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The US market was rightly volatile 
in the build up to the US elections. 
In the immediate aftermath of the 
Trump victory, markets fell sharply. 
But this reaction was extremely 
short-lived. As the implications of a 
Trump presidency sank in, markets 
in the US have rallied sharply. The 

S&P is trading at all-time highs, as are the Dow Jones and 
Nasdaq indices. The new president aims to cut taxes and 
increase government spending, which is fueling optimism 
that US growth will accelerate sharply. This is good news for 
equities. The flipside is that higher growth can imply higher 
inflation. The bond market, as highlighted by the yield on the 
10-year government bond, has risen exponentially. From a 
low point of 1.4% reached in July, the yield is now over 2.5%. 
The US Federal Reserve raised their interest rate in December, 
and guided towards either two or three further increases over 
the course of 2017. Higher interest rates are attracting capital 
into the US, causing the Dollar to rally and other currencies 
to weaken. 

The UK market has settled into a 
trading range following the excessive 
volatility after the Brexit vote. 
However, it has not all been plain 
sailing as markets have grappled 
with conflicting messages about the 
exit from the EU as well as political 
change in the US. The FTSE 100 

Index is still struggling to push to fresh highs, having reached 
the current level for the first time back in 1999. Nonetheless, 
it would appear, at least at this stage, that the naysayers were 
wrong about Brexit. The economy has not collapsed and both 
business and consumer confidence remains firm – albeit off 
the highs reached in late 2015. The chart alongside highlights 
the trend in retail sales in the UK. Retail sales are growing at 
more than 6% p.a. This is being fueled by two trends. The first 
is an influx of overseas shoppers, eager to take advantage of 
the weak Pound to buy cheap UK goods. The second is some 
pre-emptive buying by local residents ahead of anticipated 
price increases in 2017 as the weak Pound fuels inflation. 
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Apart from the short-lived weakness 
surrounding the Brexit vote, 
European equities have been rather 
lacklustre for much of the year – 
trading in a narrow range. This came 
to an abrupt halt in early December, 
as equities have surged almost 10% 
in the past three weeks. The reason 
for the rally is twofold. Firstly, the ECB has signaled a shift 
in its QE program, lowering the amount of money that it will 
print from €80 billion per month to €60 billion. However, to 
soften the blow, it has extended the duration of its program 
to the end of 2017. Secondly, the US has raised their interest 
rates, which has pushed the Euro to a twelve-year low against 
the US Dollar. The weaker currency has pushed up large 
European companies, most of which are large multinationals. 
However, in our opinion, it is not just about the currency. 
The underlying economy is showing signs of strength, as 
evidenced by the PMI Manufacturing index. The index is at 
the highest level since early 2014, which indicates that the 
manufacturing sector is gaining momentum. 
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the commodIty rally 
Is not helpIng everyone

Being classified as an emerging 
market, Hong Kong is suffering 
along with the rest of its peer group 
in the wake of trump’s election 
victory. Higher US bond yields and a 
stronger US Dollar are both serving 
to dampen enthusiasm for emerging 
market investments. There has been 
a notable sell-off across the universe (including SA) since 
Trump was elected, and the pace shows no signs of slowing. 
This is at odds with the rally in commodities that started 
in mid-year and which has continued ever since. Higher 
commodity prices are a boon to almost all emerging markets, 
and the second chart below shows the positive reaction from 
the Australian market to improving commodity sentiment. We 
do not expect poor sentiment towards emerging markets to be 
long-lasting. Rather, higher US growth should be good news 
for the global economy as a whole, and we expect emerging 
markets to return to favour sometime in 2017. 

respondIng to 
the weaker euro

european 
unIon

chIna & 
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The Pound tried to 
muster a brief rally 
over the last quarter of 
the year, but conflicting 
news on the path of 
Brexit together with 
higher interest rates in 

the US have seen the rally fizzle out quickly. 
The Pound is now trading back near its lows 
against the US Dollar, due predominantly to 
the strong rally in the Dollar itself as the market 
positions itself for a Trump presidency. Whilst 
we believe the Pound is too weak, there is no 
immediate catalyst for a near term recovery. 
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The Pound has 
recovered against 
the Euro, to the same 
level as it was trading 
immediately after the 
Brexit vote. The change 
to the ECB’s QE 

program, together with the Italian referendum 
result, have highlighted the uncertainty facing 
Europe over the next 12 months as elections 
fall due. We remain of the opinion that the Euro 
does not currently price in the risk associated 
with possible election outcomes, and thus 
remain wary of excessive Euro exposure.  

gBp vs eur

The Australian Dollar 
has recovered sharply 
against the Pound 
over the past eighteen 
months, in part due to 
the weakness in the 
Pound itself, and also 

due to the resurgence in commodity prices. 
Given that we expect no near term recovery 
in the Pound, and that commodity prices 
are likely to remain firmer than expected in 
anticipation of higher US growth, we believe 
the Australian Dollar will remain firm. 
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the us economy In fIve statIstIcs
There has been much talk about the US economy, and even more so since Trump was elected as the new 
president of that country. Since the US election, the US market (as measured by the S&P 500 Index) has 
rallied 6%, a sizeable rally by any measure. This rally has been predicated on the belief that the growth 
rate for the US economy will rise sharply in response to lower taxes and higher government spending. 
We agree with the overall view. Lower taxes should stimulate domestic consumption, whilst higher 
government spending, especially on US-based infrastructure projects, will fuel employment, wages and 
consumption. 

As we have already noted, the US Dollar has responded positively, but the flipside to higher growth is the 
potential for higher inflation, and hence higher interest rates. The market has already anticipated this to 

some extent, but this is the main risk for the year ahead. Significantly higher US interest rates have the potential to slow the 
recovery in the US economy, but they will also have wider implications for global investors, especially those in emerging 
markets. The rest of this article looks at five interesting US economic statistics to support our view that the US economy is 
accelerating.

US Unemployment

This is a widely-followed statistic, especially given the 
importance that the Federal Reserve has placed on it in 
their determinations on the level of interest rates. Since its 
weakest point in February 2010, when the unemployment rate 
rose to over 10%, the US economy has created over fifteen 
million new jobs. That, together with a constantly changing 
demographic profile, have caused the unemployment rate 
to fall to 4.6%, the lowest level since November 2007. The 
unemployment rate is now back at levels normally associated 
with “full employment” – meaning that those willing to work 
can find jobs. Higher employment fuels wage growth and 
consumption. 

Housing Sentiment

The housing market was one of the worst affected sectors of the 
US economy post the Financial Crisis, given the extent of bad 
debt and foreclosures. Long standing clients will remember 
articles about people just walking out of their homes – the debt 
outstanding relative to the value of the property just being too 
onerous. It is therefore pleasing to note that sentiment across 
the US housing industry is back to the levels reached prior to 
the collapse. It is interesting to note that this index started to 
decline well before the Financial Crisis took hold. It peaked in 
late 2005, whereas the Financial Crisis really only unfolded in 
mid to late 2008. Sentiment remains strong and is supported 
by both the construction and sale of new homes. The risk is 
that higher interest rates start to slow the momentum. 

Michael 
Porter
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Oil Production

We have commented in prior years about the rise of US shale 
oil production, and the impact that had on the oil price. The 
collapse of the oil price to a low of $28 per barrel saw US 
oil production plummet, as evidenced by the number of oil 
& gas rigs operational in the US at any one time. While low 
oil prices have been a boon to many countries, for the US, it 
has been a double-edged sword. Consumers have benefitted 
from low petrol prices, but large swathes of that economy 
have experienced job losses and economic hardship as the 
oil industry responded to the low price. Now, the wheel is 
starting to turn full circle. Higher prices are encouraging new 
investment, but petrol prices have yet to move higher. The 
best of both worlds. 

Durable Goods Production

One aspect of the US economy that has been consistently 
weak over the past few years in the broad manufacturing 
sector, and especially the production of durable goods. This 
is a firm reflection of the lack of business investment in the 
country. Businesses have been unwilling to expand their 
facilities and order new machinery. Orders for new durable 
goods remain weak, but the trend has turned positive in recent 
months. This data does not yet capture any benefit from the 
election. Given the more buoyant mood, we expect to see a 
recovery in this sector of the economy, which will add to the 
improving conditions in the consumer and services sectors. 
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US Consumer Inflation

One of the major problems facing developed countries 
since the Financial Crisis has been the lack of inflation, and 
indeed, the fear of deflation. That was the reason behind the 
US Federal Reserve’s quantitative easing program. In 2014 
/ 2015, inflation plummeted to zero percent, due in part to 
the collapse in oil prices. That trend is now reversing, with 
inflation once again trending back towards 2% - a level that 
makes the US Federal Reserve far more comfortable. If the 
US is successful in stimulating their economy, then inflation 
should rise further. This statistic will be closely watched over 
2017 for clues about how quickly US interest rates may rise. 
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name Country Sector description

Associated 
British Foods

UK Food & 
Retail

One of the UK's leading food manufacturers, with operations across agriculture, ingredients, 
food and sugar. It also owns the very successful Primark retail chain, a value clothing retailer 
with stores across the UK and Europe. It has recently bought 100% of Illovo Sugar,a  shrewd 
move given the recovery in that industry.

British Land UK Property The company is one of the UK's leading property companies, with a gross portfolio worth over 
£10 billion. Properties vary from office blocks to shopping centres. A solid yield and attractive 
development pipeline offer stable, long term growth.

Carrefour France Food 
Retail

Carrefour is one of the largest supermarket chains globally, with operations across Eastern 
& Western Europe and Brazil. Sales are firm and valuations are undemanding relative to the 
broader market and its own peer group. Growth has started to accelerate as their refurbishment 
strategy bears fruit.

Cisco Inc. USA Technol-
ogy

Cisco designs and manufactures IT equipment that forms the backbone of modern networks, 
the internet and how we connect to them. The growth in cloud computing is a huge opportunity 
as more functionality moves into cyberspace.

Church & 
Dwight

USA House-
hold 
Goods

C&D is a congolmerate of household brands, spanning household cleaning (detergents, 
cleaners) and personal care. The company does not have top brands, but aims for the cheaper 
end of the market. It has a superb track record of acquisitive growth, together with improving 
efficiencies that drive returns. The company has outperformed most of its peer group over the 
last ten years.

Colgate 
Palmolive

USA House-
hold 
Goods

Colgate is a household name in almost every corner of the world, yet despite the prevalence 
of it's main product, there is still enormous growth in oral hygiene as the global population 
continues to urbanise. In addition to oral care, Colgate also has interests in soap and beauty, 
pet food and household cleaning.

Diageo plc UK Consum-
er Staples

Diageo is one of the world's leading liquor companies. It has superb brands across wines, beer 
and spirits, and is active across the globe. Some of its better known brands include Guinness 
beer, Baileys Irish Cream, Smirnoff, Johnny Walker, J&B and Tanqueray. 

General Electric USA Industri-
als

GE is active is so many industries it is impossible to name them all. After a successful 
reorganisation, its remaining divisions leave it exposed to the specialised medical equipment 
market and the rail, energy and power markets. It offers exposure to a recovering US and global 
economy. It has one of the highest dividend yields for large cap US stocks

General Mills USA Consum-
er Staples

GM is one of the largest food companies in the US, with brands such as Cheerio's, Old El Paso, 
Pillsbury and Haagen Dazs. It is expanding into Asia and has an uninterrupted 115 year history 
of increasing its dividend.

Givaudan Swiss Fragranc-
es

This is not a familiar name to many investors, yet we all use their products every day. Givaudan 
dominates the flavours and fragrances market - their products are used in foods, beverages, 
cosmetics, household goods etc. the list goes on. It is a consolidated industry with the top 4 
competitors accounting for 66% of the industry.

Growthpoint 
Australia

Australia Property GOZ is the Australian subsidiary of locally listed Growthpoint Properties. It has a growing 
portfolio of commercial and industrial property across Australia, and offers a yield in excess of 
6%.

The table below contains a short description of various shares that we consider to be solid global companies and worthy of 
inclusion in clients’ portfolios. Whilst many of the companies are household names, some are less familiar. The aim of this 
table is to introduce clients to these companies to broaden your knowledge and understanding of how your foreign portfolio 
is positioned. This list is constantly updated and amended to reflect our broadening coverage and changes to our basket due 
to changes in the economic cycle.

Our focus this month is on Exchange Traded Funds (ETFs). These are special funds that are listed for sale on a stock exchange, 
in our focus all are in the United States, and can be purchased like any ordinary share through a broker. Many, but not all ETFs, 
track a specific index and do not use a fund manager to make investment decisions.

understandIng the unIverse
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name Country Sector description

Hammerson plc UK Real 
Estate

Hammerson is one of the UK's leading property companies, with a portfolio in excess of £10 
billion. It has a retail bias and a management team considered one of the finest in the industry. 
The portfolio is split between the UK and France, with recent expansion into Ireland.

Heineken Nether-
lands

Brewing One of the top 5 global brewers. Its "Heineken" brand is one of the true global beer brands. 
Importantly, the company has the best growth profile due to its operations in Africa and Latin 
America. With consolidation underway, Heineken stands out as an attractive alternative.

Henderson 
High Income 
Trust

UK Invest-
ment 
Trusts

HHI is a listed investment trust with a focus on generating both a high dividend yield and steady 
capital growth. It invests predominantly in the UK, but is allowed to have 20% of its assets 
elsewhere.

Henkel Germany Industri-
als

Henkel is a stalwart of the German economy, and specialises in three core areas - landry 
and homecare, Beauty, and Adhesives. Given its 140-year history, the Group has operations 
around the globe, with emerging markets comprising 43% of sales.

Honeywell USA Industri-
als

Honeywell is similar to GE - a huge company but with surprising focus. It operates in aviation, 
automation and controls, transportation equipment and the manufacture of precision 
materials. For example, Honeywell makes many of the turbos found in modern passenger 
cars. A strong foundation has led to superb earnings and dividend growth. 

Imperial Brands UK Tobacco Imperial Brands (formerly Imperial Tobacco) is a global producer of tobacco products. Whilst 
not as big as British American Tobacco, Imperial has a strong franchise and good core brands. 
Recent expansion in the US and further cost cutting bode well for eps growth. The company 
has a commitment to increase its dividend by 10% p.a.

Johnson & 
Johnson

USA Health 
Care

Johnson & Johnson is a familiar name to most investors, given that many use its products every 
day. The company has operations across the healthcare industry, from specialised hospital 
equipment to baby care products. A growing population and penetration into new markets 
offers years of strong growth.

Land Securities UK Real 
Estate

Land is the largest property REIT in the UK. Its portfolio consists of prime retail property as well 
as a focussed London portfolio. In total, it has over 25 million square feet of property. It trades 
at a discount to NAV, despite its strong pipeline and good rental growth. 

Lloyds Banking 
Group

UK Financials Lloyds has recovered well from the GFC. It has sold off its TSB operations, refocused its 
domestic business and compensated clients for prior indiscretions (pension and insurance mis-
selling.) The government has seen fit to reduce their stake. We expect the dividend profile to 
rise strongly over the next three years, which should be a precursor to a rerating.

L'Oreal France Consum-
er Staples

L'Oreal dominate the beauty industry and is by far the largest company in that segment. It has 
grown via steady acquisition, with many familiar brands part of their dominant portfolio. Their 
brands cater to all income categories, men and women, and are foir use at home and in salons.

Mead Johnson USA Infant 
Nutrition

Mead Johnson is one of the largest companies in the global baby milk business, its key 
competitor being Nestle. Mead's largest markets are China and the US, but it is expanding 
throughout Asia and Latin America. Given the importance of infant nutrition to long term 
human development, we believe this is an attractive long term industry.

Nestlé Swiss Consum-
er Staples

Nestle is a truly global company with operations spanning 197 countries. It's focus is on 
nutrition, wellness and health, and a constant flow of innovation. Its products are in food, 
confectionary, ice cream and diary, and pet food. Last year it reduced its stake in L'Oréal to 
focus its attention on skin care.

Newell 
Rubbermaid

USA Consum-
er Staples

Renowned for their yellow dish-washing gloves, Newell has been around for many years, but its 
portfolio extends far beyond the kitchen sink. It has a wide footprint in stationery, baby goods, 
tools and household care products - items we all use every day. A refocused management team 
is driving efficiencies and improving cash flows, hence the strong growth in cash returns to 
shareholders.

Prologis Inc. USA Real 
Estate

Prologis is based in the USA and focuses primarily on logistics and warehousing property in 
America, Europe and Asia. It has a portfolio of 2,900 properties across 21 countries. It has 
shown good growth in distributions recently and offers a compelling yield relative to US-based 
alternatives.
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name Country Sector description

Reckitt 
Benckiser

UK Consum-
er Staples

Reckitt Benckiser is a global consumer company producing many of the items that stock our 
grocery and kitchen cupboards. In addition, it also produces some over-the-counter medicines. 
Like Unilever, it has strong brands and good growth into new emerging markets.

Royal Dutch 
Shell B

UK Energy Royal Dutch Shell is an old fashioned oil company. It produces, refines and sells oil / petrol 
across the world. The "B" shares trade at a slightly higher price, but are exempt from Dividends 
Tax, which makes them attractive. 

Rio Tinto plc UK Mining Rio Tinto, along with Anglo, BHP Billiton and Glencore, make up the world's largest mining 
companies. Rio has a strong presence in coal, iron ore and copper. Commodities are under 
pressure, but it has a strong balance sheet and cash flow. The yield is 3% at the bottom of the 
commodity cycle.

Schroders Asset 
Management

UK Financials Schroders, a leading UK asset management firm, manages assets of £310 billion. Unlike 
Aberdeen, it has a more balanced portfolio across developed markets with a good spread of 
both retail and institutional clients. That makes it more resilient to market fluctuations.

Simon Property 
Group

USA Property Simon is the largest global property company, with a market capitalisation of $60 billion. It 
is a pure retail fund, with the bulk of its assets (92%) in the USA. It has a small, but growing, 
presence in Europe and Asia.

Singapore 
Telecomms

Singa-
pore

Telecoms Singapore Telecomms dominates the fixed line market in Singapore (Singapore's Telkom), but 
also has a strong cellular presence across Asia (Singapore, Indonesia, Malaysia and Australia), 
and through its investment in Bharti, a presence in growth markets of India and Africa. 

Sky plc UK Media Sky (formerly BSkyB) is the largest provider of satellite TV services across the UK. It has recently 
completed the acquisition of its minority interests in Germany and Italy. Better scale will help to 
secure content (especially sporting rights) and reduce costs. It remains a defensive, attractive 
industry and the share offers a secure dividend yield. 

Standard Life UK Financials Standard Life is a UK based life insurer, with a strong global asset management presence. It has 
been very successful in growing its investment business, and has exciting options for growth in 
Asia, specifically India.

Tencent 
Holdings

Hong 
Kong

Social 
Media

Tencent is the listed subsidiary of locally listed Naspers. It dominates online gaming and 
social chat (wechat) and has successfully demonstrated its ability to monetize products. It is 
constantly innovating and investing in new technologies - the latest being banking - to further 
dominate the online presence in China and Asia.

Unibail 
Rodamco

France Property Unibail Rodamco is Europe's largest property company, with a focus mainly on retail properties 
across continental Europe. It has superb assets and a well regarded management team that 
continues to extract value and deliver growth, despite the weak environment. The high yield 
adds to the appeal.

Unilever plc UK Consum-
er Staples

Unilever is a global consumer company producing many of the items that stock our grocery and 
kitchen cupboards. It has strong brands which are being extended into new categories (Dove 
soap to deodorant for example). The push into new emerging markets offers plenty of growth.

Visa Inc. USA Financials VISA is a household name across the world and is synonymous with global payment systems for 
credit and debit cards. It is based in the US, where profits still dominate, but its reach extends 
to almost every corner of the world.

Walmart Stores USA Retail Walmart needs little introduction. It is one of the world's largest retailers, and drove the wave 
of mass merchandising across the USA. It generates the bulk of its profits from America, but 
also has operations in Mexico, the UK, and a stake in locally-listed Massmart. 

Walt Disney Inc USA Media Disney is a household name across the world, famous for its enduring family-orientated 
proggramming and theme parks. It has recently opened DisneyLand Shanghai, which promises 
to be hugely popular. It's movie and TV offering remains sound, with a solid pipeline of new and 
exciting content. Disney also owns the Star Wars franchise, with the latest movie currently on 
the circuit and breaking all records. 

Wells Fargo & 
Co

USA Financials Wells Fargo is one of the oldest financial services groups in the USA, and is often depicted in 
old western movies. It is a retail bank with operations across the US, spread across retail and 
corporate banking, along with ancillary services such as insurance and investments. It does not 
have an investment banking division.
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ishares core hIgh dIvIdend etf
ticker HDV us
Manager Blackrock
Currency usD
Dividend	Yield 3.4%
Number	of	Counters 75

top ten holdings
share % weight
Exxon	Mobil 9%
at&t 8%
Verizon 
Communications

6%

Johnson	&	Johnson 6%
Chevron 6%
Pfizer 5%
Proctor and Gamble 5%
Philip	Morris 4%
Coca-Cola 4%
Cisco	Systems 4%
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ishares us pharmaceutIcals etf
ticker IHe us
Manager Blackrock
Currency usD
Dividend	Yield 0.8%
Number	of	Counters 37

top ten holdings
share % weight
Johnson	&	Johnson 10%
Pfizer 8%
Merck & Co 8%
Allergan 6%
Bristol	Myers	Squibb 6%
eli Lilly 6%
Zoetis 4%
Mylan 3%
Perrigo 3%
Jazz	Pharmaceuticals 3%
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spdr wells fargo preferred stock etf
ticker PsK us
Manager Wells	

Fargo
Currency usD
Dividend	Yield 5.0%
Number	of	Counters 157

top ten holdings
share % weight
HSBC	Holdings 3%
PNC	Financial	Services	
Group

2%

US	Bancorp	Deposit 2%
HSBC	Holdings 2%
BB&T	Corp	Deposit 1%
ING Groep 1%
US	Bancorp	Deposit 1%
southern Co 1%
ING Groep 1%
Aegon	 1%

ishares gloBal tech etf
ticker IXN us
Manager Blackrock
Currency usD
Dividend	Yield 1.0%
Number	of	Counters 111

top ten holdings
share % weight
apple 12%
Microsoft 9%
Facebook	-	Class	A 6%
Alphabet	-	Class	A 5%
Alphabet	-	Class	C 5%
Intel Corporation 4%
Samsung	Electronics 3%
Cisco	Systems 3%
Visa	-	Class	A 3%
tencent 3%

SHaRE PRICE In USd
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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, 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.
 

 
Harvard House Investment Management (Pty) Ltd*, Licence no: 675  
Harvard House Financial Services Trust*, Licence no: 7758
Harvard House Insurance Brokers*, License no.  44138
Harvard House, Chartered Accountants
* Authorised financial service providers in terms of FAIS (2002)

The final word

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:


