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US markets have recovered well 
off their lows, despite the strong 
dollar and threat of rising interest 
rates. Until a week ago, markets had 
reached near all-time highs, but the 
Brexit vote has sent all exchanges 
sharply lower, including the US.  
Apart from Brexit, the outlook for 

US interest rates has caused some near term volatility in that 
market. After a strong start to the year, the prospect of further 
increases in interest rates receded in line with a weaker growth 
outlook. But minutes from the US Federal Reserve suggested 
that the market may have become too complacent on the 
issue. Consequently, the S&P sold off, only to recover again 
as sentiment swung from one view to the other. Post the Brexit 
vote and the uncertainty that it brings to the global economy, 
we attach a very low probability to any further increases in US 
interest rates this year, especially given slowing momentum 

This issue is going to refer repeatedly 
to Brexit, given the unfolding events 
post the referendum last Thursday. 
The UK market has trended 
sideways since the last issue as 
concerns over global growth have 
combined with uncertainty ahead 
of the referendum. Post the vote, 

markets have come under pressure as investors and trades 
alike scramble to understand the implications of the vote. We 
have covered this topic in more detail in our feature article 
on page 5. As we highlight, the outlook for the economy and 
market is highly uncertain but they need not move in tandem 
with each other. The FTSE is a global index, owing to the fact 
that so many foreign firms are listed in the UK. Furthermore, 
many of the UK firms are global multinationals who earn very 
little of their profits from the UK directly. Examples would be 
companies such as British American Tobacco, Unilever and 
Royal Dutch Shell. Hence, the weaker Pound should have a 
similar impact on the FTSE 100 as a weaker Rand does on 
the JSE. Profits could rise and with it, the broader UK market. 
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European shares are back to the 
same level as three years ago, with 
a clear downturn in place since Q2 
last year. Despite many indicators 
suggesting an acceleration of 
economic activity (car sales, 
retail sales, business confidence), 
economic growth remains very 
sluggish overall. Furthermore, the region is still on the brink of 
deflation. Despite this, the ECB has decided not to act for the 
time being. Now European markets have to contend with the 
implications of Brexit, which arguably might be more severe 
for Europe than the UK. Time will tell but the probability is 
rising of a policy response from the ECB via additional QE or 
interest rate policy. This may boost markets in the near term, 
but a longer term rerating will only materialize when there is 
more clarity on how the EU will look once Britain has left. 
In the meantime, markets across the EU will be volatile and 
we see little reason for a broad based rally, although there 
are selected sectors that offer opportunities and a safe harbor 
during the storm. 
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chIna’s market has settled, But the 
economy remaIns muted

The Chinese market (represented 
by the Shanghai Composite Index) 
has stabilized after the sharp falls in 
August and December last year. This 
is despite no sustained improvement 
in their underlying economy. But 
just as the rally in late 2014 / early 
2015 was fueled by speculation and 
unwarranted, so too the current trend is not necessarily linked 
to underlying economic performance. The Chinese economy 
is “marking time” as manufacturing stagnates but is gradually 
being replaced by growth in the services sector. Furthermore, 
investors have been hoping that Chinese shares will be 
included in the widely followed MSCI series of indices, but 
this has been delayed to 2017 as MSCI want further reforms 
and improved foreign access prior to inclusion. Further 
south, Australia has held its own recently despite the global 
turmoil. The rally in commodity prices has fed through to that 
economy and a drop in interest rates has helped to support 
domestic counters, not just the mining industry. 
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After reaching new 
lows against the US 
Dollar in February this 
year, the Pound has 
staged a reasonable, 
but volatile, recovery 
in the past few months 

as sentiment over the referendum swung from 
one side to the other. The hope of any further 
strength has been shattered post Brexit, which 
has seen the Pound plunge to its lowest level in 
over 30 years – even lower than the aftermath 
of when Britain decided to exit the Exchange 
Rate Mechanism in 1992.  With so much 
uncertainty, we do not think a rally is likely in 
the near term.
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Similar to the US 
Dollar, the Pound has 
lost value against the 
Euro as well, although 
the extent of the decline 
has been less severe. 
Whilst the Pound is 

far from its all-time lows against the single 
currency, it is trading at the weakest level in 
almost 30 months. In some respects, this does 
not make sense as the outlook for the future 
of the EU and by implication the Euro is just 
as unclear as that of the UK. We would expect 
this ratio to stabilize and possibly reverse 
slightly, but the trajectory is highly news-flow 
dependent over the next few months. 

gBp vs eur

Having suffered two 
and a half years of 
persistent depreciation 
relative to the Pound 
owing to the commodity 
collapse and the threat 
of higher US interest 

rates, the Australian Dollar has made a 
remarkable comeback recently. This has been 
a combination of strength in the currency itself 
as commodity prices have recovered, and 
weakness in the Pound. With further increases 
in US interest rates looking more unlikely, and 
the Pound likely to remain unloved until clarity 
emerges, the recent rally has room to continue. 
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This article is largely a repeat of the article 
included in this month’s issue of Intuition, 
excluding the specific commentary on 
South African portfolios. The issue is an 
important one and we want to make sure 
all clients are up to date with our views. 

After months of uncertainty, Britons 
finally went to the polls on Thursday to 
decide on their future political allegiances. 
Whilst it was always going to be a close 

call, given the heightened and often, very misleading, rhetoric 
from both sides, polls suggested that the status quo would 
remain. The world woke up to a vastly different scenario on 
Friday morning. As the results became clear, shock waves 
reverberated around global financial markets, causing chaotic 
moves in currencies, bonds and equities alike. These events 
are never pleasant – they create fear and uncertainty for all 
concerned. But as is so often the case, a knee-jerk reaction is 
seldom the right response. It will take months, if not years, to 
understand the full ramifications of this vote, but below we 
highlight some of our initial thoughts.

Prior to this vote, the global economy was already on a relative 
weak footing. At the start of the year, concern was squarely 
focused on the pace and quantum of increases to US interest 
rates, a response to strong growth in that country. Ever since, 
growth momentum has faded. There is very little growth in 
all the major economic regions – China, Europe and the USA. 
Brexit has raised the levels of uncertainty about the future. A 
short term consequence is that growth is likely to be weaker, 
especially in the UK and Europe, as businesses and consumers 
adopt a wait-and-see attitude before making big decisions. 
The longer term implications are far less clear. 

As all the press commentary has highlighted, there is much 
water to flow under the bridge before anything will really 
change on the ground. According to the Lisbon Treaty, the 
UK has two years to negotiate an exit, but only once formal 
notification has been served. This might not happen for 
another few months. Mr. Cameron has indicated that he will 
step down as prime minister at the Conservative Conference 
in September / October. It will then fall to the new leader to 
officially get the process underway. However, there is already 

a petition circulating in the UK for another referendum, a 
petition that has already attracted 2 million signatures. So the 
path forward for the UK is about as clear as a misty evening 
in Hilton!

However, what is clear from initial commentary is that the 
implications of Brexit will be felt far and wide. What is 
interesting is the regional breakdown of the vote. Scotland 
and Northern Ireland voted to remain within the Union, as did 
Londoners. The rest of England voted to leave, most noticeably 
in the Midlands. It also appears that the vote exposed a divide 
between the young (EU supportive) and the middle aged and 
elderly who voted to leave. That raises interesting questions 
about UK politics going forward. Nonetheless, we should 
expect another vote on Scottish independence and this may 
well spell the end of the United Kingdom. Equally, there are 
serious implications for Europe. It is likely that right-wing 
movements across a number of other countries will try for 
a similar referendum. This might spell the start of European 
disintegration, although further exits will involve both political 
and currency implications. This highlights the complexity 
of the situation. Consequently, in our opinion, investors and 
markets should not get ahead of themselves in extrapolating 
the Brexit vote.

In our opinion, it is also not clear that the UK economy will 
necessarily be worse off. The Pound has fallen to its weakest 
level in 30 years relative to the US Dollar and has weakened 
sharply against the Euro too. That will give UK exports a 
boost although the impact on the services sector is less clear 
– and services account for 70% of the UK’s economy. The 
referendum has exacerbated an already weak structural outlook 
for the pound. As we are acutely aware in South Africa, a 
large current account can be a millstone for any currency. The 
UK has had a deteriorating current account for some time. A 
weaker Pound could start to reverse this trend, but much will 
depend on how the exit is negotiated and what trade deals are 
agreed. Again, this may become clearer with time, but we are 
unlikely to have much clarity for at least twelve to eighteen 
months. 

BrexIt: 
speculatIon 

Becomes 
realIty
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A weaker Pound may help to reverse the negative trend in 
the UK current account, which is at its weakest level in many 
years.
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We will now turn our attention to markets and the implications 
for portfolios.

Offshore portfolios have been impacted in two ways – a) from 
weak share prices and b) from dramatic changes to currencies. 
All shares that are domiciled outside of the UK (i.e. those in 
Europe, the US and Asia) have benefitted from the weakness 
in the Pound and the value has increased relative to where 
they were trading prior to the referendum. Shares in the UK 
have had a mixed reaction. Shares heavily exposed to the UK 
– financials and property – have been hard hit. Others, such 
as the large multinationals (Unilever, Imperial, Diageo etc.), 
have actually risen since the referendum as investors seek safe 
havens and those that will benefit from Sterling’s weakness. 

There is a fear that property prices will collapse in the UK, 
hence the weakness in banks and listed property counters. We 
find this hard to believe. What is clear is that change is going 
to take time. Residential property may be more vulnerable 
– we have no exposure here - but we believe commercial 
property is far more secure. Tenants remain and rentals will be 
paid. Markets fear that London may lose its status as a global 
financial hub, but companies do not change the domicile of 
their head office on a whim. There are dozens of factors to be 
considered and the factors underlying any such decisions will 
also not be clear for quite some time. Furthermore, there may 
be offsetting trends that emerge. For example, one outcome 
might be that future development is put on hold, which 
increases the value of existing buildings. We are reluctant to 
dispose of high quality UK property at this juncture, believing 
that current movements are a severe over-reaction.

The outlook for the FTSE could well improve as the dust 

settles. As we have said before, the FTSE is not representative 
of the UK economy – 70% of revenues for all the companies 
in that index are earned from outside of the UK. So not only 
are UK shares cheap, but profits may rise due to the weak 
currency. In that regard, UK shares may offer some compelling 
opportunities once the dust settles.

summary

In our opinion, the Brexit vote falls into the same category as 
9/11 and the Global Financial Crisis. There is no doubt that 
the world will change as political alliances shift and become 
clearer. There will be a period of uncertainty and no doubt 
there will be many unintended consequences of this vote – 
none of which are presently clearly understood. However, 
we come back to our long held belief that companies are not 
countries. Companies adapt to changing conditions – and they 
are far more adept at change than politicians. Certainly, there 
will be winners and losers, and we will reassess all companies 
in which we invest to understand how they will be affected. 
But the world has not ended and life for the majority of the 
world’s 7 billion people has not changed at all. Daily routines 
continue, so too does economic activity. 

Market reactions are always severe, but so often they are 
irrational as well, especially given the impact of computerized 
and algorithmic trading. We are sure to write on the 
implications of Brexit for months (if not years) to come. But 
a knee jerk reaction is seldom the right course of action. We 
will keep clients informed, but believe that once the dust has 
settled, that markets should regain much of their composure.

Britain voting to leave the EU has given a totally unexpected direction to global affairs.
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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.

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. 

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 115 year history 
of increasing its dividend.

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.

Our focus this quarter is on feedback from our recent trip to Paris, where we were lucky to engage with 29 global consumer 
companies. In some instances, we had the opportunity to reaffirm our views of existing holdings (such as Unilever, Heineken, 
AB-Inbev, Nestle, General Mills, Imperial Brands and Michael Kors), and we also had the opportunity to meet with new 
companies that we have not previously considered. The focus of this issue to highlight some of those companies that we have 
not covered previously (Church & Dwight, Clorox, Colgate Palmolive, Walmart and Whitewave Foods) and also to update our 
views on Michael Kors and Nestle.  Companies in this issue are highlighted in teal.

understandIng the unIverse
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name country Sector description

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.

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 mate-
rials. 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. 

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 competi-
tor 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 develop-
ment, 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 nutri-
tion, wellness and health, and a constant flow of innovation. Its products are in food, confec-
tionary, 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.



Offshore knowledge from the Harvard House Group

We understand Your need for financial integritY | WWW.hhgroup.co.za | the harvard house group 9

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 over 6%, even with de-
pressed prices.

Schroders Asset 
Management

UK Financials Schroders, a leading UK asset management firm, manages assets of £310 billion. Unlike Aber-
deen, 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, pres-
ence 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 constant-
ly 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 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 largets 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. 

Whitewave 
Foods

USA Food Whitewave is capitalising on the trend for healthier food alternatives, especially in the USA. It 
has a range of alternative products made from coconut milk, almond milk and soya. In addition 
it has a range of fresh foods (salads) and a wide selection of flavoured coffee creamers, which 
have proved to be very popular across the US and Europe.

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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church & dWIght
ticker: CHd uS Share in issue (m):  128 
domicile: uSa Market Cap (m)  $12,863 
Price: 9874 Year end: december
Currency: uSd Sector: Household Products

year eps dps
2011 221.0 68
2012 245.0 96
2013 279.0 112
2014 301.0 124
2015 325.0 134

forecasts
year eps dps
2016 353 142
2017 382 153
2018 410 165

valuation
ratio pe ratio yield
Current  30.4 1.4%
1yr fwd  28.0 1.4%
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Salient points:
1. This 170-year-old company has been built around its key brand, Arm & 

Hammer Baking Soda and has since added 9 other power brands to its 
portfolio that drive its growth. They have a total of 80 brands, but the top 
ten contribute 80% of sales and profits.

2. The company has a superb track record of acquisitive growth which has 
helped the company to deliver exceptional returns to its shareholders. 
While the portfolio might seem less focused than some of its peer group, 
management has a knack of identifying complementary brands from which 
they can garner economies of scale and efficiencies. 

3. Exposure is dominated to the US market (82% of sales) with only 18% being 
derived from international operations. The portfolio is balanced between 
Personal Care (44%) and Household Goods (48%). They operate in the 
same sectors as Unilever, Proctor & Gamble, Colgate, and Clorox but are 
considerably smaller in terms of net sales. This allows them to be more 
flexible to adjust to changing conditions. It also gives them more opportunity 
to make meaningful acquisitions.  

4. They have a recession resistant product portfolio with 60% being premium 
rated and 40% classified as value products. An amazing statistic that we 
picked up was that Church and Dwight is the 15-largest US advertiser, ahead 
of peers such as GlaxoSmithKline, Clorox, Colgate and a host of others. Their 
total marketing spend is roughly 15% of net revenue.
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clorox
ticker: CLX uS Share in issue (m):  129 
domicile: uSa Market Cap (m)  $17,312 
Price: 13703 Year end: June
Currency: uSd Sector: Household Products

year eps dps
2011 404 225
2012 424 244
2013 431 263
2014 426 287
2015 451 299

forecasts
year eps dps
2016 495 311
2017 523 329
2018 554 355

valuation
ratio pe ratio yield
Current  30.4 2.2%
1yr fwd  27.7 2.3%

Share Price in gBP
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Salient points:
1. Clorox is a manufacturer of consumer and professional products operating 

in four segments: Cleaning (laundry, home care and professional products); 
Household (charcoal, cat litter and plastic bags, wraps and container 
products); Lifestyle (food products, water-filtration systems and filters and 
natural personal care products) and International (products sold outside the 
US).

2. Despite its size, Clorox is predominantly a US-focused company with 80% 
of sales from that region. The rest of the world only accounts for 20% of 
total sales, of which 66% is in emerging markets. As we have mentioned 
in previous publications, currency headwinds have impacted on the 
profitability of these operations thanks to the strong US Dollar and weak 
commodity prices. 

3. Sales are split between Cleaning (32%), Household (32%) and Lifestyle 
(17%). The balance comes from their international operations – and the 
most important regions for Clorox are Latin America, Canada and Australia. 
That they have virtually no presence in Europe, Africa and Asia highlights 
the potential for growth.

4. Strong product and commercial innovation is helping the company gain 
access to new usage occasions and ultimately increased household 
penetration. An example of e-commerce innovation is that of the Brita 
water filter that is Wi-Fi enabled. It automatically orders replacement filters 
via amazon.com. 
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colgate palmolIve
ticker: CL uS Share in issue (m):  893 
domicile: uSa Market Cap (m)  $64,520 
Price: 6999 Year end: december
Currency: uSd Sector: Household Products

year eps dps
2011 252 114
2012 268 122
2013 284 133
2014 293 142
2015 281 150

forecasts
year eps dps
2016 282 157
2017 308 163
2018 330 177

valuation
ratio pe ratio yield
Current  24.9 2.1%
1yr fwd  24.8 2.2%

Share Price in gBP
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Salient points:
1. Colgate is a familiar household name across almost the entire world. The 

company sells its products across all major continents and actively supports 
local communities through education, engagement with the dental 
profession and knowledge on consumer hygiene. 

2. Given their footprint, an investor would be forgiven for thinking that future 
growth avenues are limited. Our assessment is that is far from the truth. 
There is more to Colgate than just toothpaste. The company has a range of 
oral care products, but also has a presence in personal care, pet nutrition 
and home care. For example, it has 44% of the global toothpaste market, 
but only 14% of the mouthwash market. 

3. Its diversification into other complementary sectors offers huge potential. 
Colgate owns the Sanex brand, and has successfully extended the range from 
body wash to include soap, shampoo, deodorant and related products. With 
a wider range, it is able to benefit from economies of scale which makes it 
cheaper to launch the product into new territories. 

4. Like any consumer company, constant innovation drives sales and new 
penetration. It not only launches new products every year, but also tailors 
them for regional bias. In China, charcoal is popular for white teeth, so their 
toothpaste caters for that idiosyncrasy!

5. Their history of growth and shareholder returns is equally impressive. They 
have increased gross margins from 47% to 60% over the past twenty years. 
Furthermore, the company has paid a dividend for 122 years without fail, 
and that dividend has increased each year for the past 23 years. 
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mIchael kors
ticker: KOrS uS Share in issue (m):  176 
domicile: uSa Market Cap (m)  $8,963 
Price: 4619 Year end: March
Currency: uSd Sector: apparel

year eps dps
2012 86 0
2013 197 0
2014 322 0
2015 428 0
2016 443 0

forecasts
year eps dps
2017 459 0
2018 493 0
2019 518 0

valuation
ratio pe ratio yield
Current  10.4 0.0%
1yr fwd  10.1 0.0%
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Salient points:
1. Michael Kors has been a holding of ours for some time, and it is fair to say 

that the share has been a disappointing investment over the past eighteen 
months. Despite ongoing sales and profit growth, the shares have fallen 
due to a weak luxury industry and concerns about the trajectory of future 
growth. In addition, changing trends in the watch industry – one of their 
larger products – caught them off-guard.

2. The share fell from a high of $90 to a low of $35, despite delivering higher 
earnings over the past two years. Recently, sentiment has turned, as 
investors start to feel more comfortable that the recent slowdown was a 
blip rather than the beginning of a new trend.

3. The company continues to grow internationally, and has expanded its 
presence in both Europe and Asia. New stores are either stand-alone, or 
within high-end department stores such as Harrods or Selfridges. In Asia, 
they have acquired all the franchise stores, so now all is 100% owned. That 
positions them well to capture future growth as they expand their presence.

4. The other area that dented sales was watches. The category has been hit 
hard by the emergence of wearable technology – watches with GPS trackers 
and other fitness tools. They have partnered with various industry players 
and aim to release their watches in the next quarter. No other company 
caters for “fashionable tech” – current sports watches are not fashion items. 
They hope to bridge this gap, and believe they can claim second spot behind 
Apple. 
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nestlé
ticker: NeSN VX Share in issue (m): 3,112 
domicile: Swiss Market Cap (m) CHF 225,632 
Price: 7295 Year end: december
Currency: CHF Sector: Food

year eps dps
2011 297 195
2012 335 205
2013 341 215
2014 344 220
2015 331 225

forecasts
year eps dps
2016 338 232
2017 363 243
2018 385 260

valuation
ratio pe ratio yield
Current  22.0 3.1%
1yr fwd  21.6 3.2%
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Salient points:
1. Nestlé is a familiar name to most mothers, chocoholics and more recently 

coffee fans. The company is effectively classified as one focused on nutrition 
and health and wellness. It has operations spanning powered and liquid 
beverages, water, milk products and ice cream, nutrition and health science, 
confectionary and pet care.

2. Their portfolio of brands is very balanced with no category making up more 
than 22% of sales. Of interest is the fact that the fastest growing categories 
(food and beverages) are also the most profitable for the business. 

3. Nestlé is a truly global company, with sales split 57% / 43% between 
developed and emerging markets respectively. In contrast to some of its 
peers, it remains committed to emerging markets, which makes sense given 
that they have shown substantially faster growth over the past 2 years.    

4. Nestlé has seen a change in consumer expectations towards food, 
with demand growing for gluten-free, plant protein and organic foods. 
Consequently, it spends large sums on innovation and renovation of its 
product portfolio. They spent 31% of sales in 2015 to enable them to develop 
new products to meet this growing consumer preference. The market size 
of these 3 health segments is expected to either double or triple by 2019, a 
huge growth opportunity.

5. Like most consumer companies, e-commerce is playing a larger and larger 
role. Sales from e-commerce grew 20% in 2015, most notably in Nespresso 
capsules and infant milk in China.
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Walmart
ticker: WMt uS Share in issue (m):  3,117 
domicile: uSa Market Cap (m)  $223,619 
Price: 7150 Year end: January
Currency: uSd Sector: Mass Merchant

year eps dps
2012 449 146
2013 502 159
2014 511 188
2015 504 192
2016 459 196

forecasts
year eps dps
2017 427 200
2018 442 207
2019 476 209

valuation
ratio pe ratio yield
Current  15.6 2.7%
1yr fwd  16.7 2.8%
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Salient points:
1. Walmart is one of the largest retailers in the world. From humble beginnings 

of one shop, opened by Sam Walton, it has grown to encompass 11,500 
stores across four continents. 

2. Its US operations are still the largest contributor to group sales. They 
comprise of the supermarkets and hypermarkets, as well as Sam’s Club – the 
cash and carry operations. Globally, they have operations in the UK (through 
Asda), Mexico, Brazil, Argentina, China and India. Finally, they own 52% of 
locally-listed Massmart, which provides them with exposure to a host of 
African countries.

3. Retailing in the US is fiercely competitive, with traditional retailers such as 
Walmart competing aggressively with online entrants such as Amazon. They 
key to growth is innovation and efficiency. Their online platform has grown 
enormously, and they offer a “click and collect” service at their grocery stores 
– mums drive to the supermarket, but all their groceries are prepackaged 
and delivered to the car. This saves having to get children in and out of shops 
– something that every mum wants to avoid, if possible. 

4. International expansion remains a priority. UK growth has been tough due 
to intense pressure in that grocery market, but Canada and Mexico have 
been more resilient. In our discussions, management were non-comital on 
Africa, which suggests that they might be looking to exit this region rather 
than increase their investment.   
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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

“In an increasingly complex world, sometimes 
old questions need new answers”

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:


