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Markets in Pictures

2023 has been consigned to the history books, although some of the events that occurred during the year
will continue to reverberate for quite some time. The wars in Ukraine and Gaza appear no closer to
resolution. Piracy, usually the topic of children's story books, is causing waves (excuse the pun) around
the horn of Africa. As we start the new year, we use this opportunity to take a brief stock of 2023 as well
as to highlight some interesting trends that we trust provides food for thought.

We all tend to complain at how
quickly time goes by. Another year
has come and gone, bringing with
it its fair share of surprises, both
good and bad. The outbreak of
another regional war was definitely
a lowlight, as were record high
interest rates and near uninterrupted
loadshedding  (from an  SA
perspective.) Taken together, they
conspired to make 2023 a tough
year — for businesses and consumers

alike.

It might come as a surprise then that all major asset classes
outperformed cash last year, and the best of the local bunch
was in fact listed property, with a total return of 10.2%,
better than equities at 9.3%, bonds at 9.7% and cash at 8%.
Encouragingly, with inflation forecast to end the year at
5.2%, investors enjoyed inflation-beating returns — although
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Markets never move in a straight line. Returns are highly
unpredictable. The entire year’s return was largely generated in
the last 6 weeks of the year.”

SPEED READ

Returns for 2023 were better than expected,
but due mainly to a strong rally in the last

6 weeks of the year. Locally, equities and
property outperformed cash.

Offshore markets also performed well, but the
US stole the show — again. Europe performed
solidly, whilst the UK was flat. Within the US,
returns were driven largely by the top ten
shares in the S&P 500.

The rally was fueled by optimism over inflation
and interest rates. Consequently, bond yields
have retreated sharply, which sparked the
equity rally.

Valuations are far from benign, yet there are
pockets of opportunity.

Geopolitical tensions are on the rise —

piracy around the Horn of Africa could have
unpredictable outcomes.

it probably doesn’t feel like it. That is because most of the
returns came in the last 6 weeks of the year — as shown in
the chart alongside. January started at a cracking pace, only
for the market to be steadily eroded by wave after wave
of bad news. That changed in November and December,
which saw a strong rally. If nothing else, this highlights the
danger of reading the news too closely! Markets are forward
looking, and are already discounting events forecast to
happen this year, even though the headlines are far behind.

The rest of this article looks at some interesting charts to
give perspective to current trends.
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JSE ALL SHARE CAPPED SWIX INDEX
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When analysing price returns only, SA equities have only delivered a
gain of 10% over the past 6 years. This improves to almost 40% when
dividends are included, but they highlight the tough environment that
investors have had to face since the exposure of State Capture, and
everything that has happened subsequently.

JSE LISTED PROPERTY INDEX
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This has been one of the toughest sectors over the past 6 years, so

it might surprise you to know that listed property is back to pre-Covid
levels on a total return basis, spurred by the rally over the past 6
weeks. On a price basis, the sector is still only half of where it traded at
the start of 2018. We remain of the view that the stars are increasingly
aligning for the sector.

SELECTED GLOBAL INDEX PERFORMANCE
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The US market was the star performer in 2023, and has been so for the
‘past six years, far outstripping returns from Europe and the UK. In fact,
the UK is unchanged over the period, reflective in part of the cyclical
nature of their market but also the economic malaise post Brexit.
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This chart breaks down annual returns into different “buckets” for the
past 64 years. Unsurprisingly, returns have fallen between 0% - 20% on
27 occasions, whilst returns have been negative in only eleven of the
last 64 years. This underscores the notion that investing is a marathon,
not a sprint. Outsized returns are uncommon, but they can happen
when the right conditions converge.
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With a return of 10.2%, listed property was the best performing local
asset class in 2023, ahead of bonds, equities, and cash. Over the past
35 years, there have only been five occasions when returns have been
negative, but two of those years have occurred recently.

S&P: TOP 10 VS THE REST
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Whilst the US has been the top performer globally, it is interesting to
delve deeper. The top 10 stocks in that Index — mainly consisting of the
IT giants, have largely been responsible for much of this growth. This
is especially so in 2023, where the Top 10 delivered a return of 62%

vs 24% for the balance of the market. That implies far more mediocre
returns from the bulk of American companies.



BOND YIELDS
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The rally in equities was spurred by the sharp fall in bond yields, itself
a function of optimism over inflation and interest rate policy. In the US,
yields have dropped from 5% to below 4%, allowing yields across the
world to follow suit. It is worth noting how closely yields in SA track
those of the US. Yields are largely a function of global trends rather
than local government failure.
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This is a slightly “messy” chart because of the cyclicality of the UK
market. But ignoring that, we can make a few observations: the US is
trading at its most expensive valuations since the start of the century
(barring Covid); UK shares have seldom been cheaper; and emerging
market valuations have risen sharply over the past 12 months —

but that is not the case in SA. We highlighted this in our year end
presentation in December.

BRENT OIL PRICE
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Markets are watching oil prices like a hawk. The Israeli war failed

to ignite prices, with the market rather choosing to focus on weaker
growth and oversupply than geopolitical risk. That has continued into
the new year, with oil prices now below S80 per barrel. But a new
threat has emerged — piracy around the Horn of Africa. Various navies
have deployed warships to the area, so tensions are high.
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We have mentioned often enough how cheap SA equities have
become. This chart tracks monthly data going back to 1960 and plots
the relationship between the starting valuation (PE Ratio) and the
subsequent 12-month return. Whilst markets are never predictable,
generally an investment into equities at these valuations leads to
superior returns in the future, as illustrated by the red lines.
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Adding substance to the prior chart, this chart breaks down the returns
achieved over 2023. To illustrate, the US delivered a total return

of 26%, of which 2.1% came from dividends, 1% came from rising
profits, and the rest from an increase in valuation levels (or change in
rating). In contrast, UK and European companies grew profits far more
strongly and yet saw their valuations decline.

FREIGHT RATES
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The piracy issue is neatly captured in the sharp rise in global freight
rates — both container freight and airfreight. Whilst the current rise
is nothing like the shock experienced during Covid, rates are rising,
especially for routes that rely on the Suez Canal where rates have
soared by 60% over the past 3 months for containerized freight. The
last thing the global economy needs is further supply disruptions.”



Topic: To Be Announced

Natal Midlands

Date: TBC

Venue: Oasis Conference Centre,
72 Main Road, Howick

Morning Time: 10am for 10.30am

Evening Time:  5.30pm for 6pm

Our schedule for 2024 will be published early in the new Johannesburg
year. Date: TBC
Venue: Rosebank Union Church, Cnr
William Nichol and St Andrews
Road, Hurlingham
Time: 7am for 7.30am
Cape Town
n Harvard House is on Facebook Date: TBC
Venue: ABRU Motor Studio, Lourensford
u Harvard House is on YouTube Wine Estate, Somerset West
Time: 5.30pm for 6pm

CONTACT DETAILS: HARVARD HOUSE GROUP
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For more information on the range of products and services =
offered by Harvard House Investment Management and its B
associated companies (including Harvard House, Chartered
Accountants), or for any financial advice, please contact the
Company at: @
W

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)



https://www.facebook.com/HarvardHouseSouthAfrica
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