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After 15 months of range-bound 
trading, the S&P 500 Index 
reached fresh all-time highs during 
the past quarter as Brexit fueled 
expectations of further monetary 
policy relief via lower interest rates 
and / or quantitative easing. What is 
perplexing is the fact that economic 

data across the US is very inconsistent. An investor can 
easily paint either a bullish or bearish view of that economy, 
depending on the data chosen. From our point of view, we 
believe the US economy is muddling along – there is growth 
but it is mediocre at best. Given low interest rates, low oil prices 
and declining unemployment, consumer spending should be 
growing at a stronger pace than what is actually the case. On 
the other hand, statistics on the housing market show a sector 
going from strength to strength and recovering well from the 
recession post the Financial Crisis. In time, a better housing 
market should feed through to improved consumer confidence 
and consumer spending. In the meantime, the market will be 
data dependent, with focus shifting increasingly to a likely 
hike in interest rates in December. 

As we speculated in the last issue, 
Brexit has actually been a boon to the 
UK market, primarily via a weaker 
currency. Thanks to the multitude 
of large multinationals and resource 
counters (whose results tend to 
be reported in US Dollars), the 
weaker currency has fueled earnings 

upgrades across a wide array of stocks. Furthermore, the fears 
over the financial and property sectors have subsided – at 
least for the time being – as it becomes clear that any clarity 
on the final outcome of Brexit is still a long way in the future. 
The fears raised prior to the referendum over house prices and 
inflation have also failed to materialise – although it has only 
been 3 months. A quick glance at the broader UK economy 
also shows the first hints of the benefit of a weaker currency. 
Statistics on retail sales and manufacturing are positive. In 
contrast, the trade balance remains firmly negative, but a 
resurgence in manufacturing should start to arrest this trend 
and provide a platform for a recovery in the UK’s current 
account deficit. 
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European shares continue to trade 
in a sideways fashion – a trend 
that has been in place for the past 
30 months. As we alluded to in 
the last issue, Brexit has caused as 
much uncertainty in Europe as it 
has done in the UK. The relative 
strength of the Euro is somewhat 
surprising, given the growing uncertainties across the region, 
but the consequence is slow growth and subdued exports. In 
addition, the ECB appears to be reviewing the duration of its 
QE program – with hints that they might not extend it beyond 
March 2017. That has caused bond yields to rise from the 
record low yields of the past six months. It is well known that 
bond yields across a number of European countries are below 
zero – so-called “negative interest rates”. A change in policy 
by the ECB has forced yields higher – German yields are now 
back at 0%, after dipping as low as -0.2%. Whether we have 
seen the ultimate low point for bond yields is debatable, but 
there is growing consensus that the bond bull market is over. 
Higher yields should encourage a switch out of bonds and 
into cash and equities. 
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After the unprecedented volatility in 
the Shanghai market during 2015, 
Chinese markets have returned to 
calm and are gradually edging higher. 
Whilst the rate of GDP growth is still 
slowing as the economy expands, 
the absolute level remains above 
6%. Furthermore, the rebalancing of 
that economy away from exports to domestic consumption 
is gathering pace, which is positive if GDP growth is to be 
sustained. Indicators such as housing demand are surging once 
again – pockets of land in Shanghai have recently been sold 
at such high levels that the developer would need to sell the 
completed home for more than 150,000 Yuan /sqm to make 
a profit. This raises concerns about some of the underlying 
economic policies and the level of credit in the economy. 
But a resurgence across property and infrastructure, together 
with a clampdown on working hours and conditions, has led 
to a spike in commodity prices as China’s own production 
has declined – coal, steel and manganese in particular have 
risen sharply. That is feeding through to mining equities in 
Australia and the UK. 
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A chart of the Pound 
against the Dollar does 
not make for pretty 
reading, at least from 
a British perspective. 
After a strong rally in 
late 2013, the Pound 

has been under consistent pressure – and the 
downtrend was compounded by the Brexit 
vote. Since then, the currency has stabilized 
into a new trading range. But with the Bank of 
England ready to cut rates further and the US 
in a steady upward cycle, it is unlikely that the 
Pound will rally hard. 
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The Pound has also 
lost significant ground 
against the Euro, but it 
has really been confined 
to the past twelve 
months. The strength of 
the Euro is perplexing. 

Various European nations face elections in the 
next six months. Given the surge of right-wing 
parties, and the precedent set by the UK, there is 
a growing chance for more referendums on EU 
membership, and by implication, participation 
in the Euro. In our opinion, markets are too 
sanguine on this particular topic.  

gBp vs eur

The Australian Dollar 
has been under 
pressure for some 
years, in line with the 
general trend amongst 
emerging markets and 
commodity exporters. 

However, better commodity prices and a turn 
in sentiment towards emerging markets and 
periphery countries has seen the Australian 
Dollar regain some of its lost ground.  Relative 
to the Pound, the Pound’s weakness has added 
renewed impetus to the Dollar. A strong Dollar 
will weigh on earnings for the broader mining 
shares.

gBp vs aud

dollar strength prevaIls

gBp vs eur

1.14

1.18

1.22

1.26

1.30

1.34

1.38

1.42

1.46

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

Euros per Pound

gBp vs aud

1.40

1.50

1.60

1.70

1.80

1.90

2.00

2.10

2.20

2.30

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

Aussie Dollars per Pound



Offshore knowledge from the Harvard House Group

We understand Your need for financial integritY | WWW.hhgroup.co.za | the harvard house group 5

Our Insight seminar, held at the end of 
September, focused on offshore markets 
and economies, and our thoughts on the 
near term outlook. This article is a brief 
summary of that presentation. The full 
presentation can be found on our website, 
www.hhgroup.co.za

Three months has passed since the UK 
voted surprisingly to leave the EU. The 
initial market reaction was severe – 

equities and currencies fell sharply. But ever since, panic has 
subsided and markets have returned to pre-Brexit levels. In 
true British fashion, investors have “kept calm and carried 
on!”

Now that the noise from Brexit has died down, we believe it 
is an opportune moment to take a step back from all the near 
term noise to focus on the bigger picture. What is happening 
in the world economy? What are the key factors that will drive 
markets over the next six or nine months? 

In our opinion, the world economy is stuck in a rut. There 
is growth, but that growth is slow and unconvincing. 
Furthermore, the trend in GDP growth varies considerably 
from region to region, making it far more difficult to assess 
the health of the global economy as a whole. The popular view 
is that the US is the engine of world growth at present, yet the 
rate of growth in that economy is declining steadily. It now 
sits at just 1.2% yoy for Q2 2016, vs a growth rate of 2.3% 
for the same period last year. In contrast, growth in the UK 
is trending slightly higher, although there is insufficient data 
available to really assess the impact of Brexit. In Asia, China’s 
growth rate is steady, at between 6% and 7% p.a. – a good 
outcome given its size. 

Apart from disparities in growth, the other major disparity is 
in monetary policy. A few years ago, all central banks were 
pulling in the same direction. Now policy is divergent, with 
implications for bond yields and currencies. Following Brexit, 
the Bank of England and the ECB have both loosened policy. 
The BoE cut interest rates while the ECB extended its QE 
program. Furthermore, the Bank of England stands ready to 
ease policy further, should the economy need it. However, 
the US Federal Reserve continues to guide towards a further 
increase in US interest rates. We anticipate that they will raise 

interest rates again in December and again in June of next 
year. If this does occur, then the gap between UK/European 
interest rates and US interest rates will be 1% - the biggest 
difference since the Financial Crisis. 

In a world of record low interest rates, an interest rate of 1% 
in the US stands head and shoulders above comparable yields 
available elsewhere. Consequently, we expect the Dollar to 
remain firm as investors rush to take advantage of the higher 
yield. On the other side of the Atlantic, we are amazed at 
how benign the Euro has been. Several European countries 
face elections over the next six months and current opinion 
suggests a sharp increase in support for right wing parties in 
many territories. If this is the case, there could easily be other 
referendums on EU membership, which would incorporate a 
vote on Euro membership as well. In our opinion, the Euro 
remains vulnerable to a change in the political landscape. 

Focusing on the UK in particular, we seem some room for 
optimism. As articulated earlier in this issue, the FTSE 100 has 
rallied hard, and is now above the level at which it was trading 
prior to Brexit. This has much to do with the composition 
of the index, but even the smaller FTSE 250 Index (which 
has many more UK-centric companies in it) is above its pre-
Brexit levels. Only three months have passed, so not much 
economic data is available but there are encouraging signs 
that the UK economy is performing far better than the doom-
and-gloom projections made before the referendum. Retail 
sales have risen sharply, and there are indications of a rebound 
in manufacturing – a response to the weaker Pound. The cut 
in interest rates has pushed down bond yields, whilst equities 
and listed property still offer compelling income yields. The 
difference between the income yield on equities and bonds is 
now at historic highs, as the chart below highlights. Given that 
interest rates are expected to remain low, we believe that the 
investment case for equities and property remains compelling.

The US, in contrast, is a harder economy to fathom, primarily 
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due to the inconsistency of some of the key economic variables. 
We would have expected consumer spending to be robust, 
given high employment levels and low oil prices. However, 
whilst retail sales are growing, the trend is weak. On the other 
hand, the US housing market is recovering well. Sentiment 
indicators are at their highest since before the Crisis, and new 
home sales are moving steadily higher. In terms of the market, 
earnings growth has been under pressure, mainly due to the 
impact of the stronger US Dollar. Most large US corporates 
are major exporters or multinationals, so the stronger currency 

has impacted reported profits. This headwind is coming to an 
end, as the Dollar has reached a stronger, but less volatile, 
plateau. Consensus forecasts suggest that earnings will 
rebound strongly over the next two years, which in turn will 
drive down valuations. In turn, we expect dividend growth to 
remain robust. Fifteen years ago, US corporates paid out only 
33% of profits as dividends. That has risen to 43% recently but 
there is still plenty of scope to drive dividend growth further, 
especially given the record high cash balances.

The outlook for the world economy is uncertain and unclear, contradictory data is painting a highly varied picture across the 
globe. However, there are always opportunities for investors and dividend payouts may well rise in the next few years.

UK: Yield Spread over GiltS
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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 has recently bought 100% of Illovo Sugar,a  shrewd 
move given the recovery in that industry.

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. 

General Electric USA Industri-
als

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. 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.

Givaudan Swiss Fragranc-
es

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%.

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.

Our focus this month is on selected European companies – mostly in the consumer sector. European equities have broadly 
gone sideways for a while, thanks to an uncertain outlook and weak growth. Nonetheless, it is still home to some admirable 
businesses, a few of which are highlighted at the end of this section.  Companies in this issue are highlighted in teal.

understandIng the unIverse
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name country Sector description

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, with recent expansion into 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.

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.

Henkel Germany Industri-
als

Henkel is a stalwart of the German economy, and specialises in three core areas - landry 
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 Industri-
als

Honeywell is similar to GE - a huge company but with surprising focus. It operates in aviation, 
automation and controls, transportation equipment and the manufacture of precision 
materials. For example, Honeywell makes many of the turbos found in modern passenger 
cars. A strong foundation has led to superb earnings and dividend growth. 

Imperial Brands UK Tobacco Imperial Brands (formerly Imperial Tobacco) is a global producer of tobacco products. Whilst 
not as big as British American Tobacco, Imperial has a strong franchise and good core brands. 
Recent expansion in the US and further cost cutting bode well for eps growth. The company 
has a commitment to increase its dividend by 10% p.a.

Johnson & 
Johnson

USA Health 
Care

Johnson & Johnson is a familiar name to most investors, given that many use its products 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 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.

L'Oreal France Consum-
er 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.

Mead Johnson USA Infant 
Nutrition

Mead Johnson is one of the largest companies in the global baby milk business, its key 
competitor being Nestle. Mead's largest markets are China and the US, but it is expanding 
throughout Asia and 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 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 Swiss Consum-
er Staples

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

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 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 3% at the bottom of the 
commodity cycle.

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. 

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 
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 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 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. 

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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carrefour
ticker: Ca FP Share in issue (m):  756 
Domicile: France Market Cap (m)  17,745 € 
Price: 2346 Year end: December
Currency: eur Sector: Food retail

year eps dps
2011 140.0 52
2012 138.0 58
2013 135.0 62
2014 148.0 68
2015 151.0 70

forecasts
year eps dps
2016 162 74
2017 183 82
2018 200 90

valuation
ratio pe ratio yield
Current  15.5 3.0%
1yr fwd  14.5 3.2%
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Hypermarkets Supermarkets Convenience stores International

Salient points:
1. This French-based business operates a network of hypermarkets, 

supermarkets, convenience stores and cash-and-carry outlets and offers 
e-commerce services. Their offering covers the food and non-food (clothing 
& household goods) categories. With nearly 12,300 stores in over 35 
countries, Carrefour is a leading global retailer with local roots.

2. Customers can take advantage of the multiple contact and sales formats and 
channels available to them, this is the omni-channel model implemented in 
the various countries that Carrefour operates. 

3. Whether doing the family shopping in the hypermarket, grabbing lunch 
on the go at your buildings street level, visiting the store and having your 
shopping delivered at home or ordering online and collecting your purchase 
from a ‘drive through’ all consumers’ needs are covered.

4. The company emphasizes the significant growth potential in its 2015 annual 
report whilst also noting how well their historical markets in Europe and 
Latin America are doing. All European countries are growing whilst in Latin 
America they are strengthening their position as leader in food retail both 
in Brazil (2nd largest market) and in Argentina. Renewed growth was seen in 
Taiwan whilst in China they have had to adapt their model to fit the changes 
that are taking place in the local economy.

5. Given that they have 5650 stores in France, and only 236 and 288 in China 
and Brazil respectively, the potential for further growth is significant.



Offshore knowledge from the Harvard House Group

We understand Your need for financial integritY | WWW.hhgroup.co.za | the harvard house group 11

gIvaudan
ticker: GIVN VX Share in issue (m):  9.2 
Domicile: Swiss Market Cap (m)  ChF 18,504 
Price: 200400 Year end: December
Currency: ChF Sector: Flavours & Fragrances

year eps dps
2011 4768 2200
2012 6014 3600
2013 5343 4700
2014 5776 5000
2015 6532 5400

forecasts
year eps dps
2016 7502 5758
2017 8268 6224
2018 8724 6529

valuation
ratio pe ratio yield
Current  30.7 2.7%
1yr fwd  26.7 2.9%

SharE PrIcE In gbP
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Fragrances Flavours

Salient points:
1. Givaudan is not a very familiar name to South African investors as it is an 

exceptionally specialized industry. The top four companies in the industry 
account for 66% of the total market. The company focuses on two key 
divisions, namely fragrances and flavours, with revenue split almost evenly 
between the two. Its customers are in the food, beverage, consumer goods 
and fragrance and cosmetics industries.

2. A truly global company, Givaudan has 94 locations worldwide, 35 production 
sites and almost 10,000 employees. It is the market leader with a 25% share 
of the fragrance and flavor industry.

3. The company sees many opportunities in the flavours division as the role 
of food evolves to have more of a focus on well-being. Consumers want 
less sugar, salt and fat in their foods while at the same time seeking more 
from ‘functional foods’ that have ingredients such as protein that provide 
additional health benefits.

4. There is a strong commitment to return surplus cash to shareholders, having 
increased its annual dividend for the past 15-years since listing on the Swiss 
stock exchange.

5. Fragrances make up approximately 4.6% of the cost of the final product, 
and Flavours only 0.5%. So it is a very small portion of the manufacturer’s 
actual expense but it is critically importance as the smell or flavor is a key 
differentiator at retail level. With high barriers to entry, complexity of 
development and time frame to market (it can take 2-3 years to develop a 
new fragrance, and 1,000 iterations before the final one is chosen), this is a 
very unique business.
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heIneken
ticker: heIa Na Share in issue (m):  576 
Domicile: Nether-

lands
Market Cap (m)  € 45,556 

Price: 7907 Year end: December
Currency: eur Sector: Beverages

year eps dps
2011 271 83
2012 295 89
2013 276 89
2014 305 110
2015 357 130

forecasts
year eps dps
2016 367 135
2017 396 148
2018 439 162

valuation
ratio pe ratio yield
Current  22.1 1.6%
1yr fwd  21.5 1.7%

SharE PrIcE In gbP
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Heineken Other

Salient points:
1. Heineken is the world’s most international brewer with brands available in 

179 countries. They own, market and sell 250 of these across the globe. 
The demand for their premium brand continues to grow in all regions whilst 
craft beer is another huge growth area for Heineken, as evidenced in their 
2015 results. 

2. The premium focus goes beyond the Heineken brand with Desperados and 
Strongbow leading in the high-growth, global premium flavoured-beer and 
cider categories. 

3. Innovation is a key area for driving growth in the business. In 2015, the 
company capitalized on the growing appetite for low and no alcohol 
products.

4. Being such a global business the swings and roundabouts of emerging 
market currencies can play havoc when bringing all earnings back into a 
constant reporting currency. In this regard, conditions remain tough, but 
operationally, they continue to perform exceptionally well.

5. Positive demographics and an emerging middle class are expected to 
continue to drive alcohol consumption and spend in India, a market that is 
becoming increasingly material for Heineken. India is unusual compared to 
other emerging markets in its stark preference for spirits (81% of value) over 
beer. However, between 2015-2019, beer is expected to grow at an annual 
rate of 15% p.a. versus spirits at 6% p.a.



Offshore knowledge from the Harvard House Group

We understand Your need for financial integritY | WWW.hhgroup.co.za | the harvard house group 13

henkel
ticker: heN3 GY Share in issue (m):  178 
Domicile: Germany Market Cap (m)  48,899 € 
Price: 12230 Year end: December
Currency: eur Sector: household Goods

year eps dps
2011 314 78
2012 373 93
2013 407 120
2014 436 129
2015 488 145

forecasts
year eps dps
2016 521 158
2017 571 174
2018 607 186

valuation
ratio pe ratio yield
Current  25.1 1.2%
1yr fwd  23.5 1.3%

SharE PrIcE In gbP
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Beauty Care Laundry & Home Care Adhesive Technologies

Salient points:
1. This 140-year-old company, with its primary listing in Germany, holds global 

leading market positions in the consumer and industrial sector. It is well 
known for brands such as Persil (laundry), Schwarzkopf (hair products) and 
Loctite (adhesives, sealants and coating solutions). These three top brands 
are available in 50, 60 and 130 countries respectively. 

2. The company is organized into three global operating business units, 
namely; Laundry & Home Care, Beauty Care and Adhesive Technologies. The 
Company’s Top 10 brands accounted for 61% of total group sales in 2015, 
slightly up from 59% in 2014.

3. Emerging markets are a key growth region for Henkel with sales from these 
countries comprising 43% of the group’s total sales. China, with is total 
population of 1.3bn people, is dominant and also the largest ecommerce 
market. Henkel has embraced e-commerce meaningfully, having launched 
a partnership with Alibaba (China’s largest online commerce company) in 
2015.

4. They are aiming to expand their footprint in emerging markets whilst 
leveraging their position in the more mature countries. The highlight in 
2015 was the launch of two of the company’s flagship brands, Persil and 
Schwarzkopf, into the US retail chains. That helped Henkel return to growth 
and improve performance in its largest market.

5. For 2015 they showed double digit growth in both earnings per share and 
dividends. They have an enviable track record with dividends, although 
the yield is relatively low at 1.3%. Their internal targets for 2016 include 
achieving €20 billion in sales.
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l'oreal
ticker: Or FP Share in issue (m):  561 
Domicile: France Market Cap (m)  94,878 € 
Price: 16915 Year end: December
Currency: eur Sector: household Products

year eps dps
2011 432 200
2012 479 230
2013 513 250
2014 534 270
2015 618 310

forecasts
year eps dps
2016 644 331
2017 688 357
2018 734 384

valuation
ratio pe ratio yield
Current  27.4 1.8%
1yr fwd  26.3 2.0%

SharE PrIcE In gbP
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Professional Products Consumer Products L'Oreal Luxe Active Cosmetics The Body Shop

Salient points:
1. This French based consumer company creates and develops cosmetic 

products in 140 countries around the globe. With the help of almost 83,000 
employees, it has a 12.5% global market share, sales in excess of €25 billion, 
and an operating margin of 17.4%. This translated into growth in earnings 
per share in 2015 of 15.7% and dividend growth of 14.8%. L’Oreal is a 
behemoth in the beauty industry, by any measure.

2. Since this company was founded more than 100-years ago, the group has built 
up, through successive acquisitions, a unique portfolio of complimentary 
brands that is now the most powerful in its sector. 

3. The company is split between 5 divisions: 1) Consumer Products, with 
brands available in mass-market channels (hypermarkets, supermarkets, 
etc.). The division is the spearhead of the Group’s quest to win over a 
further billion consumers. 2) L’Oréal Luxe. As the name suggests this is 
the luxury division, offering both men and women an array of prestigious 
and modern international brands. 3) Professional Products, which supplies 
salons with the highest quality products. 4) Active Cosmetics, which aims 
to help everyone improve the quality and health of their skin. 5) The Body 
Shop, a familiar retail name to most in South Africa.

4. E-commerce makes up a significant part of group sales and remains the 
fastest growth channel by distribution, growing annual profits by 38%, whilst 
digital media spend now makes up 25% of the company’s total advertising 
budget.
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luxottIca
ticker: LuX IM Share in issue (m):  484 
Domicile: Italy Market Cap (m)  € 21,358 
Price: 4414 Year end: December
Currency: eur Sector: Specialty retail

year eps dps
2011 98 49
2012 121 58
2013 131 65
2014 144 72
2015 178 89

forecasts
year eps dps
2016 179 93
2017 196 102
2018 218 113

valuation
ratio pe ratio yield
Current  24.8 2.0%
1yr fwd  24.7 2.1%

SharE PrIcE In gbP
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Wholesale Retail

Salient points:
1. This Italian company is a leader in premium, luxury and sports eyewear. 

They design and manufacture brands such as Ray-Ban, Oakley and Arnette, 
together with licensed brands including Giorgio Armani, Burberry, Bulgari, 
Michael Kors, Prada, Ralph Lauren and Tiffany to name just a few. They own 
two of the largest eyewear brands in the world, namely Ray-Ban and Oakley.

2. It operates through 2 divisions - Manufacturing & Wholesale Distribution, 
and Retail. The first segment specialises in the production and sale of its 
house brands and designer lines of mid and premium priced prescription 
frames, sunglasses, and sports eyewear. The wholesale distribution network 
covers more than 150 countries across five continents and has more than 50 
commercial subsidiaries providing direct operations in key markets.

3. Luxottica is a dominant player in this industry: it has over 20% market share 
in the wholesale frames market; it is the largest global optical retailer (4,000 
stores) and sunglass retailer (Sunglass Hut, 3,100 stores). Its presence is 
focused mostly on North America (60% of revenue), Australia and Latin 
America.

4. A growing and ageing global population, coupled with a low penetration of 
eyewear (especially in emerging markets) which is set to increase above 50% 
driven by the growing middle class and urbanisation, the optical retail space 
offers long term growth. Sunglasses are expected to outgrow optical retail 
as their penetration is much lower. In terms of units, in 2014, approximately 
340 million pairs of sunglasses were sold globally, which compares with 600 
million pairs of optical glasses.
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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

“Frankly sir, we’re tired of being on the cutting 
edge of technology.”

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:


