
(n: sharpness or keenness of thought, vision)

3rd Quarter 2017 
 VOLuMe 5

ISSue 3

In thIs edItIon:

•	 Market update
•	 Currency update
•	 Special Feature 
◊	 the uS economy in six statistics

•	 understanding the universe
◊	 Brief summary
◊	 Company snippets: royal unibrew and Symrise

Empowering offshore knowledge and 
insight exclusively from the Harvard 
House Group.

A C U I T Y



Offshore knowledge from the Harvard House Group

We understand Your need for financial integritY | WWW.hhgroup.co.za | the harvard house group2

Much has been written recently 
about President Trump’s first 
six months in office. A succinct 
summary would be “all talk and no 
action.” Despite many tweets and 
numerous speeches espousing his 
policy intentions, there has, so far, 
been very little in the way of firm 

policy announcements. Some might consider this a good 
thing, given that President Trump is far from consistent. 
The problem is that the market is expecting great things – 
most notably tax cuts and increasingly effective government 
spending – the combination of which should boost economic 
growth and fuel profit growth for America’s corporations. 
The S&P continues to flirt with new highs – now not far 
from 2500 compared with under 2,100 at the election date. In 
our opinion, the US markets are vulnerable in the near term 
should there be a lack of delivery. That said, the economy 
continues to perform admirably. Trump’s inconsistency has 
actually caused the US Dollar to weaken. In addition, the US 
Federal Reserve continues to raise interest rates – and will 
likely raise them further before the end of the year.

Despite a strong first quarter, the UK 
market has not paused for breath. The 
FTSE has continued to push to fresh 
highs, breaching the 7,500 level for the 
first time this quarter. The move higher 
has been broad-based, with most 
sectors contributing to the positive 
return. The prospect of a “soft Brexit” 

caused the Pound to rally. Ordinarily, that would have implied 
weakness in the large multinationals, but the improvement in 
sentiment more than offset that. Even the recent election result, 
where the ruling Conservative party lost their majority, has barely 
had an impact on the market. Given that Brexit negotiations are 
now formally underway, the market might be more susceptible 
to headlines and news flow. One area that bear close scrutiny is 
the recent rise in inflation. UK consumer inflation is now at its 
highest level since early 2012, and likely to push higher before it 
settles. The surge is due to the weak Pound and a recovery in oil 
prices. Wages are starting to react, and the Bank of England will 
be watching closely to gauge when they should be starting to raise 
their own interest rates. We anticipate an increase in UK interest 
rates within the next 9 months, regardless of Brexit negotiations. 
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Since President Trump’s election, 
Europe has been one of the better 
performing regional markets. This 
has been fueled by a stable Euro 
and accelerating momentum in 
GDP growth. In fact, the outlook 
for Europe is the most optimistic for 
many years, reflected by consumer 
confidence, which is shown in the chart below. Across the 
Eurozone, consumer confidence is at its highest level since 
2007. We attribute this improvement to a healthier global 
economy which is creating demand for European exports; a 
gradual reduction in the ECB’s quantitative easing program, 
which is giving investors confidence that the long slump is 
coming to an end; an easing of the Syrian refugee crisis; and 
political stability after the French elections. There is still the 
chance for some politically-induced volatility as German 
elections loom in September, but the risk of a dramatic change 
to the status quo have receded. Indeed, the Brexit decision 
seems to have brought the rest of Europe closer – at least for 
the time being. Despite the rally, valuations are not excessive, 
so we believe there is potential for further gains. 
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Not wanting to be left out of the 
action, Asian stocks have also joined 
the broader global rally. Hong Kong-
listed and Mainland Chinese-listed 
shares have performed well, despite a 
weakening in commodity prices over 
the quarter. Generally speaking, the 
economic data out of China remains 
solid, albeit unexciting relative to its own high standards. The 
country continues to announce major infrastructure projects – the 
latest being the “Silk Road” corridor linking Western China to the 
India and the Middle East. In Australia, the market also remains 
firm, yet 
There are increasing signs of stress in that economy. Weaker 
commodity prices are casing a deterioration in the trade balance, 
whilst low interest rates have caused an unsustainable housing 
bubble in major metropolitan areas. House prices are exorbitant, 
whilst at the same time, consumers are stretched to the limit and 
debt as a percentage of income is approaching 120%. A rise in 
interest rates could trigger a collapse in property, similar to what 
happened in the US prior to the Financial Crisis. We see little 
room for stronger Australian GDP growth in the near term, and 
remain wary of increasing Australian exposure. 
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Politics appears to the 
main driving factor for 
the Pound. The decision 
to call a snap general 
election was considered 
by many to be an act 
of genius by Theresa 

May. Her lead was thought to be unassailable. 
A larger majority would have strengthened 
Brexit negotiations, and hence the Pound 
rallied to its strongest level in six months. Post 
the “surprise” election outcome, the opposite 
has occurred. Over the next six months, we 
expect the Pound to be rangebound against the 
Dollar, but see potential for a gradual recovery 
on Brexit negotiations and the prospect for 
higher interest rates. 
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Against the Euro, the 
Pound has not fared as 
well, and is trending back 
towards the bottom of its 
recent range. We ascribe 
this to all the reasons we 
mentioned above, as well 

as the fact that the Euro has been firm in its own 
right. A decisive French election has removed 
much uncertainty, whilst the steady withdrawal of 
quantitative easing is giving investors confidence 
about the future. We would expect the UK to raise 
interest rates before Europe does, which might 
provide some much needed support to the Pound. 
But ultimately, the Pound / Euro rate is really 
dependent on the path of Brexit negotiations. 

gbp vs eUr

Over the past quarter, 
the Pound staged a 
strong rally against the 
Australian Dollar, for 
the same reasons that 
it rallied against the US 
Dollar – hope of a soft 

Brexit. That hope has faded post the recent 
general election, and the Pound has weakened. 
But we view the Australian Dollar with some 
skepticism as well, given weaker commodity 
prices, low interest rates and signs of financial 
stress amongst consumers. The Australian 
Dollar has rallied 25% from its lows in 2015. 
We don’t believe that it can strengthen much 
further.   
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the Us economy In sIx statIstIcs (part 1)

Economic activity
We often refer to the PMI Index – a gauge of 
the health of the manufacturing sector. Most 
economies also calculate a Non-Manufacturing 
PMI Index, which measures the health of the 
services sector of an economy. Arguably this is 
more important, given that the tertiary sector 
dominates the US economy. In the US, both 
the manufacturing and non-manufacturing 
sectors remain firm – the indices are well 
above the neutral level of 50. This suggests a 
continuation of solid growth for the remainder 
of the year. 

Inflation
Headline inflation in the US rose from 0% 
in 2015 to a high of almost 3% two months 
ago. Normally such a substantial change 
would raise alarm bells and trigger a sharp 
response in monetary policy. We believe the 
rise was fueled by temporary factors, mainly 
the recovery in oil prices over the course of 
2016. This is supported by the lack of growth 
in core inflation. The Federal reserve is raising 
interest rates, but not because inflation is out 
of control, but rather because growth is strong 
enough to allow a return to more sustainable 
levels. 

Housing Market
The next section will shed some light on the 
performance of the US economy through six 
different statistics. We start with the housing 
market. House prices have been growing 
steadily at 5-6% per annum for the past 3 
years, which in turn has spurred the building 
of new homes. The chart alongside shows that 
sentiment across the housing industry is near 
record highs, and certainly at the highest level 
since the Financial Crisis. Our interpretation 
is that housing remains firm, which is positive 
for wealth creation and GDP growth. 
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Wages
Until now, the statistics have all pointed to an 
economy in its stride. But we believe that there 
are a few cracks as well. One area of concern is 
the growth in wages, measured by the average 
hourly earnings of US employees, adjusted for 
inflation. Given that unemployment is near 
record lows, wages should be rising given a 
shortage of available workers. But that is not 
the case. Real wages are barely growing. This 
will correct as inflation subsides, but the lack 
of growth raises concerns about the health of 
consumer spending. 

Retail Sales
That brings us to retail sales across America. 
Sales growth was strong in the latter part of 
2016 and over the first quarter of this year, 
but the readings for the past few months have 
started to falter. That said, retail sales are 
still growing at 3.8% over last year, which 
is commendable, but the market is expecting 
more, given the record low unemployment 
rate. Falling oil prices should assist in the 
months ahead, but will be offset by higher 
interest rates. Until there is evidence of rising 
wages, retail sales will remain constrained.

Economic News Flow
I have left the most worrying chart for last. This 
index is a measure of whether economic data 
is above or below expectations. A declining 
trend, as shown in the chart, is evidence that an 
increasing number of economic data releases 
are falling below market forecasts. In other 
words, reality is not living up to expectations. 
This is concerning given the high level of 
valuations at which the US market is trading. So 
far, the market is taking this “disappointment” 
in its stride, but the mood can turn quickly if 
the trend continues to deteriorate. 

the Us economy In sIx statIstIcs (part 2)
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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 owns Illovo sugar in its portfolio.) It also owns the very 
successful Primark retail chain, a value clothing retailer with stores across the UK and 
Europe and the US.

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.

Cisco Inc. USA Technology 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 Household 
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 Household 
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 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 
Guinness beer, Baileys Irish Cream, Smirnoff, Johnny Walker, J&B and Tanqueray. 

General Electric USA Industrials GE is active is so many industries it is impossible to name them all. After a successful 
reorganisation, its remaining divisions leave it exposed to the specialised medical 
equipment market and the rail, energy and power markets. It offers exposure to a 
recovering US and global economy, along with a solid dividend yield.

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 115 
year history of increasing its dividend.

Givaudan Switzer-
land

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

Growthpoint 
Australia

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

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, France and Ireland.

Heineken Nether-
lands

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

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

UnderstandIng the UnIverse
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name Country Sector Description

Henderson 
High Income 
Trust

UK Investment 
Trusts

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

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

Honeywell USA 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. 

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 consolidation 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.

iShares Core 
High Dividend 
ETF

USA Diversified A US-listed ETF that focuses on high dividend yielding companies in the S&P 500. It has 
75 counters.

iShares Global 
Tech ETF

USA Technology A US-listed ETF focused on technology shares across the world. It has 110 counters, with 
76% invested in the USA.

iShares US 
Pharmaceutical 
ETF

USA Health Care A US-listed ETF focussed on pharmaceutical companies in the US. It has 37 counters, with 
exposure to pharmaceuticals and biotechnology.

Johnson & 
Johnson

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

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

Lloyds Banking 
Group

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

L'Oreal France Consumer 
Staples

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

Nestlé Switzer-
land

Consumer 
Staples

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

Newell 
Rubbermaid

USA 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 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 
Benckiser

UK Consumer 
Staples

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

Schroders Asset 
Management

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

Simon Property 
Group

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

Singapore 
Telecomms

Singa-
pore

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

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. It is currently in merger discussions with Aberdeen Asset 
Management.

Tencent 
Holdings

Hong 
Kong

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

Unibail 
Rodamco

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

Unilever plc UK 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.

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

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

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

Wells Fargo & 
Co

USA Financials Wells Fargo is one of the oldest financial services groups in the USA, and is often depicted 
in old western movies. It is a retail bank with operations across the US, spread across retail 
and corporate banking, along with ancillary services such as insurance and investments. It 
does not have an investment banking division.
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company  snIppets

Royal Unibrew

A brief description of the company, taken off their website, 
gives one a broad overview:

“We produce, market, sell and distribute quality 
beverages with focus on branded products within beer, 
malt beverages and soft drinks as well as cider and long 
drinks.

Our main markets are Denmark, Finland, Italy and 
Germany as well as Latvia, Lithuania and Estonia. 
To these should be added our international export 
markets comprising a number of established markets 
in the Americas region and major cities in Europe and 
North America as well as selected emerging markets. 
In addition to our own brands, we offer license-based 
international brands of the PepsiCo and Heineken 
Groups.”

By integrating beer and soft drinks, together with a focus on 
a strong locally-rooted portfolio complemented by licensed 
Heineken brands and the Pepsico franchise, Royal Unibrew 
has been able to drive margins in line with its larger scaled 
peers. A private equity mentality creates a strong cost 
consciousness and a focus on cash returns. This Denmark 
listed operation currently trades on a price earnings ratio of 
19.2x for the current year and unwinds to 17.9x for 2018 as 
the earnings continue to grow. The dividend yield for 2017 is 
expected to be 3.1% and 3.7% in 2018.

Royal Unibrew operates in an industry that has undergone 
intense consolidation – just remember the merger between 
AB-Inbev and SABMiller as an example. There are not many 
listed brewing and beverages companies left across Europe, 
and certainly few with the quality and track record of Unibrew. 
In the past, Unibrew has traded at premium valuations, a 

reflection of its superior profitability, but also the potential for 
it to be acquired as consolidation continues. 

The company maintains that it is a leading regional beverage 
group and although much smaller than many of its competitors, 
Royal Unibrew has an enviable track record across a number 
of metrics versus its peers - namely in margins, free cash flow, 
return on invested capital and cash returned to shareholders, 
(the dividend distribution policy is that of returning 40-60% 
of net profits). Given its regional, rather than global footprint, 
we believe the company is well suited to dominate its chosen 
markets, whilst still having huge potential to expand across 
the rest of the EU should growth slow. 

Symrise

The highly specialized Aroma, Fragrances and Flavor’s 
market is dominated by 4 major competitors, with Symrise 
holding joint 2nd position with 11% market share. Last year 
we commented on the market leader, Givaudan, which is 
listed in Switzerland. Unfortunately, Givaudan trades at nearly 

We usually attend a conference at this time of year in Europe 
that covers a number of consumer related stocks listed in both 
Europe and the USA, many of which are household names. 
After attending for the past 3 consecutive years, we were un-
able to make this year’s event but have still picked up some 
valuable insights into both the sector and many of the com-
panies that we follow via the feedback from the host of the 
conference.

Generally speaking, valuations remain relatively high, but one 
cannot forget the continuing low yield environment that these 
companies are operating in. With regard to US-listed compa-
nies, although valuations remain lofty on an absolute basis 

relative to the past 15 years, the relative price earnings valua-
tion to the S&P 500 is in-line with the 15-year average. So the 
shares are no more expensive compared with the rest of the 
market than they have been in history. With Treasury yields 
still low, elements of the consumer sector still under stress, 
and strong free cash flow generation from the majority of con-
sumer companies, there continue to be pockets of opportunity, 
despite the deteriorating fundamentals.

This article highlights two companies that we have long ad-
mired, but to date have not included in our portfolios. Valu-
ations have turned more positive recently, and hence we are 
now comfortable to add these to selected portfolios. 

2016 VolUmES by rEgIon

7%

39%
54%

Malt & Beverages & export Western europe Baltic Sea

A predominantly Baltic and Western European exposed 
company
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CHF2,000 per share, the equivalent of almost R30,000 per 
share, and hence it is impractical to include in many portfolios.

There are a number of special characteristics of the Flavor’s 
and Fragrance market which make it very unique indeed. The 
industry is tied to population growth and increasing disposable 
income with little dependence on cyclical economic trends. It 
is the sweet spot in the value chain of many household items 
given that it typically only comprises a small fraction of the 
cost of the final product (typically between 1-5%), yet the 
flavor or fragrance is a key buying criteria for consumers. 
The sector has a very high market concentration with the 
top four competitors controlling 60% of the market. Finally, 
the industry has very high barriers to entry, given the intense 
research and development that goes into each and every flavor 
and fragrance.

Over the past few years Symrise has grown faster than 
the overall market, hence growing its market share and 
improving its profitability. They have achieved this by 
having a significant exposure to faster-growing small and 
medium-sized companies, and by focusing on non-food and 
fragrance ingredients. The large fast-moving consumer goods 
companies (examples would include the likes of Unilever, 
Nestle, Henkel, P&G etc.) only comprise 33% of its sales. The 
balance comes from an array of smaller clients which reduces 
risk and industry exposure. 

The growth in the company has been supported by global 
megatrends. The statistics below from The World Population 
Prospects, The Guardian, National Geographic and the United 
Nations, suggest that growth for this industry will remain firm 
for the foreseeable future:

• By 2050, 75% of the world’s population will be urbanized
• By 2030, the global middle class will expand from the 

current size of 1.7 billion people to an estimated 3.6 
billion people. 

• That boom in the global middle class will result in rising 
wealth. Incomes are estimated to increase fivefold from 
€6,000 to €30,000 per capita. 

Symrise will be able to capitalize on this shift as the company 
already has group sales from Emerging Markets totaling 43% 
of revenue whilst mature markets make up 50% (2016). The 
tide is expected to swing in favour of Emerging Markets by 
2020.

Backward integration in key resources is also vital when one 
considers that they have in excess of 10,000 raw material 
ingredients throughout the group. The CFO reiterated at this 
year’s conference that raw materials prices are expected to 
increase by between 3-4%, but he is confident most of this 
increase can be recouped from their clients with a 3-6 month 
lag.  (30% of raw material costs are linked to oil, which is 
falling again, with the balance of 70% being natural products.)

In summary, Symrise has a resilient business model – it operates 
in a niche industry geared towards defensive end-consumer 
markets. Their portfolio is balanced across businesses, regions 
and different customer groups and the company is expanding 
into adjacent products such as pet food and probiotics. The 
share is trading on a forward price earnings ratio of 24.7x for 
full year 2017, which drops to 21.7x for 2018. The current 
dividend yield is 1.6%, growing to 1.8% in 2018. The company 
has reiterated its annual targets which were set when it listed 
in 2012, namely a 5-7% compound annual growth rate in sales 
with an earnings margin between 19-22%. The valuation is 
slightly more expensive than the market leader (Givaudan) 
but is justified given the faster rate of growth.

2016 SalES by rEgIon

41%

25%

22%

12%

europe, africa, Middle east North america asia/Pacific Latin america

Symrise has a diversified global footprint with no one 
region dominating sales.

2016 SalES by dIVISIon

45%

35%

20%

Scent & Care Flavor Nutrition

Scent & Care is the largest of their product offerings, 
but the company is growing quickly into the Nutritional 
market.
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disclaimer:
The information contained in this newsletter comes from sources believed to be reliable, but Harvard House Investment Management (Pty) Ltd , Harvard 
House Financial Services Trust, and Harvard House, Chartered Accountants (collectively known as the Harvard House Group), do not warrant its completeness 
or accuracy.  Opinions, estimates and assumptions constitute our judgment as of the date hereof and are subject to change without notice.  Past performance 
is not indicative of future results.  This material is not intended as an offer or solicitation for the purchase or sale of any financial instrument. Any investor who 
wishes to invest with the Company should seek additional advice from an authorized representative of the firm. The Company accepts no liability whatsoever 
for any loss or damages whatsoever and howsoever incurred, or suffered, resulting, or arising, from the use of this newsletter. The contents of this newsletter 
does not constitute advice as contemplated in the Financial Advisory and Intermediary Services Act (FAIS) of 2002.
 

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

The final word

For more information on the range of products and 
services offered by Harvard House Investment 
Management and its associated companies (including 
Harvard House, Chartered accountants), or for any 
financial	advice,	please	contact	the	Company	at:

harvard hoUse groUp
G 3 Harvard Street, Howick, 3290, South africa

+ P.O. Box 235, Howick, 3290, South africa

( +27 (0) 33 330 2164

7 +27 (0) 33 330 2617

@ admin@hhgroup.co.za

W www.hhgroup.co.za

ConTaCT dETaIlS:

“if you must snack at your desk, try devouring the competition 


