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Are there signs of green shoots?

Many people are still easing into the new year so have yet to give much thought to the year ahead and
what it might mean for the JSE and local investments. Clients might remember that in July last year we
wrote an article that acknowledged that higher growth was at least eighteen months away, but that six
statistics were worth monitoring for signs that the GNU was delivering on its promises. This week, our
focus will be on the JSE, whilst also revisiting a few of those statistics to see whether there has been any

improvement.

Investment markets revolve around
indices. It makes sense, as indices
are designed to offer a holistic
and comprehensive view of an
asset class or investment. Without
indices, it would be impossible to
compare asset classes against each
other or derive long term statistics
to illustrate trends. Last week, I
commented on total returns for the
major SA asset classes and various
global indices. On balance, SA
equities performed well, led by property. This week, I
thought we should delve a little deeper into the composition
of those returns.

Michael
Porter

Much has been written over the past ten years about the
shrinking JSE, and the reduction in the number of listed
companies. By implication, that means that the bigger
companies have become more and more dominant in the
overall indices and tend to “set the tone.” Furthermore,
those bigger companies all tend to have global elements to
their operations, so performance can be influenced heavily

Are the green shoots of recovery upon us? As always, the
picture is a little mixed.

SPEED READ
Markets revolve around indices. It is an
easy way to capture trends and it allows for
comparison.
Yet equity returns tend to be measured by a
single, key index in each country. If we delve
deeper into the JSE, there is a huge disparity of
performance between sectors.

Valuations are not as expensive as they might
appear. Higher valuations are partly due to the
collapse in profits from the mining sector.

We re-examine four stats that give insight as

to whether the GNU is delivering. Generally,
trends are moving in the right direction, but we
need to keep an eye on Eskom.

by the exchange rate, or events in foreign economies and
markets.

There has not been much to crow about in recent years in
SA. Our economy has been on life support. To repeat, we
haven’t grown our economy at more than 1% per annum
since 2013 (apart from Covid distortions). That hasn’t
provided fertile ground for local companies. Many have
ventured offshore, only to be burnt. Consequently, the
popular mantra has been to flee offshore or have a local
portfolio dominated by the big “rand hedges”. Diversifying
offshore has been a sound decision yet investing in some
of the large rand hedges hasn’t necessarily delivered the
promised benefits.

Overleaf, we break down the JSE further, and comment
briefly on the various underlying sectors. Then we will
revisit a few of the key indicators to see whether there are
any signs of green shoots from the GNU.
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JSE Sectoral Performance
The table alongside shows the disparity of returns

JSE Returns (Price Only) for 2024

from different sectors of the market. Large caps By Size By Sector By Industrial Sector
significantly underperformed (partly due to the 155 49 6.9% Resources -11.0% General 2.6%
mining sector), whereas investors did far better Consumer
in mid and small cap companies, which are much . . .

i . Midcap 11.2% Financials  15.9% Goods 10.9%
more aligned to the good news story in SA and
where there was significant value, having been Small Cap 28.8% Industrials  15.5% Healthcare -6.8%
overlooked for many years. Sectorally, mining Consumer
was weak — but financial and industrial shares Property 21.4% Services 25.1%
perforrped far better. Yet even within the broad Telecomms -11.5%
industrials category, healthcare and telecoms Technology 33.09%

performed poorly — telecoms due to challenges
across various African countries. On the other

hand, consumer services (retailers) and technology performed well. If the SA story continues to unfold, the value will lie
in finding hidden gems that stand to benefit from improving conditions, and not necessarily in tracking the Top 40 Index.

JSE Sector Valuations

Last week we showed a chart of the broad PE Ratio for the
market as a whole. From the trough of under 10x in late
2023, it currently stands between 14x and 15x —a significant
improvement. Analysed in isolation, one might conclude
that local shares are reasonably priced with limited further
upside. If one digs a little deeper, one of the major reasons
for the rise in overall valuations has been the collapse in
mining profits, which has pushed up overall valuations.
Of course, there has been a rise in valuations elsewhere
too — both the financial and industrial sector ratios are off
their lows — but they are far from stretched. Importantly,
earnings growth for local shares (excl. mining) is positive
and expected to accelerate as the year unfolds. The market
is expecting mid-teens profit growth from this set of
companies, so even allowing for unchanged valuations, that
implies mid teen returns, which should be enhanced further
by dividends.

Confidence

Humans are emotional beings, so we make vastly different
decisions depending on whether we are optimistic or
pessimistic. We highlighted confidence last year as one of
the key indicators to watch for any signs that the national
mood is improving. Consequently, it is very encouraging
to see an improvement in all three confidence indicators.
Business confidence (as calculated by SACCI) is at the
highest since 2015. Those calculated by the BER have also
shown steady improvement — and should move higher still
when the next data point is released in the new year as these
indices are only calculated quarterly. Furthermore, it is very
encouraging to see consumer confidence back at pre-covid
levels. A sustained improvement in confidence would be a
great omen for the years ahead.
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Credit Growth

Allied to the above indicators is credit growth. One is
hardly going to borrow money — whether it be for a new car,
alterations to your house, or a new factory — if confidence is
low. Over the past few months, household demand for credit
has stabilised, after having slowed considerably in the wake
of higher rates. Corporate credit demand is ticking steadily
higher, a good sign for future economic growth, although
we would like to see the trend strengthening over the next
few months to get more comfortable. There is a general
rule of thumb that it takes at least 6 months for a change
in interest rates to reflect in changed behaviour. Over the
next month or two, we should see rising demand for credit
as the rate cutting cycle becomes more entrenched. Allied
to the signal that credit demand sends about future growth,
it is also an important driver of banking profit growth, an
additional reason to follow it.

Construction Industry

The enthusiasm from the above few charts might be tempered
slightly by a cursory glance at the Afrimat Construction
index. Admittedly, this Index is only released quarterly, so
the latest reading is up to the end of September. The past
two quarters have shown significant improvement, but the
4-quarter average has trended down for the past two years
and is only now showing signs of flattening out. Digging
deeper into the detail, employment in the construction
industry is at a six-year high, while investment by public
corporations is rising again and plans passed (a signal of
work to come) has also increased for a few quarters in a
row. Results from the construction sector point to far
healthier times, yet this Index bears watching for broader
industry trends.

Eskom

A media article in December quoted a new report that
suggested we would be subject to loadshedding again
this January. So let me finish with Eskom. The Energy
Availability Factor (EAF) has declined sharply since the
middle of last year — from a rolling 4-week average of
68% to the present value of 57%. In fact, the latest weekly
reading is 54%, a far cry from the 70% reached last year. Is
Eskom falling apart again? It is hard to tell at this juncture,
because Eskom does use the lull in the holiday season to
increase maintenance. Maintenance stands at almost 18%,
up from just 8% when the EAF peaked in August. Added
together, the EAF and planed maintenance amount to 74%
of the fleet, down from a peak of 77%. So yes, unplanned
breakdowns have risen slightly, but we are not at crisis
levels — provided Eskom can bring its planned maintenance
stations back on line, on time! We will be watching this
closely.
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Topic: TBC

Natal Midlands

Date: TBC
Thank you to all clients who have supported our Insight Venue: Christ Cth(_:h Howick, 23 Mare
presentations last year. Our schedule for 2025 and the Street, Howick
topic for our next seminar in March will be published Morning Time: ~ 10am for 10.30am
shortly. Evening Time:  5.30pm for 6pm
Johannesburg
Date: TBC
Venue: Rosebank Union Church, Cnr
Winne Mandela Drive and St
n Harvard House is on Facebook Andrews Road, Hurlingham
Time: 7am for 7.30am
u Harvard House is on YouTube
Cape Town
Date: TBC
CO NTACT DETAI LS‘ Venue: SSISA Conference Centre, Bound-
For more information on the range of products and services g% Fljlcc))acl)cri’ Newlands, Classroom 1,
offered by Harvard House Investment Management and its -
associated companies (including Harvard House, Chartered Time: 7.30am
Accountants), or for any financial advice, please contact Venue: ABRU Motor Studio, Lourensford
the Company at: Wine Estate, Somerset West
Time: 5.30pm for 6pm
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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)




