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The last quarter of 2015 has certainly 
been volatile. The markets have 
see-sawed in line with changing 
expectations over US interest rates. 
On top of that, there has been no 
let-up in the pressure on commodity 
prices and commodity-related 
shares. This is highlighted very 

clearly in the performance of the FTSE100 Index. Oil and 
mining comprise a large portion of the index, and shares in 
these sectors are trading at multi-year lows. There appears to 
be no respite in sight, at least in the short term. Elsewhere, 
there is evidence of a continued, albeit gradual, recovery in 
the broader UK economy, although exports are coming under 
pressure due to currency movements. Now that the US has 
finally taken the plunge and raised their interest rates, the 
focus will shift to the timing of such a move in the UK. We 
believe that the Bank of England is quite happy to be patient 
until inflation accelerates – which is not evident yet. No 
change should be supportive of the UK economy and equities. 

One would not normally associate 
the term “political uncertainty” with 
a country such as the UK, but that 
is the case at present. Thanks to the 
knife-edge referendum on Scotland 
and then the Conservative victory 
in the last election, the upcoming 
referendum on continued EU 

membership has taken on far more significance. We cover 
this in more detail in our editorial piece this month. The UK 
market has been under pressure as a result, although a strong 
rally in mining and oil related stocks has helped to boost the 
index over the past few weeks. It is certainly well off its lows 
reached in early February. Yet, the longer term chart remains 
uninspiring. The FTSE 100 Index is trading at the same 
level that it did in early 2013 – so there has been hardly any 
change for three years. This despite an acceleration in GDP 
growth and a vast improvement in government finances. The 
recent Budget was generally market friendly, even if growth 
forecasts were downgraded. The Chancellor is forecasting a 
budget surplus by 2019.  

UK ftse 100 Index 

5500

5750

6000

6250

6500

6750

7000

7250

Jul-12 Jan-13 Jul-13 Jan-14 Jul-14 Jan-15 Jul-15 Jan-16

UK BUdget defIcIt

-12

-10

-8

-6

-4

-2

0

2

4

91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15

% Change, year on year 

PoLItICAL UnCeRtAIntY  
tAKes Its toLL

UnIted 
KIngdom

s&P 500

1300

1400

1500

1600

1700

1800

1900

2000

2100

2200

Jul-12 Jan-13 Jul-13 Jan-14 Jul-14 Jan-15 Jul-15 Jan-16

Us PremIUm Petrol PrIces

1.5

2.0

2.5

3.0

3.5

4.0

4.5

5.0

06 07 08 09 10 11 12 13 14 15 16

US$ / gallon 

ReCoVeRIng As InteRest RAte eXPeCtAtIons 
ARe doWngRAded

UnIted 
stAtes



Offshore knowledge from the Harvard House Group

We understand Your need for financial integritY | WWW.hhgroup.co.za | the harvard house group 3

Whilst European equities have 
recovered recently, the markets there 
remain weak, thanks to political 
uncertainty from the refugee 
crisis, weak economic growth, and 
persistently low inflation (and indeed 
fears of deflation). To that end, the 
ECB has once again announced a 
huge round of extra stimulus, reducing interest rates further – 
they are now firmly negative – and increasing its QE program. 
The weak oil price has not helped, but deflation remains a 
real fear, hence the effort to try and stimulate demand. In 
our opinion, it is not all bad. There are signs of improving 
economic growth, especially across consumer categories such 
as retail sales and car sales. But the mood remains negative, 
thanks in part to political uncertainty. Governments across the 
region are under pressure from the refugee crisis, and right 
wing parties are gaining prominence in a number of states. 
At a corporate level, the VW scandal still has much further to 
run. The Euro has strengthened recently, which will take the 
shine off exports, but is a sign of investor faith in the region. 
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Asian markets remain weak, for 
two reasons. The first is a general 
contagion from China with the 
region perceived as being overly 
reliant on China. The second is a 
general malaise towards emerging 
markets. This has abated somewhat 
in recent weeks as the US Federal 
Reserve has signaled an easier path of monetary policy. 
But growth in Asia is weak, consumer spending is under 
pressure and this in turn is feeding through to property prices. 
However, it is not all bad. In line with a slightly weaker US 
Dollar, commodity prices have rebounded sharply in recent 
months which have fueled a sharp rally across mining shares, 
some of which are listed in Hong Kong and Australia. In 
line with similar rallies elsewhere, key Asian markets have 
experienced substantial gains in recent weeks. The Singapore 
market has gained 15% since mid-February, but is still lower 
than where it traded back in late 2012. Down in Australia, the 
commodity rally has hardly pushed the index higher. This is 
even more surprising, given that Australian GDP growth has 
actually been accelerating. 
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The Pound has been 
under severe pressure 
for the past nine months. 
Firstly, it was from a 
strong Dollar, which 
was pushed higher by 
the promise of higher 

interest rates. More recently, it has been due 
to the growing uncertainty about “Brexit” – 
the referendum on EU membership. The Bank 
of England has downgraded its growth and 
inflation expectations, which implies that it is 
in no hurry to raise UK interest rates. Until the 
referendum is out of the way, we can expect 
the Pound to remain weak. 
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The broad rally of the 
Pound against the Euro 
has come to an abrupt 
end. Mainly this has 
to do with the weak 
Pound (as discussed 
above), but the Euro 

has also rallied on renewed stimulus in that 
region. From an economic standpoint, the UK 
will be finding its weaker currency a boon to 
manufacturing and exports. But given that the 
reason is uncertainty over the future access 
to the EU, it may be hard to capitalize on this 
opportunity. We would expect the Pound to 
rally should the UK decide to remain in the 
EU. 

gBP Vs eUR

Having suffered 
relentless downward 
pressure since early 
2013 in line with most 
commodity exporters, 
the Australian Dollar 
has had a resurgence in 

recent months. Having reached a weak point 
of A$2.20 per Pound, it is now back at A$1.90, 
thanks to the surge in commodity prices and a 
reduction in general risk sentiment. Of course, 
in part this is due also to the weak Pound. 
We are concerned that commodity prices are 
unsustainable in the near term and fear the 
Aussie Dollar may give up some of its recent 
gains. 
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June 23 2016 will be remembered in 
English history books. That is that day 
on which Britons will vote on whether 
to stay or leave the EU. Based on prior 
referendums that have been far too close 
for comfort (notably independence for 
Scotland), the market is rightly anxious. 
This has been reflected in a weak stock 
market (although this in part has just been 
global contagion) and more notably in a 
weak Pound. On a trade-weighted basis, 

the Pound is at its weakest level for two years, and it weakened 
considerably after Boris Johnson, the enigmatic mayor of 
London, threw his weight behind the “Leave” campaign.

So what is it all about? The referendum has come about due to 
a promise that David Cameron made to voters before the last 
general election, an election he never seriously thought the 
Conservatives would win. In order to stop mass defections to 
UKIP, he promised a referendum on future EU membership. 
Since then, he has tried valiantly to squeeze some concessions 
out of the EU, but many see these as woefully inadequate. In 
brief, he has managed to earn concessions on immigration and 
benefits, relations with the Eurozone and further European 
integration. Many of the voters don’t think these concessions 
go nearly far enough and are largely symbolic, with little 
practical chance of actually being implemented. Given that 
the ultimate goal of the EU project must be ever closer union 
(politically and economically), many Britons feel that they 
should get out now while they still have the chance to control 
their own destiny.

The real debate about Brexit is whether the UK would be 
better off alone or whether it needs the EU for its survival. The 
UK certainly is no longer the world power that it once was, 
but it still has the fifth largest economy in the world and is a 
massive consumer market. Proponents for leaving argue that 
the EU epitomizes “Big Government” – aloof from, and barely 
accountable to, the population that it serves. It pushes through 
a vast number of laws, many of which are trivial and add to 
unnecessary red tape. Furthermore, bureaucrats in Brussels 
enjoy ridiculous largesse which only adds to the sense of 
waste and entitlement. The “Stay” camp’s main argument is 
all about the loss of trade, investment and security should the 

UK abandon its main export and trading partner. In a world of 
integrated financial markets and trade, it argues that the UK 
would be foolish to abandon all the bilateral trade deals that 
the EU has negotiated with other regional blocs as well as the 
strength that comes from an enlarged European voice. The UK 
could never hope to achieve a similar level of trade access. To 
highlight this point, Europe accounts for 45% of all Britain’s 
exports. However, on average across the EU, the other 27 
member states only send 7% of their combined exports to the 
UK.  That would imply that the UK needs Europe more than 
the other way around. Nonetheless, Switzerland, a far smaller 
economy than the UK, has shown that being nimble and agile 
need not necessarily be a hindrance. 

For markets, the main implication is that this referendum 
has created uncertainty about the near term future of the 
UK economy, and as we have so often said, markets hate 
uncertainty. Sensitive industries such as financial services and 
property have come under pressure as investors fear that the 
UK will lose its status as a gateway to Europe and a global 
financial hub. Given that the UK does not share the common 
currency but has always retained its own Pound, those fears 
may be exaggerated. But London has benefitted from its 
financial industry and access to a single market and a gradual 
shift away from London to the continent would have negative 
implications. 

Research commissioned by some of Britain’s largest asset 
managers is largely neutral on the issue. Hugely respected 
UK fund manager Neil Woodford makes the following 
observation: “I think it’s really hard to see any significant 
credibility in an argument to stay or leave that is constructed 
around economics. I think it’s a nil-sum game. If we stay 
or leave the fundamentals of the economy will be relatively 
unmoved.” Unfortunately that opinion is not shared by 
everyone. 

John Major, former prime minister, wrote a lengthy editorial 
last week highlighting the dangers of turning their backs on 

“BReXIt”: WhAt 
does It meAn 

foR offshoRe 
PoRtfoLIos

“the referendum has come 
about due to a promise 
that david Cameron made 
to voters before the last 
general election, an election 
he never seriously thought 
the Conservatives would 
win. ”

Michael 
Porter



Offshore knowledge from the Harvard House Group

We understand Your need for financial integritY | WWW.hhgroup.co.za | the harvard house group6

Europe – dangers that included everything from security 
issues, access to a single market, and its political influence. 
Major argues that Britain currently has the best of both worlds 
– the benefits of access to Europe as well as protection from 
some aspects that are not popular – such as the single currency, 
free borders (the UK does control its borders) and they have 
opted out of ever closer union.  Major goes on to argue that 
it is disingenuous to expect Europe to roll out the red carpet 
for the UK should they decide to leave. Having been snubbed, 
it is only right to expect the Europeans to be as resentful and 
belligerent towards the UK as possible. By leaving, the UK 
will weaken the EU. It is unlikely that the remaining members 
will be keen to reward the UK for that behavior, not least to 
dissuade other members from doing the same thing.

To add fire to the debate, numerous foreign leaders have also 
stressed their desire to see the UK remain part of the EU. 
Leaders from the US, China and Japan have all expressed 
their concern about a possible exit. President Obama will visit 
the UK next month, when he is expected to endorse the “Stay” 
campaign. 

Nonetheless, politics in the UK has taken a populist and 
unpredictable turn. The Financial Crisis and its aftermath 
have undermined faith in the judgement of elites. High levels 
of immigration and fear of terrorism have increased the 
temptation to retreat behind national frontiers.  The “leave” 
campaign is gathering momentum with catchy slogans such 
as “control our borders”, “make our own laws” and “get our 
money back from Brussels.” The responses to these phrases 
are intellectually very sound, yet they are complicated. As 
Gideon Rachman of the Financial Times points out, there is 
an old saying that goes, “In politics, if you are explaining, 
you are losing.” At the same time, the coalition for the “Stay” 
campaign has been far less vocal than expected, leaving a void 
for the “Leave” campaign to fill.  

In our opinion we can expect the following in the lead up to 
June 23rd.

1. The Pound will remain weak.

2. A “Leave” vote will be met with a sharp fall in the Pound 
and markets. A recovery will depend on the speed with 
which pragmatism returns. It is worth remembering that 
this referendum is not a prelude to further negotiation. It 
is a final decision. A weak Pound will fuel exports and a 
recovery for the economy, provided that foreign markets 
are not suddenly inaccessible, which is a real risk. Equally 
important would be the impact on the Euro, which may 
come under significant pressure as investors question the 
future of the Union. It might also trigger a change of prime 
minister / government in the UK and reignite the debate 
over Scotland. England without Europe or Scotland would 

be scary indeed. 

3. A “Stay” vote would see the markets rally hard with relief, 
especially those sectors that have been hard hit. We would 
also expect a recovery in the Pound. 

What are we doing ahead of the referendum?

1. For portfolios based in US Dollars, we do not feel that any 
changes are necessary.

2. For portfolios based in Pounds, we are raising cash 
balances to ensure that we can take advantage of weakness 
if it does materialise. We will also increase exposure 
to US securities (US Dollar assets) to protect against a 
weaker Pound. Both of these may well be drags on short 
term performance should the “Stay” campaign win. But 
we have to acknowledge the heightened level of risk over 
this event, given current opinion polls.

When push comes to shove, voters more-often stay with 
what they know, rather than venturing for the unknown. But 
sentiment and nationalism are running high, which makes 
for an unpredictable outcome. As John Major put it, “the 
referendum will be a fateful choice: Great Britain or Little 
Britain.”

In order to keep many of his restless backbenchers happy, 
who have always had an uneasy relationship with the EU, 
Prime Minister David Cameron has taken the gamble of his 
political life.
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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 owns 50% of Illovo Sugar and is currently bidding for 
the remaining shares.

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.

Deutsche Post 
DHL

Germany Industri-
als

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. The weaker opil price has also lowered 
its transport costs.

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 Guiness 
beer, Baileys Irish Cream, Smirnoff, Johnny Walker, J&B and Tanqueray. 

First Real Estate 
Trust

Singa-
pore

Property A Singapore based property company with a specific focus on healthcare properties such as 
hospitals and clinics, across Indonesia, Singapore and South Korea.

General Electric USA Industri-
als

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 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 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 and industrial property across Australia, and offers a yield in excess of 
6%.

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.

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 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.

This quarter we are pleased to expand on the enhancements made in prior editions. We have created a one-page “factsheet” 
for various companies. The aim of this factsheet is to provide more detail on each company, the earnings and dividend history 
and the share price performance in both the base currency and an alternative currency. In so doing, we trust that clients will 
gain more familiarity with some of the companies in their portfolio and understand the dynamics of currencies on the daily 
movement in share prices. This quarter we delve into the financial sector.  Companies in this issue are highlighted in teal.

UndeRstAndIng the UnIVeRse



Offshore knowledge from the Harvard House Group

We understand Your need for financial integritY | WWW.hhgroup.co.za | the harvard house group8

name country sector Description

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.

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 ev-
ery 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. 

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. The down-
turn in China has impacted on short term profitability, but its cash returns to shareholders are 
rising steadily.

Lloyds Banking 
Group

UK Financials Lloyds has recovered well from the GFC. It has sold off its TSB operations, refocused its do-
mestic 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.

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 Latan America. Given the importance of infant nutrition to long term 
human development, we believe this is an attractive long term industry.

Michael Kors USA Luxury 
Goods

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. 

Nestlé Switzer-
land

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'Oreal to 
focus its attention on skin care.

Newell Rubber-
maid

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.

Reckitt Benck-
iser

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.
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name country sector Description

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 over 6%, even with 
depressed prices.

Sanofi France Pharma-
ceutical

Sanofi in one 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. 

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.

Siemens Germany Industri-
als

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.

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 satelite 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.

Tecent 
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 demonstarted 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.

Textainer Group USA Freight Textainer is the world's largest owner and lessor of freight and shipping containers. Its fleet 
comprises 3.2 million TEU. Present operating conditions are tough thanks to low steel prices, 
low interest rates and poor global trade. 

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 synonomous 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.

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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hendeRson hIgh InCome tRUst
ticker: HHI Ln Share in issue (m):  111 
domicile: uK Market Cap (m)  £200 
Price: 178 Year end: december
Currency: GBP Sector: Investment 

trusts

Year nAV dPs
2011 119.0 9.22
2012 135.0 9.22
2013 166.8 9.33
2014 170.0 9.55
2015 175.0 9.89

forecasts
Year nAV dPs
2016 180 10.2
2017 190 10.6
2018 194 11.0

Valuation
Ratio Prem/

nAV
Yield

Current 2% 5.6%
1yr fwd -1% 5.7%
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salient points:
1. Henderson High Income Fund is not a company per se, but rather a listed 

investment trust, a structure that is popular in the UK. It is managed by 
Henderson Global Investors, a company with an eighty year track record of 
investment management in the UK.

2. The investment objective of the Trust is well aligned to that of Harvard 
House, namely to invest in a prudently diversified portfolio of investments in 
order to provide  investors with a high dividend income stream while also 
maintaining the prospect of capital growth.

3. The bulk of the Trust’s investments are held in the UK, with a mandate to 
have a maximum of 20% outside of the region. Furthermore, the majority 
of the Trust’s investments are in equities, but it does have fixed income 
exposure when appropriate. 

4. The investment objective has over the past few years, with dividend growth 
well out-stripping the rate of UK inflation. The dividend has risen from 9.2p 
per share to 9.9p, a compound growth rate over the past four years of 2%. 
But this has accelerated recently and we expect dividend growth to average 
3.5% over the next few years. This is relative to UK inflation of less than 1%. 

5. The other key performance measure for the Trust is growth in NAV. To this 
end, growth has been strong at 10% p.a, fueled by good stock selection and 
appropriate levels to gearing to enhance the return. 
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LLoYds BAnKIng gRoUP
ticker: LLOY 

Ln
Share in issue (m):  71,373 

domicile: uK Market Cap (m)  £50,575 
Price: 71 Year end: december
Currency: GBP Sector: Banking

Year ePs dPs
2011 -4.1 0.0
2012 -2.0 0.0
2013 -1.2 0.0
2014 1.7 0.8
2015 8.5 2.3

forecasts
Year ePs dPs
2016 11.0 4.6
2017 12.5 5.3
2018 13.0 5.3

Valuation
Ratio Pe  

Ratio
Yield

Current  8.4 3.2%
1yr fwd  6.5 6.5%
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salient points:
1. Lloyd’s main business is that of retail and commercial banking, general 

insurance and long-term savings, protection and investment. These are 
provided for under a range of brands including; Lloyds Bank, Halifax, Bank of 
Scotland and Scottish Widows.

2. The retail banking division makes up 44% of profits versus 31% for 
commercial, 13% for consumer finance and 12% for insurance.

3. A key focus of the company’s strategy is that of being a low risk and low cost 
UK retail and commercial bank. The company is also highly aware of the 
changing landscape in the banking environment with technology playing a 
vital role. It believes its competitive advantage and simple business model 
will continue to provide opportunities. 

4. Lloyds is in a good position despite the prolonged period of low UK interest 
rates. The business is linked closely to the strength of the UK economy 
which has shown strong employment levels, reduced levels of corporate and 
household indebtedness and increased house prices, all of which provide a 
strong underpin for future prospects.

5. The company’s latest set of results showed a good improvement in 
net interest income, lower operating costs and significant reduction in 
impairments charges. This has fueled strong growth in the dividend. We 
believe there is more to come.
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sChRodeRs PLC
ticker: Sdr Ln Share in issue (m):  226 
domicile: uK Market Cap (m)  £7,426 
Price: 2750 Year end: december
Currency: GBP Sector: asset  

Management

Year ePs dPs
2011 90.9 43.3
2012 101.0 47.7
2013 150.0 64.3
2014 152.0 86.7
2015 171.0 96.0

forecasts
Year ePs dPs
2015 175.0 101.1
2016 189.6 110.0
2017 204.9 118.5

Valuation
Ratio Prem/

nAV
Yield

Current  15.1 3.5%
1yr fwd  14.7 3.7%
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salient points:
1. Schroders is an asset management company which manages £300 billion 

on behalf of institutional and retail investors, financial institutions and high 
net worth clients from around the world. They have a broad geographic 
reach operating from 37 offices in 27 different countries across Europe, the 
Americas, Asia and the Middle East.

2. Assets under management are split as follows: Americas £41.8bn (14%), 
UK £124.7bn (42%), Europe and Middle East £61.2bn (20%) and Asia Pacific 
£72.3bn (24%). In addition to institutional segregated mandates they 
manage more than 590 funds in 19 countries.

3. Comments from their 2015 results show that despite the first increase in 
interest rates in the US since 2006 and continued pressure on commodity 
prices, Schroders managed to deliver record results due to its highly 
diversified business model which led to winning net new business and 
growing assets under management.

4. Its policy is to increase dividends progressively in line with the trend in 
profitability, which appeals greatly to our investment philosophy.  They plan 
to grow their business in lower margin areas such as Institutional, Multi-
asset and Fixed Income, given that these products are associated with large 
mandates and higher than average longevity.
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stAndARd LIfe PLC
ticker: SL/ Ln Share in issue (m):  1,975 
domicile: uK Market Cap (m)  £7,304 
Price: 370 Year end: december
Currency: GBP Sector: Life  

assurance

Year ePs dPs
2011 32.2 13.8
2012 25.3 14.7
2013 21.6 15.8
2014 25.0 17.0
2015 26.1 18.4

forecasts
Year ePs dPs
2016 27 19.7
2017 29.4 21.1
2018 32.8 22.3

Valuation
Ratio Pe  

Ratio
Yield

Current  14.2 5.0%
1yr fwd  13.7 5.3%
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salient points:
1. Standard Life is a life assurance and investment company having 4.5 million 

customers and clients spread across 46 countries with a total of £300bn of 
assets under administration. Through an Indian and Chinese associate they 
support an additional 25 million customers in Asia.

2. Standard Life Investments actively manages over £253.2bn worldwide 
offering global asset management expertise in all major asset classes; 
equities, fixed income, multi-asset, real estate, private equity and funds-of-
funds.

3. The institutional and wholesale presence is spread across 46 countries with 
a presence in 27 cities in 17 countries across Europe, North America and 
Australia. Two thirds of the institutional and wholesale net inflows originate 
outside of the UK. Within the UK, they have a strong presence in the pensions 
market and are well placed to benefit from reforms in that industry. 

4. The company is committed to a progressive dividend policy and has delivered 
a strong performance of this since demutualisation and even through the 
Financial Crisis. 

5. The company has benefitted from economies of scale as they have grown. 
Expenses have shrunk, which in turn has fueled a compound annual growth 
rate in profits of 38% over the past four years. 
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VIsA InC
ticker: V uS Share in issue (m):  1,919 
domicile: uSa Market Cap (m)  $177,205 
Price: 7350 Year end: September
Currency: uSd Sector: Financial  

Payments

Year ePs dPs
2011 125 16.8
2012 155 24.8
2013 190 34.8
2014 227 42.0
2015 262 50.0

forecasts
Year ePs dPs
2016 280 57.0
2017 325 64.0
2018 374 83.0

Valuation
Ratio Pe  

Ratio
Yield

Current  28.1 0.7%
1yr fwd  26.3 0.8%
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salient points:
1. Visa is a global payments technology company that connects consumers, 

businesses, financial institutions and governments in more than 200 
countries to fast, secure and reliable electronic payments.

2. To give an indication of the size of this operation, the volume of transactions 
in 2014 amounted to 98.4 billion with a total value of $7.36 trillion versus 
their next largest competitor being MasterCard with volume of 60.1 billion 
transactions and a value of $4.4 trillion. 

3. Latest results have shown earnings per share growth of 16% and revenue 
growth of 9% (both USD), this in a period of continued slower economic 
growth. These were achieved in the face of foreign exchange losses due to 
the Dollar strength, reduced cross border payments volumes due to this 
strength and the continued drag from lower oil prices. 

4. The chairman commented in the 2015 annual results that all businesses face 
headwinds and tailwinds in the short term, but he rightly points to the fact 
that their business is lucky to be part of an industry that continues to have 
strong long term growth potential.

5. The company mentions that $16 trillion of cash and cheque transactions 
take place globally on an annual basis and this is where they plan to grow 
transactional volume. 
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WeLLs fARgo & Co
ticker: WFC 

uS
Share in issue (m):  5,057 

domicile: uSa Market Cap (m)  $256,596 
Price: 5000 Year end: december
Currency: uSd Sector: Banks

Year ePs dPs
2011 282 48.0
2012 339 91.0
2013 389 120.0
2014 410 140.0
2015 415 150.0

forecasts
Year ePs dPs
2016 423 156.0
2017 455 165.0
2018 494 180.0

Valuation
Ratio Pe  

Ratio
Yield

Current  12.0 3.0%
1yr fwd  11.8 3.1%
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salient points:
1. Wells Fargo is one of the most valuable companies in the world, ranked 

number ten in terms of market capitalisation as at end of December 2015 
and ranked in first place as the most valuable bank. It has a strong heritage, 
having been created in the mid 1800s. 

2. The company has in excess of 70 million customers with a total of 8 643 
branches. It prides itself in delivering products and services that customers 
want and need. This is reflected in its ranking as No. 1 commercial real 
estate originator, No. 1 residential mortgage originator, No. 1 Small business 
lender, No. 3 in total deposits and No. 1 in retail deposits whilst No. 3 in full-
service retail brokerage.

3. An attractive feature is its balanced spread between net interest income 
(53% of revenue) and non-interest income (47%) and its diversified fee 
generation within the non-interest component; deposit service charges 
13%, trust and investment fees 35%, card fees 9%, mortgage banking 16%, 
and insurance 4%. 

4. Some highlights from the 2015 results: Total deposits reached a record of 
$1.2 trillion (+5%) driven by both consumer and commercial growth. Total 
loans finished at $916.6 billion (+6%), making the loan portfolio the largest 
amongst US banks. Credit losses also improved by 2% for the year. 

5. Their track record is solid with total shareholder return in USD over 5-years 
of 14.7% p.a and 8.5% p.a over a 10-year period - the highest in the sector.  
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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

“Tech support says the problem is located 
somewhere between the keyboard and my 

chair”

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:


