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The S&P 500 powered to fresh 
all-time highs in July, before 
succumbing to some weakness as 
tensions escalated with North Korea, 
and the presidency failed to deliver 
election promises. Then came the 
weather – Hurricanes Harvey and 
Irma. Both events have caused 

billions of Dollars’ worth of damage to regional infrastructure 
and resulted in widescale shutdowns to a variety of businesses. 
Together, these factors put a brake on the relentless advance 
of the US market. We expect the impact on both hurricanes 
to reflect in economic data over the next few months. For 
example, the chart below of Initial Jobless Claims shows 
a sharp deterioration recently, but we would expect this to 
normalise over the next 4 – 6 weeks. Hence, data releases 
should be interpreted with caution until the impact has been 
neutralized. Nonetheless, the market was not held back for 
long. Persistent weakness in the US Dollar has pushed the 
market to new highs. Recently, the US Federal Reserve has 
reiterated its desire to normalize policy. We expect the Dollar 
to stabilize as a result. 

The last quarter has been a weaker 
period for the UK market. Some may 
argue that a period of consolidation 
was due after the strong rally that 
started in early 2016. That may be 
the case, but a number of factors have 
conspired to keep UK equities under 
pressure. They include a rise in global 

risk aversion thanks to escalating tensions around North Korea, 
an ongoing lack of clarity around Brexit negotiations, and most 
importantly, a sharp rally in the Pound. Whereas weakness in 
the Pound spurred the rally during 2016, the rally has caused 
exchange-rate sensitive sectors to come off the boil – typically 
large multinationals and exporters. This has impacted on some 
of the consumer shares held in client portfolios. Adding further 
pressure to the overall market has been the change of trend in 
commodity prices – iron ore and copper have retreated from 
well off their recent highs. This has weighed on the resources 
component of the index. Interestingly, the UK’s Midcap index 
(the FTSE 250 Index) has outperformed the FTSE 100 by 6% 
so far this year – a sign that the underlying UK economy is 
performing solidly, despite the political uncertainty. 
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European equities have generally 
exhibited a weaker trend over the 
past quarter, despite solid economic 
fundamentals. Having suffered two 
lengthy recessions in the past ten 
years, European growth is finally 
back on track, as evidenced by the 
second chart below. The region’s 
annualized growth rate reached 2.3% last quarter, the 
strongest rate of growth since 2011. Yet the major European 
averages have trended lower. Why? In our opinion, it is largely 
because of the significant rally in the Euro over the past nine 
months, which has dented the prospects for large European-
based exporters and multinationals. That said, political risk 
has reduced significantly post the French election result, to 
the extent that German elections hardly raised an eyebrow. 
Looking ahead, we expect economic momentum to remain 
intact, in line with our broad forecast for global growth.
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The Hong Kong market is presently 
trading at a 30-month high – levels 
last seen in early 2015. But a little like 
our own JSE, this rally is misleading, 
as it has been driven largely driven by 
just a handful of shares – specifically, 
the Chinese internet stocks. Tencent 
has the largest weighting in the index. 
For the year to date, Tencent has rallied 83% - vs a gain of 25% 
for the broader market. This is echoed on the JSE where Naspers 
(owners of 30% of Tencent) has been largely responsible for the 
gains in the local All Share Index. 

In Australia, the market has come off the boil. Whilst the 
Australian economy can lay claim to a track record of 25 years of 
uninterrupted growth, their economy is struggling with excessive 
property prices, high levels of debt and weak consumer spending. 
Added to those factors, commodity prices have recently come off 
the boil – iron ore prices have fallen from $80 per ton to $66 per 
ton in a matter of weeks. Other commodity prices have trended 
lower as well. Together, we believe this will exert downward 
pressure on their currency

the good news 
contInues

european 
unIon

chIna & 
asIa pacIfIc
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Over the past two years, 
there has been a steady 
trend in the Pound / 
Dollar exchange rate – 
namely a weaker UK 
currency. This started 
well before Brexit 

as the US moved to normalize their interest 
rates, but political events in 2016 exacerbated 
the weakness. Yet it is always dangerous to 
extrapolate a trend, and so it has been with the 
Pound. Many analysts were predicting a fall to 
parity with the Dollar – in fact the currency has 
gone the other way, strengthening as the bank 
of England has raised the possibility of a rise 
in UK interest rates as early as November. 

gbp vs usd

1.20

1.25

1.30

1.35

1.40

1.45

1.50

1.55

1.60

1.65

Jan-15 Jul-15 Jan-16 Jul-16 Jan-17 Jul-17

Dollars per Pound

gbp vs usd

Of the major global 
currencies, the Euro has 
certainly stood out over 
the past nine months. Just 
a few years ago, analysts 
were questioning the 
very survival of the Euro 

and EU, but the currency has taken that all in its 
stride.  The Euro has strengthened steadily against 
the Pound since mid-2015, almost touching parity 
in August. But the Euro has been strong against 
the US Dollar as well. It traded at 1.04 vs the US 
Dollar in January; now it is trading at 1.20 – a 
rally of 15%. We believe US Dollar weakness 
may be coming to an end – which should see the 
cross ratios stabilize too. 

gbp vs eur

The Pound / Australian 
Dollar exchange rate 
has been rangebound 
for the better part of 
fifteen months, as both 
currencies have ebbed 
and flowed to various 

events. We view the Australian Dollar as 
vulnerable to a deterioration in commodity 
prices over the rest of the year, as well as 
rising developed market interest rates that will 
reduce the attractiveness of more periphery 
investment destinations. Before the Financial 
Crisis, the Aussie Dollar traded at 2.5 / Pound 
– which highlights how much that country has 
benefitted from ultra-low global interest rates. 
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Most clients will be familiar with the name, “Warren Buffett”. 
This enigmatic American is often hailed as one of the most 
successful investors of all time. He is the CEO of Berkshire 
Hathaway, one of the largest corporations in America. So, 
whilst most people know of Mr. Buffett, few understand the 
complexity (or simplicity) of his empire. 

Berkshire Hathaway is listed on the NYSE. It has two classes 
of shares – “A” and “B” shares. Class B shares are equal 
to 1/1500 of the price of one Class A share, and carry only 
1/10000 of the voting rights. Class A shares are currently 
trading at $273,000 per share (yes, two hundred and seventy 
thousand US Dollars per share – don’t bother converting that 
into Rands). The B shares trade at $180 per share, and hence 

are the more affordable option for almost all investors, even 
though they carry rather insignificant voting rights.  

Berkshire has a diverse portfolio that spans multiple industries. 
Most people are familiar with his portfolio holdings – 
investments that Berkshire has in other listed companies, and 
this can be the source of much press speculation. But the real 
strength of Berkshire lies in its strong and diverse range of 
core investments. The core portfolio includes:

The core of Berkshire has, and always will be, the insurance 
operations. Berkshire owns a number of key and well-known 
brands in the US. In the direct market, they own GEICO, 
the third-largest personal vehicle insurer in the country. 
It generates 55% of premium income, and benefits from 
an incredible brand and low-cost expense advantage. The 
company has its sights set on being the largest competitor 
within the next decade. Given that it spends 20% more than 
any other insurer on advertising, that goal looks achievable. 

GEICO is backed up by the investments in the reinsurers, 
and a reasonably new operation, Berkshire Primary group, 
which is a collection of other smaller insurers. The benefit of 
the insurance cluster is that it’s a strong generator of capital. 
Premiums are paid every month and capital accumulates fast, 
provided claims remain within expectations. This capital 
is invested, and the returns thereon flow to Berkshire, and 
provide it with capital for expansion into new industries and 
operations. 

Obviously, insurance does carry risks – and the recent hurricane 
season has been one of the most vicious in recent memory. 
Losses and claims will rise in the near term, but longer term, 
catastrophic events are actually good news for insurers. It 
reminds people of why they need insurance, so premiums tend 
to rise, and rates firm as there is less competitive pressure. 
Recent results from Santam echo the same trend. 

Buffett obviously remembers the stories of the pioneering days 
in the US when fortunes were made and lost on competing 
railroads. Through various mergers, Burlington North Santa 
Fe (BNSF) has the largest rail network in the US, with over 
30,000 miles of track. Buffett often comments that railroads 
are great businesses – because of the cost advantage they can 
achieve over other forms of transport, especially road. (If only 
we could emulate that in this country!) Earnings and growth 
depend on the state of the economy, the level of global trade, 
and demand for commodities, given that BNSF’s network is 
predominantly in the middle and west of the country. Whilst 

berkshIre
hathaway

Segment % of 
Profits

Brief description

Insurance 26% It owns GEICO (a leading short-
term insurer in the US) and 
Berkshire Hathaway Re & 
General Re, both are reinsurers 
for the broader market. Due to 
the size of the broader group, 
it can invest premium income 
more aggressively, and therefore 
outperform, growing its capital for 
expansion or price competition. 

Manufacturing 24% Includes 3 of Berkshire’s 
powerhouse businesses; Precision 
Castparts (aircraft components); 
Marmom (electrical and industrial 
components for transportation 
and related equipment), and 
Lubrizol (chemicals).

Railroads 22% Berkshire owns 37% of Burlington 
Northern Santa Fe – one of the 
largest rail networks and providers 
in the US. It has a long network, 
connecting major regions of the US 
to each other and ports, and the 
highest exposure to intermodal 
traffic volumes. 

Utilities 11% The energy business is uniquely 
positioned given its wide 
geographic reach and the benefit 
it reaps from the wider group. It 
owns 4 regulated US utilities, 2 in 
the UK, one in Canada, and various 
interstate pipelines. 
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growth will never shoot the lights out, it remains a steady 
contributor and will deliver incremental volume growth year 
after year. 

In the space available for this article, we could never do 
justice to every aspect of Berkshire’s empire. It is too vast. But 
the core of the company’s success lies in the conglomerate 
nature of the Group, and the excess capital that it has available 
for reinvestment and expansion. This is not available to all 
its competitors who struggle with diverse shareholders with 
varying agendas. Currently, Berkshire has $66 billion of 
surplus cash on its balance sheet – an enviable position for 
any company. In its utilities operations (electricity and gas 
providers, equivalent to Eskom), all profits can be reinvested in 
network upgrades and expansion, or lower prices. In addition, 
these businesses can borrow money at exceptionally cheap 
ratees, thanks to the security offered by the wider group. That 
provides the utility cluster with an unassailable competitive 
advantage. 

Berkshire might seem a slam-dunk investment, so where 
are the catches? In our opinion, there are a few chinks in the 
armour, but none that derail the ultimate investment case. 

1. Berkshire is synonymous with Warren Buffett and his 
deputy, Charlie Munger. Yet Mr. Buffett is 87 years old, 
and Mr. Munger is 92 – hardly spring chickens! Mr. 
Buffett has run the company for the past 52 years – yet he 
has no plans to retire any time soon. Importantly though, 
succession planning is in place. There are a number of 
internal candidates that are being groomed to assume the 
top management positions in time. In our opinion, it would 
be sensible to announce a successor-in-waiting sooner 
rather than later, so that the market has time to adjust. 
Should something untoward happen to Mr. Buffett, the 
share could experience selling pressure. We think this will 
be short-lived, as any prolonged weakness will probably 
see Berkshire buying back its own stock. 

2. Despite all his speeches over the years that espouse the 
benefits of cash flow, Berkshire does not pay a dividend 

to its shareholders. It never has, and may never do so. All 
the cash is retained for expansion and reinvestment. This 
is a source of competitive advantage, but we all know 
how important dividends are to the long-term success of 
an investment. 

3. Equally, a growing cash pile inside the company can be 
a drag on returns if they don’t find suitable investment 
opportunities. So far, we have to give management the 
benefit of the doubt. They have never lacked a suitable 
opportunity yet. 

4. The company’s NAV has grown consistently over the 
years – the track record is impressive. But Berkshire has an 
equity portfolio valued at $137 billion, so broad weakness 
in US equity markets could reduce the net asset value or 
cause volatility in earnings due to mark-to-market losses.

In summary, Berkshire Hathaway is an American icon. Very 
much like locally-listed Remgro, an investment into Berkshire 
gives an investor a wide exposure to the performance of the 
American economy and stock market. Whilst the share has 
rallied recently, it should be a core holding for US-centric 
portfolios. We will buy when opportunity knocks. 
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Despite inevitable up and downs, the long term track 
record of the company is impressive, far outstripping 
the broader American market.

5 larGEST PorTFolIo InvESTmEnTS
Company Value of Investment

Wells Fargo & Co $27.5 bn

Coca-Cola $16.5 bn

Kraft Heinz $15.3 bn

IBM Corp $13.5 bn

American Express 
Company

$11.2 bn

Warren Buffett, chairman and CEO of Berkshire 
Hathaway. One of the most successful investors of all 
time.
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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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luxottIca
ticker: LuX IM share in issue (m):  485 
domicile: Italy market cap (m)  € 22,919 
price: 4726 year end: December
currency: eur sector: Specialty retail

year eps dps
2012 121 58
2013 131 65
2014 144 72
2015 178 89
2016 184 92

forecasts
year eps dps
2017 192 100 192 100
2018 214 112
2019 221 120

valuation
ratio pe ratio yield
Current  25.7 1.9%
1yr fwd  24.6 2.1%
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Salient points:
1. Luxottica Group is a market leader in the design, manufacture and distribution of 

fashion, luxury, sports and performance eyewear, with a global wholesale network 
covering more than 150 different countries, and complimented by an extensive 
retail network of approximately 9,000 stores in North America, Latin America, Asia-
Pacific, China, South Africa and Europe and a strong, well-balanced brand portfolio. 
Clients may be familiar with their “Sunglasses Hut” stores in our malls. 

2. They produce and sell eyewear for their own brands (e.g. Ray Ban, Oakley, Persol) 
as well as for licensed brands (including Prada, Dolce & Gabbana, Chanel, Burberry 
and Tiffany). By leveraging its vertical integrated platform, which should be further 
enhanced by the pending merger with Essilor, Luxottica should continue to outgrow 
its peers as it is better positioned to capitalize on the favourable demographics that 
characterize the eyewear sector.

3. But it is not all about sunglasses. A key feature of Luxottica’s operations are 
prescription lenses and frames. That is a defensive element, and a market where 
demand is growing steadily. 

4. The timing of the merger with Essilor is still uncertain, but the benefits from the 
combination are compelling. Remember that Essilor is a French-based ophthalmic 
optics company which designs, manufactures and markets a range of lenses 
to improve and protect eyesight. It also develops and markets equipment for 
prescription laboratories and instruments, and services for eye care professionals. 
It operates through three segments: Lenses and Optical Instruments, Equipment, 
and Sunglasses & Readers.

5. The shares are not cheap, but they compare well to the sector and peer group, and 
the merger should drive a new wave of growth. 
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lvmh
ticker: MC FP share in issue (m):  507.0 
domicile: France market cap (m)  € 116,707 
price: 23020 year end: December
currency: eur sector: Luxury apparel

year eps dps
2012 674 290
2013 677 310
2014 1112 320
2015 703 355
2016 785 400

forecasts
year eps dps
2017 962 456
2018 1062 504
2019 1152 546

valuation
ratio pe ratio yield
Current  29.3 1.7%
1yr fwd  23.9 2.0%
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Salient points:
1. The LVMH group comprises 70 Houses that create high quality luxury products. It 

is the only group present in all five major sectors of the luxury market:  Wines & 
Spirits, Fashion & Leather Goods, Perfumes & Cosmetics, Watches & Jewelry and 
Selective Retailing. LVMH currently employs 134,000 people across the world and 
reported sales of €37.6 billion in 2016.

2. LVMH is a behemoth in the luxury sector with some of the key brands in the various 
sectors being Wine & Spirits: Dom Perignon, Hennessy, Moet & Chandon, Veuve 
Clicquot and Glenmorangie; Fashion & Leather Goods: Celine, Christian Dior, Louis 
Vuitton and Thomas Pink; Perfumes & Cosmetics: Acqua di Parma, Fresh, Givenchy 
Parfums and Christian Dior; Watches & Jewelry: Bulgari and TAG Heuer; Selective 
Retailing: La Grande Epicerie de Paris, Le Bon Marche Rive Gauche and Starboard 
Cruise Services. 

3. The latest set of quarterly results showed sales and profit higher than what the 
market had forecast with its key Fashion and Leather Goods division showing sales 
growth of 13% and margins of 31.7%, Louis Vuitton is the major contributor to this 
sector, and very popular amongst Asian consumers. 

4. Management was cautious going into the second half of the year, which is 
understandable as growth is very strong at the moment and as the comparable 
numbers get tougher to beat each quarter. The comparable base is particularly 
tough for Asia, but the company noted that the trend in China was still robust, 
despite the “very mild” slowdown in Chinese consumers in Q2 vs. 1Q. Comments 
were very encouraging on Europe, confident on the US and notably comfortable on 
Japan, where local client demand remains healthy.

5. The company currently trades on a price earnings ratio of 22.4x and a dividend yield 
of 2%
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pandora
ticker: PNDOra DC share in issue (m):  113 
domicile: Denmark market cap (m)  kr. 71,723 
price: 63750 year end: December
currency: DKK sector: Jewellery & Watches

year eps dps
2012 925 550
2013 1720 650
2014 2470 900
2015 3070 1300
2016 5252 900

forecasts
year eps dps
2017 5625 3600 100
2018 6455 3871
2019 7343 4325

valuation
ratio pe ratio yield
Current  12.1 1.4%
1yr fwd  11.3 5.6%
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Salient points:
1. This company should be familiar to any who have celebrated special occasions with 

gifts of either charms, bracelets, rings, earrings or necklaces and pendants. Pandora 
designs, manufactures and markets them all. The company positions itself in the 
affordable segment of the jewellery market.

2. They have a presence in more than 100 countries on six continents through 
approximately 7 900 points of sale - a truly global footprint. Pandora was founded 
in 1982 in Denmark. It employs 21 200 people worldwide, with more than half of 
those employees based in Thailand where its jewellery is manufactured.

3. The latest quarterly results managed to beat expectations for sales growth in its 
Asian markets but the investment community chose to focus on the more muted 
growth in two other key markets, namely the USA and UK. Management confirmed 
though that they expect a strong acceleration in the second half of 2017, and are 
confident that they will meet their forecasts.

4. The company has a roadmap with four key drivers in place to increased product 
innovation and awareness; specifically, a fast reaction time to product releases (20 
fast tracked products in Q3 and Q4); building long-term innovation capabilities by 
adding a center in Thailand, adding skills in the design team and a new concept 
development team; launching Disney in the EMEA region (50 products in Q4 2017 
and 20 products in Q1 2018) and finally new jewellery concepts (a total of 500 new 
products were launched in FY2017).

5. The shares are cheap, and the company has moved to a quarterly dividend payment, 
which has increased the yield substantially. The valuations stand out amongst the 
peer group. 
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rIchemont
ticker: CFr VX share in issue (m):  522 
domicile: Switzerland market cap (m)  Fr. 50,414 
price: 8780 year end: March
currency: ChF sector: Luxury apparel

year eps dps
2013 435 100
2014 452 140
2015 251 160
2016 231 170
2017 234 180

forecasts
year eps dps
2018 344 212
2019 388 231
2020 436 256

valuation
ratio pe ratio yield
Current  37.5 2.1%
1yr fwd  25.5 2.4%
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Salient points:
1. This company does not need much introduction, considering that its founding 

owners are from South Africa. Richemont, based in Switzerland, owns several of 
the world’s leading companies in the field of luxury goods, with particular strengths 
in jewellery, luxury watches and writing instruments. It is among the groups most 
exposed to the Chinese consumer at home and travelling. Richemont has the most 
exposure to “hard” luxury – the top end market for watches and jewellery.

2. The company is currently undergoing a major management reshuffle. There is no 
Group CEO, but 4 co-Deputies at the helm instead. Johann Rupert remains chairman. 

3. These individual companies or Maisons encompass several of the most prestigious 
names in the luxury industry, including Cartier, Van Cleef & Arpels, Piaget, Vacheron 
Constantin, Jaeger-LeCoultre, IWC Schaffhausen, Panerai and Montblanc.

4. Richemont recently released a 5-months sales update which beat market 
expectations handsomely, the star region being a massive jump in sales in Asia 
as that region continues to recover. The reasons behind thee strong performance 
included; an upbeat macro environment, price cuts, tax reforms and younger people 
with a high level of disposable income. Offsetting this, the strong Euro is weighing 
on margins given that items are manufactured in Switzerland. But this is an issue 
facing the entire industry. 

