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In this edition:

• Market update
• Currency update
• Company in focus: 

◊  Standard Chartered Bank
◊  Currency chaos

• Understanding the universe 

(n: sharpness or keenness of thought, vision)
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UNITED KINGDOM

The FTSE is reflecting an economy on the mend.

Previous issues have highlighted the fact that the FTSE 100 
index has been trading in a large sideways range for years and 
years. But in March, a significant event occurred, one that 
failed to garner much attention from the markets. The FTSE 
100 reached a new all-time high, surpassing the previous 
peak reached in March 2000. (Yes, fifteen years ago.) The 
upward trend is all the more impressive given the extreme 
weakness in mining shares and to which the index is heavily 
exposed. In our opinion, this points to increasing optimism 
about the underlying prospects for the UK economy. 
Unfortunately, this rise has been fuelled by rising valuations, 
not rising profits, so that implies a weak foundation from 
which to push much higher. But part of the valuation story 
is the collapse of mining and oil profits – the same effect is 
playing out on the JSE. But the weak oil price is boosting local 
demand and keeping inflation in check. Consequently, both 
employment and consumer spending are rising, which bodes 
well for a sustained period of better economic activity.

A volatile start ahead of a potential increase in 
interest rates.

The S&P 500 Index is only marginally higher for the year so 
far, but that statistics masks what has been a rather volatile 
few months. Initially, the market was caught between the 
benefits to consumers of a falling oil price and the damage to 
their oil industry – given the large number of US-based global 
oil firms. More recently, the timing of an interest cut, if any, 
has taken centre stage. Bear in mind that the last time the 
US Federal reserve raised interest rates was in June 2006 – a 
lifetime ago for financial markets. With falling unemployment 
and low inflation, the market is certainly expecting the 
hiking cycle to start this year. In our opinion, odds are high 
that the first increase will be in June, but recent indications 
from the Federal Reserve suggest that it might be delayed 
until September. Unfortunately, there is little consensus, so 
that suggests that volatility is here to stay for the moment. 
Furthermore, the strong dollar (more in the next section) 
is starting to weigh heavily on the profitability of big, US 
multinational firms. That is another reason to be wary in the 
near term. 

UNITED STATES
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EUROPE

European markets rally as the ECB delivers its QE.

The collapse in the oil price, and the consequent into 
deflation for the European economy, was the final straw for 
the European Central Bank. After months of speculation and 
pressure as the economy steadily weakened, it succumbed 
and announced its own program of QE in mid-January. The 
ECB will buy €60 trillion of government bonds per month 
until September 2016. Both the extent and duration of the 
program took markets by surprise, and European equities 
have not looked back. Markets across the region have 
rallied heavily, thanks to the additional cash that will flood 
the system. Furthermore, interest rates are now negative in 
many countries and so too are yields on government bonds. 
That means that you have to pay to keep your money in the 
bank, and you will get less back than what you started with 
after five years should you buy European government bonds. 
A crazy situation if ever there was one. So it is to be expected 
that equities have rallied. But it is not all good news. Read 
more in the sections on pages 4 & 5. 

Asia has ridden on the coattails of global trends.

The combination of falling oil prices and European stimulus 
has generally been good for Asian sentiment, with the result 
that Asian shares have also started the year on a solid footing. 
In addition to the factors already mentioned, falling oil prices 
have also fed through quickly to inflation, and the regions 
central banks have been quick to seize the opportunity and 
cut interest rates. That has had the dual benefit of weakening 
currencies (which are good for exports) and boosting local 
consumption – both of which stimulate economic growth. 
Somewhat at odds with these trends though, is the Australian 
market. It has rallied to new highs, but that is despite severe 
pressure on commodity prices from the strong dollar. Mining 
shares in Australia have been under severe pressure, but 
the index has rallied nonetheless thanks to a surprise cut 
in interest rates in mid-February. What is worrying is that 
economic data from China remains weak so risks remain 
that commodities could lurch downwards again as demand 
continues to dwindle.

CHINA AND ASIA
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GBP VS EUR
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In anticipation of a rise in US interest rates, 
the Dollar has had a remarkable rally since the 
middle of 2014. After suffering a year of Pound 
strength against the Dollar, that trend has now 
been reversed. The Dollar is now trading at its 
strongest level against a basket of currencies 
for ten years, and there may be more to 
come as the inevitable interest rate increase 
gets closer. For Pound based investors, the 
weakness of the Pound relative to the Dollar 
has been a windfall. But the opposite applies 
to Dollar based investors. 

GBP VS USD

Despite the weakness against the Dollar, 
the Pound has been very strong against 
some other currencies – notably the Euro. 
In fact, thanks to the end of QE in the US 
and the start of QE in Europe, the Euro has 
weakened to its lowest level in more than 
ten years. A weak currency is exactly what 
Europe needs, and certainly Germany’s large 
multinational companies are not complaining. 
Their exports are as competitive as ever and 
it makes Southern Europe very cheap as a 
tourist destination. One feels the weakness is 
overdone, but the Greek issue has yet to be 
resolved. 

GBP VS EUR

South Africans are sensitive to the 
performance of the Rand, given that we 
believe it is a reflection of the deterioration 
of the country at large. But other currencies 
are in the same boat, and often the near term 
trends in the Rand are merely symptomatic 
of broader global trends. After two periods 
of sharp depreciation, the Aussie Dollar 
stabilized in the middle of last year, but the 
weaker bias has resumed, on the back of 
lower interest rates, weak commodity prices 
and a rampant US Dollar. Before the Financial 
Crisis, the Aussie Dollar was at 2.6/Pound. It 
may well return to those levels.

GBP VS AUD
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STANDARD CHARTERED BANK

Standard Chartered has long been a component of many 
client portfolios, and for a few years it was a model of 
consistency. It had avoided many of the scandals that gripped 
the rest of the banking industry and its returns were solid 
given the tough environment. Recently though, that trend 
has changed. It started with the disastrous policy changes in 
South Korea, which turned a hugely profitable market into 
one making large losses. That was compounded by several 
fines from US regulators for apparent breach of sanctions 
against Iran. To top it all off, the bank’s key markets are 
themselves going through times time. Standard Chartered, 
even though it is domiciled in the UK, is an emerging markets 
bank. It’s main sphere of operations is across countries in 
Asia, the Middle East and Africa. Economic growth in all of 
these regions is under pressure, for various reasons, so that 
has only compounded the issues facing management at 
the bank. Finally, there are still various investigations under 
way and the Bank may be liable for more regulatory fines, 
depending on the outcome.

Investors have long been calling for a shakeup, and finally 
those calls have been answered. The Bank has announced 
a complete management overhaul, and that has been 
welcomed. But they have some way to go to address other key 
concerns – primarily that the bank is short of capital. Recent 
results showed profits down 25%, and we expected the 
dividend to be cut. In the event, it was kept unchanged. But 
its levels of regulatory capital are under pressure and given 
that profits are expected to remain weak for another two 
years, it is hard to see how the dividend can be maintained. 
Furthermore, we think there is a growing probability that the 
bank will need to have a large rights issue, which will dilute 
earnings and dividends even more.

In the last issue of Acuity, we highlighted two shares in our 
Focus page – namely Siemens and Carrefour. Both of these are 
leading European companies with strong franchises and we 
were keen to include them in portfolios. However, clients will 
notice that these companies do not feature in their portfolios 
– yet. Why? The simple reason is currency movements.

In the currency section we have commented on the volatility 
in the currency market. Indeed, this volatility has been a 
feature of the financial markets for the past eighteen months. 
We thought that 2015 might be the year in which currencies 
settled a little, but so far, that has proved far from the mark. 
The world’s major currencies are as volatile as ever. The source 
of this volatility is the increasing probability of an increase to 
US interest rates. Consequently, the US Dollar has rallied hard 
at the expense of all other currencies. But simultaneously, the 
ECB announced in January that they would embark on their 
own program of QE. That, together with uncertainty over the 
future of Greece, has caused unprecedented weakness in the 
Euro. Together, a strong Dollar and a weak Euro are having an 
impact on portfolio movements.

Clients will know that in their foreign portfolios, there are 
two elements that determine the performance of their 
investments – namely the share price movements AND the 
currency movement. It is of little short term benefit watching 
the share price rally only to see those benefits being eroded 
by currency weakness. So it is with Siemens. As the chart 
shows, Siemens has rallied recently when measured in Euros, 
but not when measured in Pounds. In building portfolios, 
we will continue to evaluate both price and currency to 
determine suitable investments.

CURRENCY CHAOS

STANDARD CHARTERED SHARE PRICE

The price reflects the tough times, but the risks remain high for 
shareholders.
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Name Country Sector Description

Aberdeen 
Asset Man

UK Financials One of the UK’s leading independent asset managers, managing £187 billion of assets, across equities, 
fixed income and property. The company has a global presence, and is highly cash generative so offers 
a good dividend.

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.

British Sky 
Broadcasting

UK Media BSkyB is the largest provider of satelite TV services across the UK. It is the UK equivalen tof SA’s 
DSTv. Whilst Sky News might be familiar to most, the company has a host of channels. The market is 
competitive, especially for the rights to screen sports events, but it is consolidating its interests across 
Europe, which should benefit shareholders. Its yield is also attractive.

Carrefour France 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. With oil prices providing a boost to disposable incomes, 
we believe that sales growth will accelerate.

Caterpillar 
Inc

USA Industrials Caterpillar Inc. designs, manufactures and markets construction, mining and forestry machinery, and 
related spare parts. Its machines are chosen for their strong dealer network, superb backup service 
and excellent reliability.

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.

Deutsche 
Post DHL

Germany Industrials Deutsche Post is the privatised german mail service, but it has expanded into logistics, express parcel 
delivery and much more. Cheap valuations, the first hints of better economic growth and the ongoing 
trend to online shopping bode well.

Diageo UK Consumer 
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 Guiness beer, Baileys 
Irish Cream, Smirnoff, J&B and Tanqueray.

EMC Inc USA Technol-
ogy

EMC is one of the stalwart IT firms of the US. It focuses on hardware, specifically servers, datacentres 
and associated products - items essential to the fast growing trend of cloud computing and the 
internet.

General 
Electric

USA Industrials GE is active is so many industries it is impossible to name them all. It is presently undertaking a 
reorganisation of its operations by separately listing its finance division and it has sold its consumer 
electronics division. That leaves 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 Consumer 
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 113 year history of increasing its 
dividend.

Growthpoint 
Australia

Australia Property GOZ is the Australian subsidiary of locally listed Growthpoint Properties. It has a growing portfolio of 
commercial property across Australia, and offers a yield in excess of 7%.

GlaxoSmith-
kline

UK Pharma Glaxo is one of the world’s leading pharmaceutical companies. It has been out of favour recently 
due to the impression that it is ex-growth (with no new blockbuster drugs in the pipeline), but this is 
misguided. The company has a strong pipeline and a high dividend yield. 

The table below contains a short description of various shares that we consider to be quality global companies and worthy 
of inclusion in clients’ portfolios. Whilst many of the companies are household names, some are less familiar. The aim is 
to introduce clients to these companies to broaden your knowledge and understanding of how your foreign portfolio is 
positioned. This list will be updated and changed as coverage is broadened and in line with changes in the economic cycle.

UNDERSTANDING THE UNIVERSE
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Imperial 
Tobacco

UK Tobacco 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. The company has a commitment to 
increase its dividend by 10%p.a

Hammerson 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. Both bode well 
for sustainable dividend growth.

Honeywell USA Industrials 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. 

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.

Las Vegas 
Sands

USA Gaming & 
Leisure

LVS is one of the worlds largest casino perators, with properties in Las Vegas, Singapore and Macau. 
Its Macau operations dominate the group, generating over 80% of profits. With its heavy investment 
burden behind it, the group is expecting a sharp increase in cash returns.

Michael Kors USA Fashion Despite only having been listed for 3 years, the name of Michael Kors has been around for many 
years. This US-based luxury group appeals to the well-heeled younger generation, and their 
products are highly sought-after but more affordable than some of its European peers. The 
share has derated and is now cheaper than the peer group, yet it retains sector-beating growth 
prospects

Reckitt 
Benckiser

UK Consumer 
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. Sales of non core assets and a tight control of 
costs should see cash returns and dividends rise strongly. 

Sanofi France Pharma-
ceuticals

Sanofi in another of the world’s leading pharmaceutical companies. It manufactures medicines and 
vaccines and is active in animal health too. It operates in over 100 countries and has 20 research and 
development sites that ensure the company has a strong pipeline of new products.

Siemens Germany Industrials Siemens is a leading German industrial company with operations spanning transport, energy, 
medical devices and industrial automation. It has a leading research team that drives innovation 
and new products, which in turn drives revenue growth in future years. Valuations are 
undemanding and the company stands to benefit from Euro weakness for its exports.

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.

Singapore 
Telecomms

Singapore 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 through its investment in 
Bharti, a presence in growth markets of India and Africa. 

Textainer 
Group

USA Freight Textainer is the world’s largest owner and lessor of freight and shipping containers. Its fleet comprises 
2.8 million TEU. It is listed in new York, but controlled by locally listed Trencor and domiciled in 
Bermuda. The share is geared to a recovery in international trade and pays an attractive dividend.

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 Consumer 
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.
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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.
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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      (  +27 (0) 33 330 2164
G     3 Harvard Street, Howick, 3290, South Africa  7  +27 (0) 33 330 2617   
+ P.O. Box 235, Howick, 3290, South Africa  @  admin@hhgroup.co.za
        www  www.hhgroup.co.za  

CONTACT DETAILS

THE FINAL WORD

“I have 1,8722 Facebook friends, so I figure at least ONE 
will be willing to support me in my old age!”


