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Annual SA Equity Returns

The saying that “a picture says a thousand 
words” is very apt for this chart. It shows annual 
equity returns for the JSE since 1960, broken 
down into different buckets. More often than 
not, returns for the JSE lie between 0% and 20%. 
This is a timely reminder than whilst markets 
can certainly provide fireworks from time to 
time (look no further than 1979!), investors 
should remember that investing is a marathon, 
not a sprint. Returns have been negative on only 
13 different occasions, the last being in 2018 
when the market fell by 11%. Returns in 2019 
and 2020 were positive – but only just. That 
is not surprising given the recession caused by 
Covid and the malaise in which SA finds itself. 
As I alluded to earlier, Covid remains very much 
part of our lives and yet markets have shrugged 
this off to deliver a great performance over the 
past 12 months. The JSE gained 27% - with almost 5% of this return coming from dividends alone.

The Pandemic continues to cause 
chaos all around us. I am sure many 
clients had their holidays plans left 
in ruins as travel bans were imposed 
and then lifted again. Globally, 
cases are rising exponentially – 
now over 1 million per day - yet the 
market is taking heart from SA data 
that implies (for the moment) a less 
virulent strain. A casual observer 
would certainly struggle to reconcile 
the news headlines with the level of 

equity markets. Most markets ended 2021 at or near record 
highs. This despite the threat of higher inflation and rising 
interest rates. This article will study a few salient charts 
to put the past year into perspective, and offer a pointer of 
what might lie ahead. 
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Summing up the year just past

SPEED READ
 � Markets have brushed aside the chaos caused 

by the Pandemic, supply chain shortages, and 
now the Omnicron variant. 

 � History will record that 2021 was a good year 
for equity investors. Returns were solid both 
here and abroad. 

 � Returns were driven by a recovery in earnings. 
Valuations are lower now than they were 
at the start of 2021, but beware of getting 
complacent. 

The last five weeks of the year were crazy, to say the least. Omnicron surfaced – resulting in devastating 
travel bans for SA residents. I am sure many clients were impacted in some way or another. Globally, 
cases are rising exponentially again yet markets have taken the news in their stride. So much so that 
2021 will go down in history as a good year for equity investors. In this issue, we update a few interesting 
charts that put the past (and possibly the year ahead) into perspective.  

Michael
Porter
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Global Equity Returns

Honours for the best-performing major region 
go to the US – again! The chart alongside 
shows a slightly different perspective on the 
performance of the major world regions over 
the past 12 years. Quite clearly its been all 
about the US. Shares in the US have risen 
almost fivefold over the past 12 years – far 
outstripping those in the UK and Europe, which 
have only doubled. Furthermore, emerging 
markets which are supposed to be the engines 
of global growth, have performed even more 
poorly – rising by just 4% per annum. 

The US juggernaut has been impressive. The 
S&P 500 Index (when measured on a total 
return basis) has only declined once since the 
Financial Crisis – and that was in 2018 when it 
fell by 4.4%. Including that year, the index has 
risen on average by almost 20% a year for the 
past 5 years, and 17% p.a for the past 10 years. By comparison, European equities have only delivered average returns of 
8.3% and 10% over 5 and 10 years respectively, whilst UK shares have performed even worse at 5.5% and 7.5% respectively. 

Annual Listed Property Returns

This is a similar chart to the previous one, 
but focuses on the listed property sector 
specifically rather than the equity market as a 
whole. Over 34 years of data, listed property 
has delivered negative returns on just five 
occasions – the worst two of those being in the 
last 4 years. Property was hard hit during the 
pandemic – and Covid continues to circulate 
– yet the sector has recovered. Last year the 
listed property sector delivered a total return 
of almost 37% with 11.3% of that return from 
dividends. That makes it the best performiong 
major sector of the JSE. This reminds us of 
another important lesson: don’t try to time 
markets. In hindsight, investors were unduly 
harsh on the sector in 2020, pricing in a 
doomsday scenario. That failed to materialize. 
Companies proved to be far more resilient 
than feared and whilst the challenges have not disappeared, value was apparent for those willing to see through the short 
term issues.

ANNUAL LISTED PROPERTY RETURNS
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Global Valuations

A consequence of strong returns is invariably 
higher valuations, which in turn can sow the 
seed for a period of more subdued returns. 
Earnings for US companies grew by 45% 
over the course of 2021 – the strongest rate 
of earnings growth since the Financial Crisis. 
That implies that rather than expanding as 
gutfeel might suggest, valuations have actually 
become more reasonable in the US. The P/E 
ratio fell from 30x at the start of the year to its 
present level of 26x. Looking ahead, consensus 
forecasts suggest that earnings will grow by 
19% and 5% respectively over the next two 
years. That would imply a P/E ratio of 21x by 
the end of 2023 – still elevated but closer to 
the long-term average. Elsewehere, valuations 
are more reasonable. P/E Ratios in the UK 
and Europe are below 20x, yet earnings are 
expected to grow at similar rates, if not slightly 
better. As we cautioned a few months ago, we believe investors would be well advised to temper expectations. That does 
not imply a market crash, but investors have become used to strong returns. Despite strong growth and further recovery post 
Covid, we believe US returns may well be limited to single digits this year. 

S&P 500 PE RATIO
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Local Valuations

Fortunately, the same does not apply to SA. 
Far from it. Local valuations are near the 
bottom of the range, despite solid returns last 
year. The PE ratio for the All Share is close to 
12x. Whilst this is skewed somewhat by the 
mining sector where record profits last year 
drove valuations down, the balance of the 
market is by no means expensive at all. Having 
endured years of little growth, local companies 
have cut costs to survive. Now that growth is 
accelerating slightly, small amounts of revenue 
growth can translate into reasonable rates of 
profit growth as margins expand for the first 
time in years. Based on current consensus, 
earnings are forecast to grow by 15% this year, 
which implies a P/E of closer to 10x by the end 
of the year. Previous research suggests that 
investors can expect returns above 20% when 
starting from current valuation levels. We are 
not suggesting that we all get carried away – SA still faces many challenges. But relative to cash, equities offer good risk-
adjusted returns. 

JSE ALL SHARE PE RATIO
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Our seminar schedule for 2022 will be published shortly 
Watch this space

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 
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 

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.
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)
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:

Topic: To be confirmed

Natal Midlands
Date: TBC
Venue: Oasis Conference Centre,

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

Johannesburg
Date: TBC
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