5. The company’s valuation is above the norm, with the forward price earnings ratio to 
2018 at 25x (well above the sector average of 21.3x) and a dividend yield of 2.1%. 
The P/E should fall as earnings continue to recover.
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swatch
ticker: uhr FP share in issue (m):  31 
domicile: Switzerland market cap (m)  Fr. 21,074 
price: 38450 year end: December
currency: ChF sector: Luxury apparel

year eps dps
2012 2964 675
2013 2934 750
2014 2547 750
2015 2005 750
2016 1068 675

forecasts
year eps dps
2017 1366 723 100
2018 1716 790
2019 1977 863

valuation
ratio pe ratio yield
Current  36.0 1.8%
1yr fwd  28.1 1.9%
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Salient points:
1. Swatch has almost become a household name across the globe due to their range 

of watches from the basic to prestige and luxury, tapping many various consumer 
price points. The company is split into two core business segments; Watches & 
Jewellery and Electronic Systems. Within the watches category it is further split 
between; Prestige and Luxury range (Breguet, Harry Winston, Omega), High Range 
(Longinnes), Middle Range (Tissot, Calvin Klein) and Basic Range (Swatch, Flik Flak) 
– to mention a few. 

2. The Electronic Systems segment includes the production and marketing of electronic 
components, notably batteries and sports timing equipment. The Company also 
supplies products from these segments to third-party watchmakers.

3. The latest half yearly results showed earnings up 5% which was in line with 
expectations.  Positively, Swatch Group beat the most bearish estimates in the 
Watches and Jewellery division on margin despite pressure on the production 
division and negative exchange movements. Swatch also mentioned in its release 
that Prestige and Luxury watches are outperforming. The key now is whether 
investors will give credit to the company’s very bullish outlook:

4. “The Swatch Group anticipates very positive growth in local currency in the second 
half of the year. In addition to its already strong own retail business, wholesale 
should also develop positively, due to the gradual dissolution of uncertainty among 
individual distributors. In addition, further growth will generate improved capacity 
utilization in all production areas”

5. Luxury goods demand is closely correlated to global economic growth, so the biggest 
risks are an economic slowdown, exchange rates (a strong CHF) and geopolitical 
events affecting tourism. Healthy equity markets are important for luxury spending, 
and in particular, for hard luxury.
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tIffany
ticker: tIF uS share in issue (m):  125 
domicile: uSa market cap (m)  $10,884 
price: 8743 year end: January
currency: uSD sector: Jewellery & Watches

year eps dps
2013 325.0 125
2014 373.0 134
2015 420.0 152
2016 383.0 158
2017 375.0 175

forecasts
year eps dps
2018 397 188
2019 431 204
2020 462 223

valuation
ratio pe ratio yield
Current  23.3 2.0%
1yr fwd  22.0 2.2%
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Salient points:
1. Tiffany and Company, is a jeweler and specialty retailer, whose merchandise offerings 

include an extensive selection of jewelry (92% of worldwide sales in 2016), as well as 
timepieces, sterling silverware, china, crystal, stationery, fragrances and accessories. The 
categories of jewelry are split into 4-segments; 1) High, fine and solitaire jewelry - most 
items here contain diamonds or other gemstones, with an average selling price of $6300 2) 
Engagement jewelry & wedding bands -  engagement rings make up 60% of this category, 
average price $3400 3) Fashion jewelry - consists of non-gemstone jewelry, average price 
$350 and 4) Designer jewelry - items attributed to one of the company’s named designers, 
average price $530.

2. Tiffany has 3131 outlets globally, up from 275 in 2012, with Asia Pacific seeing the highest 
growth over the period (19 new stores since 2012). It also has e-commerce-enabled 
websites in 13 countries as well as informational websites in several additional countries. 
Sales transacted on those websites accounted for 6% of worldwide net sales in 2016.

3. In their latest quarterly results, the numbers were marginally better than expected: 
earnings grew 7% due to better gross margins as input costs fell. Management attributed 
sales softness primarily to lower spending by foreign tourists, but the company reiterated 
its full year guidance for constant currency revenue growth of 0-5%.

4. A few comments of interest from their annual report: “The global jewelry industry 
is competitively fragmented. The Company encounters significant competition in all 
product categories. Some competitors specialize in just one area in which the Company 
is active. Many competitors have established worldwide, national or local reputations 
for style, quality, expertise and customer service similar to the Company and compete 
on the basis of that reputation. Certain other jewelers and retailers compete primarily 
through advertised price promotion. The Company competes on the basis of the Brand’s 
reputation for high-quality products, customer service and distinctive merchandise and 
does not engage in price promotional advertising. 
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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:

“My boss’s motivational idea: bring your bills to work day.” 


