19x over that 
period – sufficient to bring the valuation back in line with 
its long term average, but not enough to move the Index 
back into “cheap” territory. 

The simple conclusion from the above analysis is that a lot 
of good news is already captured in current stock prices. 
Current forecasts already incorporate a further easing of 
restrictions, a rise in global growth as bottlenecks and supply 
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Profits fell by 19% as the pandemic took hold and troughed in 
March this year. Thereafter, they have recovered strongly as 
economies reopened - so much so that earnings are now 13% 
higher than they were before the Pandemic.
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Valuations are near historic highs despite record levels of 
earnings. Furthermore, based on current forecasts, valuations 
in 3 years will just return to the average assuming that the 
Index moves sideways over that period.

“A sustainable rise in the 
value of a share must be 
accompanied by rising 

profits.”
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constraints ease, and a moderation in inflation. Yet some of 
the tailwinds that markets have enjoyed are dissipating. It 
appears that supply bottlenecks are not going to disappear 
any time soon – in fact, more and more companies are 
flagging this as they report results, and guiding to a period 
of prolonged disruption. Furthermore, the global energy 
crisis (for want of a better phrase) shows no signs of abating. 
Oil, gas and electricity prices remain elevated, which is 
impacting discretionary spending everywhere. The rest of 
the world is now waking up to a reality that we have long 
faced – the erosion of incomes due to uncontrollable energy 
costs. Combined, these factors are pushing inflation higher, 
rather than allowing it to moderate. 

At the end of the day, forecasts are just that. Forecasts for 
earnings 2 and 3 years away will be revised as the months 
pass and the future becomes clearer. So it may well be that 
earnings are stronger than anticipated. Nonetheless, the 
chart below highlights two interesting points. Returns are 
positive far more often than they are negative – which is 
intuitive given that profits rise over time. However, it also 
shows that investors in US markets have enjoyed strong 
returns for four of the past five years, despite the chaos 
of the past 18 months. In our opinion, investors should 
moderate their expectations. Despite the strong earnings 
growth forecast, we believe that returns for the S&P 500 

Index could range between 2-7% over the next 12 months. 
That is still solid and should exceed inflation. Yet investors 
have become accustomed to “quick gains” – for evidence of 
that just look at Bitcoin! 2022 might be a year that reminds 
us that investing is a marathon, not a sprint.

S&P 500 ANNUAL RETURNS
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Annual returns for US equities are positive far more often 
than they are negative, but given that returns have (almost) 
exceeded 20% for 4 of the last 5 years, we believe that investors 
should moderate their expectations for the year ahead.

As restrictions on our lives are lifted across the world, global travel is rebounding as people get on the move again - however you can 
expect your tickets to be more expensive as high oil prices and fewer available flights mean prices are high.



Now that we have moved back to Level 1, we are delighted 
to once again be able to host clients at our Insight Seminars. 
We will hold our next seminar in December, which will 
focus on the outlook for 2022 amd the key themes that 
we expect to unfold. For those based in the Midlands, 
please note the change of venue. The presentation will 
be followed by drinks and snacks. Seating is limited and 
subject to regulation, so please ensure that you book.
. 

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 (RF) Pty Ltd (“BCI”) retains full legal responsibility for the third party named portfolio. Boutique Collective Investments 
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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 

Performance figures quoted for the portfolio is from Morningstar, as at the date of this document for a lump sum investment, using NAV-NAV 
with income reinvested and do not take any upfront manager’s charge into account. Income distributions are declared on the ex-dividend date. 
Actual investment performance will differ based on the initial fees charge applicable, the actual investment date, the date of reinvestment 
and dividend withholding tax. Performance fees do not apply to any funds managed by Harvard House. The manager does not provide any 
guarantee either with respect to the capital or return of the portfolio. A schedule of fees, charges, and maximum commissions are available 
on request from the manager.
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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:

Topic: 2022: a brighter year?

Natal Midlands
Date: 2nd of December
Venue: Oasis Conference Centre,

72 Main Road, Howick
Morning Time: 10am for 10.30am
Evening Time: 5.30pm for 6pm

Johannesburg
Date: 13th January 2022
Venue: Rosebank Union Church, Cnr 

William Nichol and St Andrews 
Road, Hurlingham

Time: 7am for 7.30am

Harvard House is on Facebook

Harvard House is on YouTube

https://www.facebook.com/HarvardHouseSouthAfrica
https://www.youtube.com/channel/UCMmM_c5RjK5P-IdRN3JOh7A
https://www.facebook.com/HarvardHouseSouthAfrica
https://www.youtube.com/channel/UCMmM_c5RjK5P-IdRN3JOh7A

