
Empowering offshore knowledge exclusively from the Harvard House Group of companies

3R
D

 Q
U

A
R

TE
R

  2
01

5 
V

O
LU

M
E 

3 
 IS

SU
E 

3

In this edition:

• Market update
• Currency update
• Company in focus: 

◊  Mead Johnson
◊  Newell Rubbermaid

• Understanding the universe 

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

Political certainty is positive for the medium term 
outlook.

Having rallied strongly during the first quarter of the year, 
the UK’s FTSE 100 Index has drifted off over recent months. 
In part this is due to various global factors – changing 
policy in the US and Europe, uncertainty over the future of 
Greece and a slowdown in China – but more so, the market 
was in limbo ahead of their elections in May. The decisive 
outcome – no coalition government necessary – has given 
the Conservative Party clear scope to proceed with its plans, 
and the market consequently rallied on their seemingly pro-
business policies. Unfortunately, there are still hurdles to 
come – notably in the form of a referendum in 2017 over 
whether the UK will remain in the EU. Nonetheless, politics 
aside, the UK economy continues its gradual and steady 
recovery. Unemployment continues to fall, retail sales and 
new vehicle sales are rising and there is growing speculation 
that the Bank of England will raise UK interest rates in the first 
quarter of 2016. The improvement in iron ore and oil prices 
has also helped to stabilize the important mining sector, at 
least in the short term.

A period of consolidation as the strong dollar 
weighed on profits.

The S&P 500 Index has trended sideways over the past quarter 
as investors have been kept guessing on the path of the US 
economy and consequently the potential for interest rate 
increases in that country. There is little doubt that on balance 
the economic data from the US has been disappointing so 
far this year. Key indicators – whether it be related to the 
manufacturing or consumer sectors - have been weaker 
than forecast. This has raised doubts over whether the US 
economy is sufficiently robust to withstand an increase in 
local interest rates. Furthermore, the dollar has rallied hard 
in anticipation of an increase in interest rates, and this has 
perversely reinforced the economic slowdown as exports 
from large US multinational companies have slowed and 
profits have been weaker than anticipated. Looking ahead, 
we believe that the US will raise rates once before the end 
of 2015, but that the trajectory from there on will be very 
slow. Consequently, we still believe that the US offers good 
opportunities for equity investors. 
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EUROPE

Europe remains caught between QE and Greece.

At the time of writing, the Greek issue remained worryingly 
unresolved, with emergency meetings between the Euro 
Group and Greece scheduled daily in order to break the 
impasse. Only time will tell whether some form of compromise 
is reached, but the longer the impasse, the more damage that 
is being done – to both sides of the debate. Away from the 
Greek issues, Europe’s economy is certainly on the mend – 
and in fact has been one of the strongest performing regions 
over the past six months. That would have hardly seemed 
possible late in 2014. Yet all the economic data is pointing 
to an acceleration in activity, spurred on by the weaker Euro, 
which in turn is due to their policy of quantitative easing. 
However, Europe has suffered its fair share of turmoil, with 
government bonds in Germany rising from a yield of 0.05% to 
1% in just two months. That is akin to losses on government 
bonds of almost 2000%. Who said bonds were risk-free? 
Equities have pulled back but should rally provided the Greek 
situation is resolved amicably.

Asia is mirroring trends elsewhere in emerging 
markets.

Asia is mirroring trends evident elsewhere in emerging 
markets and has much to do with the future direction of US 
interest rates. As we can appreciate in South Africa, foreign 
money has flowed to emerging markets in search of higher 
income yields. But as bond yields start to rise in the US and 
Europe, the attraction of emerging markets have started to 
fade. Both bonds and equities have declined as a result. In 
Singapore, markets are well off their highs, partly due to the 
issues above and partly in reaction to a definitive slowdown 
in China and its impact on regional growth and exports.  This 
is clearly also evident in the trend in the Australian stock 
market, which has been impacted by a weaker currency 
and falling commodity prices. Not shown is the chart of the 
Shanghai Stock Exchange, which has rallied by 55% since 
the start of the year owing to less onerous restrictions on 
foreign investment in China. Looking forward, the region will 
be led by China’s performance. Following three interest rate 
cuts, there is already evidence of improved momentum. That 
would be good for Asia (and Africa).

CHINA AND ASIA
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GBP VS EUR
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The roller coaster that we call currency 
markets continues at full throttle. From July 
last year until mid-April this year, the US Dollar 
strengthened enormously against the Pound, 
thanks in part to political uncertainty in the UK 
(Scottish referendum and the recent election) 
and secondly, owing to potential changes in 
US interest rate policy. That period of strength 
has temporarily come to a halt, with the 
Pound gaining traction again against the Dollar 
as uncertainly prevails on the western side of 
the Atlantic. There is also a growing consensus 
that the UK will raise its own interest rates in 
Q1 next year. 

GBP VS USD

In contrast to its performance against the 
Dollar, the Pound has been strong against 
the Euro, not surprising given all the issues 
we have already highlighted on earlier pages. 
The Euro seems destined to remain weak until 
the Greek issue is resolved but will remain 
relatively weak compared with the Dollar 
and the Pound as long as their QE program 
continues. As it stands, the ECB is committed 
to that policy until September 2016. While the 
weak Euro is aiding the economic recovery, 
it is detrimental to investors in European 
equities and is one of the reasons why we 
remain underweight that region.   

GBP VS EUR

South African investors will take some comfort 
from the fact that the Australian Dollar is 
suffering its third bout of weakness against 
the Pound since the middle of 2012. Having 
experienced two periods of sharp depreciation 
(see red arrows on the chart), the Aussie 
Dollar enjoyed nine months of strength. But 
the weaker trend has since resumed, and 
the Aussie Dollar is now at its weakest level 
against the Pound since mid-2009. Like our 
own economy, the weaker currency should 
spur economic growth, but it will require a 
rally in China and commodity prices to make 
any meaningful reversal in the currency. 
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Mead Johnson
Mead Johnson is the global leader in infant nutrition – baby 
formula for those who have long since forgotten how and 
what babies eat! Furthermore, apart from the interest in 
mead itself, the company provided useful insights in the 
wider baby nutrition industry, which was useful given Aspen’s 
aspirations to grow in that market.

Returning to Mead Johnson, it is the global leader in baby 
formula. Its mission is to provide babies with good nutrition 
early on in life so that they can get the best possible start, 
whilst simultaneously helping consumers to make informed 
decisions about their child’s health and to empower women 
to re-enter the workforce should they wish to. The key drivers 
for this industry and company are economic growth and job 
creation; an increasing number of women in the workforce; 
the emergence of a growing and wealthy middle class and 
dual income families (they estimate that there were 1.5 
billion people globally classified as middle class in 2000 
and they forecast that number to rise to 3.2 billion people 
by 2020) and increasing spend on premium nutrition. For 
example, infant formula consumption in the USA stands at 42 
kg per year per baby vs  24kg’s in Asia and only 12 kg’s in Latin 
America.  Asia makes up 52% of total sales with China being 
by far their most important market. That is followed by North 
American/Europe and Latin America at 28% and 20% of sales 
respectively. However, it is not all plain sailing in Asia. Much 
of the Chinese market is served out of Hong Kong where civil 
unrest has restricted the flow of tourists and shoppers, with 
a consequent impact on sales. Nonetheless, China remains by 
far the biggest opportunity for the company and they were at 
pains to point out that they achieve better returns on money 
spend in china than anywhere else. As an aside, we strongly 
suspect that Aspen will imminently announce its entry into 
the Chinese baby milk market – which again highlights the 
long term potential of the region. 

Its 2nd largest market is the USA. Interesting, they mentioned 
an interesting statistic – that 2014 was the first year in 
seven years that the birth rate accelerate din the US. That 
is clearly a positive for the company, but they have a strong 
team working on innovation and expanding their range into 
toddler nutrition and ancilliary products. Mead Johnson has 
a 39% market share of the US market and with the stronger 
consumer it has given rise to better pricing power. The shares 
have stagnated over the past year, and the valuation has 
fallen back to a p/e ratio of 25x but this is an industry with 
superb long term growth and one well worth watching for 
any suitable investment opportunity.

Newell Rubbermaid
This company is not a corporate name that many will be 
familiar with, but you might be grateful for one of their long-
standing products – the yellow rubber gloves used to protect 
your hands whilst doing the dishes! Luckily, the company has 
a far wider reach than just gloves – their operations span five 
industries ranging across writing instruments and stationery 
(50% of revenue), commercial products, tools, home solutions 
and baby equipment.  

The company has undergone somewhat of a transformation 
over the past few years – aimed primarily at turning the focus 
of the company away from being a pure holding company for 
various brands to an operational company that invests and 
drives its own growth. That has required a sea-change in their 
approach to business – and has resulted in a cull of employees. 
The number of directors, managers and total headcount has 
been reduced by 28%, 18% and 20% respectively (a reduction 
of 1505 people in total.)Newell could certainly be criticized 
for poor brand stewardship in years gone by. One example 
is their baby operations, which chugged along, but received 
no real management input or strategic direction. However, 
they have recently expanded their range through selective 
acquisitions, improved their market position, brought out 
innovative new products and launched their products into 
new geographies. All of which have helped to rejuvenate 
their brand and improve profitability. Those who have 
young toddlers or grandchildren will know just how much 
paraphernalia mothers carry out these days. 

Like all consumer-orientated companies, success for 
Newell lies in driving innovation, increasing spending on 
new products and advertising and growing market share in 
their key categories. However, advertising and research is 
expensive, so these initiatives can come at a cost unless the 
company is striving towards achieving operating efficiencies 
at the same time. Recently, there is evidence that Newell has 
been able to achieve this balance. The percentage of revenue 
spent on advertising and promotion has risen from 3.2% in 
2012 to 4.3% in 2014 and there is clear evidence of improved 
sales as the market reacts to new innovation.  That in turn is 
fueling a virtuous cycle of rising earnings per share and rising 
cash flows. From our point of view, it is equally encouraging 
that the company has chosen to share that cash with its 
shareholders – firstly by consistently raising the dividend and 
secondly, by buying back shares. Based on current activity 
levels, we see room for these trends to continue. 
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Name Country Sector Description

Aberdeen As-
set 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, data centres 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%.

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.

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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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 operators, 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.

Mead John-
son

USA Infant 
Nutrition

Mead Johnson is one of the largest companies in the global baby milk business, its key competitor be-
ing 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.

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

Newell Rub-
bermaid

USA Consumer 
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 im-
proving cash flows, hence the strong growth in cash returns to shareholders.

Reckitt Benck-
iser

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.
 

 
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)

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
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