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In this edition:

• Market update
• Currency update
• Company in focus:  

 - Rio Tinto 
• Understanding the universe

(n: sharpness or keenness of thought, vision)
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unitEd kinGdom

The FTSE fails to break through 7000 -again, but 
the underlying mood is improving.

The UK’s FTSE 100 Index peaked in December 1999 just 
below the 7,000 level. Fourteen years later, the index has 
yet to reach a new high – an indication of both how much 
the composition of the Index has changed and the tough 
economic conditions prevalent in that country. Like so many 
global markets, the FTSE has retreated from recent highs on 
the back of fears around a possible change in policy over 
quantitative easing. Whilst the quantum of the decline is 
not significant (only about 4%), it brings the Index back 
to the same level as March, so erasing much of this year’s 
gains. Nonetheless, we remain excited about the steady 
improvement in the underlying economy of the UK. The 
second chart highlights the PMI Indices – indices that track 
the sentiment and momentum across various sectors of the 
economy. We often refer to the manufacturing index, but the 
services index is equally important. Crucially, both areas of 
the economy are expanding at their fastest pave for several 
years. That bodes well for profit growth and ultimately, share 
prices. 

The US reaches new highs, with economic 
momentum building into 2014.

In March, US stock markets surpassed their previous peak 
reached in Late 2007, and have not looked back. Last year we 
argued that the US would be the market to beat, and so it has 
come to pass. The past quarter has seen further strong gains 
for US equities, although the indices have drifted off recently 
in line with global trends. In line with our comments on the 
SA market, PE ratios have risen in the US, so it is crucial that 
company profits show decent growth in 2014, or the trend 
could reverse. However, on that score, we are becoming 
more comfortable that the US recovery is gaining traction. 
The chart alongside shows the NAHB Index – an indicator of 
sentiment in the US housing market. The latest reading is the 
highest since late 2005. This positive sentiment is feeding 
through to house prices, new construction and a rising 
wealth effect, which is so crucial to the American psyche. We 
showed a chart of falling petrol prices in our recent seminar. 
These factors combined have the potential to materially lift 
US consumer spending, with positive implications for their 
market. 

unitEd statEs
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EuropE

despite the onset of winter, the temperature 
(and mood) is rising across Europe.

European markets have recovered off their lows, an 
encouraging development given that stock markets are 
meant to be forward-looking indicators. Whilst the quantum 
of the gains has lagged that of the US, returns have been 
solid for a region still officially stuck in recession. Yet the 
mood is definitely changing. We commented last quarter 
about the improving tide. Three months down the line, the 
improvement appears to be gaining momentum, even if it 
is tentative and regional. As the engine room of Europe, 
developments in Germany are crucial. So it is encouraging to 
note that German economic sentiment is at its highest level 
since 2006. This can be attributed to an improved outlook for 
the world economy, but also improvements across some of 
the troubled EU states, such as Spain and Italy. Furthermore, 
Ireland has weaned itself off EU financial aid put in place at the 
height of the Financial Crisis. Whilst Europe is not expected 
to have a stellar year, positive growth is expected for the first 
time in five years – a feat certainly worth celebrating. 

caught between an end to QE and a recovery in 
china and elsewhere

Asian markets – represented here by the Singapore Straits 
Index and the Australian ASX200 Index – have been subject 
to the same uncertainty and weakness that has prevailed 
here in SA (and indeed, other emerging markets.) With the 
possibility of an end to QE starting at any moment, global 
investors have been quick to take profits off the table in 
anticipation of further weakness.   This weakness has also 
been manifested in extreme currency movements – see 
the next section for an update on the performance of the 
Australian Dollar. In our opinion, some of this pessimism 
may be misguided. Asia is a major exporter to the world, 
and with all four major economic regions expected to deliver 
simultaneous growth in 2014, it should lay the foundation 
for solid gains in output and profits. In particular, we expect 
Chinese growth to accelerate slightly and for the composition 
of growth to continue to shift towards consumption – both of 
which should be beneficial for the region. 

cHina and asia
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GBp vs Eur
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We have referred to the strength of the Pound 
(or weakness of the Dollar) often over the past 
few months. Since July, the Dollar has lost 10% 
of its value against the Pound – a dramatic 
move for two of the world’s major currencies. 
At this level, the Dollar is at the low end of its 
trading range since the Financial Crisis. We do 
not believe that such weakness will last. An 
end to QE and a much firmer economy should 
both be supportive for the US currency, and 
we anticipate that once sentiment settles post 
a change in policy from the US, that the Dollar 
will gradually regain its former glory.   

GBp vs usd

The trend of the Pound relative to the Euro has 
been far more muted. Certainly, the Pound has 
strengthened against the euro, but not nearly 
to the same extent. Pound strength has come 
from an improving economy and a buoyant 
property market that has attracted a flood of 
money from wealthy investors keen to snap 
up prime assets. Yet the manufacturing sector 
of the economy remains weak – and a strong 
currency will do nothing to stimulate jobs for 
the masses. We expect the Pound to weaken 
in the new year, which will improve returns for 
investors with British based investments. 

GBp vs Eur

South Africans are sensitive to movements in 
our currency for we often use the currency 
as a barometer of sentiment and credibility. 
We tend to forget that there are often greater 
forces at play. A clear example is the recent 
trend in the Australian Dollar. Since the start 
of April, the Aussie Dollar has lost 20% of its 
value against the Pound – the Rand has lost 
17% over the same period. Weaker commodity 
prices and fears of an end to QE are the main 
culprits (as well as a little political uncertainty.) 
An improving global economy should boost 
commodity prices and the Dollar in 2014.      
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companiEs in focus

rio Tinto

Rio Tinto is a diversified miner which is roughly 60% of the 
size of BHP Billiton - the world’s largest which has a market 
capitalization of $164bn. In a nutshell, its business is finding, 
mining and processing mineral resources.  The group’s 
operations span the globe with strong representation in 
Australia and North America, but coupled with a significant 
presence in Asia, Europe, Africa and South America. In 
terms of its profits, Rio derives 75% of its income from iron 
ore (BHP 52%), 9% from copper, 6% from aluminium, 7% 
from diamonds and minerals and 2% from energy (coal and 
uranium).

Given that iron ore comprises the bulk of its earnings there 
is a growing concern of a negative earnings surprise due to 
the large increase in iron ore supply expected over the next 
few years. Nonetheless, the global iron ore price has been 
surprisingly resilient in 2013, especially so when one takes 
into consideration the slowdown in Chinese GDP growth. 
(China is the world’s largest importer of iron ore and Rio’s 
largest customer). The average price for the year will settle 
above $130 per ton, well above forecasts of $90 per ton 
made at the start of this year. The market still anticipates that 
prices will decline, which is weighing on sentiment towards 
the mining shares, but the price remains remarkably resilient 
– at least for now. 

Nonetheless, weaker prices are not necessarily a huge concern 
for Rio as they have the capacity to increase production from 
their Western Australian iron ore division by 50% from the 
production achieved in 2012. It all hinges on their position 
on the cost curve – in other words, whether their mines 
can produce iron ore more cheaply than their competitors.  
Rio Tinto has a track record of superior productivity with its 
workforce producing higher production per employee than 
any other of the diversified mining companies over the past 
5-years.

Rio’s management continues to focus on four key areas: cost 
cutting, reducing the level of capital expenditure, paying 
down debt, and delivering on iron ore growth from its key 
Pilbara region (increasing production from 290 to 360 million 
tons p.a by 2015.) Together these will ultimately maximize 
free cash flow and boost shareholder returns. Growth in the 

copper and minerals businesses will bring back a welcome 
level of diversification in the short term. Furthermore, its 
large suite of low cost, long life mines, the two dedicated iron 
ore export ports in Australia (with multiple options for low 
cost expansion), coupled with operations and experience in 
multiple jurisdictions makes the company a very attractive 
investment option in the mining sector.

Mining is an uncertain industry and there are definite risks/
threats that one has to consider.  Australia has one of the 
highest mining tax regimes in the world, smaller iron ore 
producers continue to press the authorities for access to Rio’s 
infrastructure on competition grounds and development 
times for some of its new projects face lengthy delays due to 
political developments (Guinea and Mozambique.)

When compared to its peer group (Anglo, BHP Billiton and 
Glencore), the share is attractive, for both its financial metrics 
and its management team. The share is currently trading on 
a forward PE ratio of 9.5x and an expected dividend yield of 
3.8%, both metrics we consider undemanding.
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name country Sector Description

Aberdeen 
Asset Man

UK Financials One of the UK’s leading independent asset managers, managing £187 billion of assets, across equities, 
fixed income and property. The company has a global presence, and is highly cash generative so offers 
a good dividend.

Altria Inc USA Consumer 
Staples

Altria is the holding company for Philip Morris, the largest tobacco company in the USA and the owner 
of the iconic Marlboro brand. It also owns a large investment iN SABMiller plc, following the merger 
of Miller Coors with SAB. Finally, the yield of over 5% adds to the attraction of its quality suite of 
investments. 

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.

Caterpillar 
Inc

USA Industrials Caterpillar Inc. designs, manufactures and markets construction, mining and forestry machinery, and 
related spare parts. Its machines are chosen for their strong dealer network, superb backup service 
and excellent reliability.

Corio Nether-
lands

Property Corio is one of Europe’s largest property funds, with a predominant focus on shopping centres in 
France, Germany, Spain, Italy, Netherlands & Turkey. Its current strategy aims to ensure that shopping 
centres are entertainment destinations, rather than just shopping. It offers a yield in excess of 7%.

Cisco Inc USA Technol-
ogy

Cisco designs and manufactures IT equipment that forms the backbone of modern networks, the 
internet and how we connect to them. The growth in cloud computing is a huge opportunity as more 
functionality moves into cyberspace.

Deutsche 
Post DHL

Germany Industrials Deutsche Post is the privatised german mail service, but it has expanded into logistics, express parcel 
delivery and much more. Cheap valuations, the first hints of better economic growth and the ongoing 
trend to online shopping bode well.

EMC Inc USA Technol-
ogy

EMC is one of the stalwart IT firms of the US. It focuses on hardware, specifically servers, datacentres 
and associated products - items essential to the fast growing trend of cloud computing and the 
internet.

First Real 
Estate Trust

Singapore Property A Singapore based property company with a specific focus on healthcare properties such as hospitals 
and clinics, across Indonesia, Singapore and South Korea.

General 
Electric

USA Industrials GE is active is so many industries it is impossible to name them all. But it offers exposure to a recovering 
US and global economy, and the on-going reduction in its financial interests (loans) should increase 
focus on higher growth industrial markets. It is the highest dividend yielder across the Dow Jones 
Index, making it attractive for pension funds and individuals.

General Mills USA Consumer 
Staples

GM is one of the largest food companies in the US, with brands such as Cheerio’s, Old El Paso, Pillsbury 
and Haagen Dazs. It is expanding into Asia and has an uninterrupted 113 year history of increasing its 
dividend.

Growthpoint 
Australia

Australia Property GOZ is the Australian subsidiary of locally listed Growthpoint Properties. It has a growing portfolio of 
commercial property across Australia, and offers a yield in excess of 7%.

GlaxoSmith-
kline

UK Pharma Glaxo is one of the world’s leading pharmaceutical companies. It has been out of favour recently 
due to the impression that it is ex-growth (with no new blockbuster drugs in the pipeline), but this is 
misguided. The company has a strong pipeline and a high dividend yield. 

Imperial 
Tobacco

UK Tobacco Imperial Tobacco is a global producer of tobacco products. Whilst not as big as British American 
Tobacco, Imperial has a strong franchise and good core brands. The dividend yield is also attractive.

The table below contains a short description of various shares that we consider to be quality global companies and worthy 
of inclusion in clients’ portfolios. Whilst many of the companies are household names, some are less familiar. The aim is 
to introduce clients to these companies to broaden your knowledge and understanding of how your foreign portfolio is 
positioned. This list will be updated and changed as coverage is broadened and in line with changes in the economic cycle.
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Honeywell USA Industrials Honeywell is similar to GE - a huge company but with surprising focus. It operates in aviation, 
automation and controls, transportation equipment and the manufacture of precision materials. For 
example, Honeywell makes many of the turbos found in modern passenger cars. A strong foundation 
has led to superb earnings and dividend growth. 

Johnson & 
Johnson

USA Health 
Care

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

McDonalds 
Corp

USA Casual 
Dining

The Golden Arches of McDonalds are familiar to most, and whilst many might dislike their products, 
we are not the target audience. McDonalds has refreshed its menu and despite the threat of obesity, 
remains popular. Crucially, McDonalds owns all the properties from which it operates, so there is 
huge value in its proeprty portfolio, before it even sells a meal. A yield in excess of 3% is good by 
American standards.

Reynolds 
American

USA Consumer 
Staples

Reynolds American is a tobacco company. Unlike Imperial and British American Tobacco, its focus re-
mains almost exclusively on the US market. Like its peers, it has a high, and growing, dividend.

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.

Redefine 
International 

UK Property Redefine International is the international subsidiary of locally listed Redefine Properties. Redefine 
has investment properties across the UK, France and Germany, with a growing presence in Australia 
as well.

Royal Dutch 
Shell B

UK Energy Royal Dutch Shell is an old fashioned oil company. It produces, refines and sells oil / petrol across the 
world. The B shares trade at a slightly higher price, but are exempt from Dividends Tax, which makes 
them attractive. 

Rio Tinto plc UK Mining Rio Tinto, along with Anglo, BHP Billiton and Glencore, make up the world’s largest mining companies. 
Rio has a strong presence in coal, iron ore and copper. Sales of non core assets and a tight control of 
costs should see cash returns and dividends rise strongly. 

Standard Life UK Financials Standard Life is a UK based life insurer, with a strong global asset management presence. It has 
been very successful in growing its investment business, and has exciting options for growth in Asia, 
specifically India.

Singapore 
Telecomms

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

SSE Plc UK Electricity SSE is one of the UK’s largest electricity utilities. Not only does it generate and distribute electricity 
across the UK (similar to Eskom here), but it also supplies its customers with natural gas and broadband 
internet services. Whilst utilities are low growth, the dividend yield of almost 7% is attractive.

Standard 
Chartered

UK Financials Standard Chartered is a headquartered in London, but is really an emerging markets bank. It has 
an enviable presence across Asia, the Middle East and Africa. It has a strong presence and a well 
established branch network across all growth regions of the world.

Textainer 
Group

USA Freight Textainer is the world’s largest owner and lessor of freight and shipping containers. Its fleet comprises 
2.8 million TEU. It is listed in new York, but controlled by locally listed Trencor and domiciled in 
Bermuda. The share is geared to a recovery in international trade and pays an attractive dividend.

Unibail Ro-
damco

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.

Vodafone plc UK Telecoms Vodafone is the holding company for cellular licences across the world, including SA. Its largest assets 
are Verizon in the US and a suite of operations across Europe and Asia. Growth is slow, but the growth 
in data is an opportunity and the company pays large dividends, which boost returns.
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disclaimer:
The information contained in this newsletter comes from sources believed to be reliable, but Harvard House Investment Management (Pty) Ltd , Harvard 
House Financial Services Trust, and Harvard House, Chartered Accountants (collectively known as the Harvard House Group), do not warrant its completeness 
or accuracy.  Opinions, estimates and assumptions constitute our judgment as of the date hereof and are subject to change without notice.  Past performance 
is not indicative of future results.  This material is not intended as an offer or solicitation for the purchase or sale of any financial instrument. Any investor who 
wishes to invest with the Company should seek additional advice from an authorized representative of the firm. The Company accepts no liability whatsoever 
for any loss or damages whatsoever and howsoever incurred, or suffered, resulting, or arising, from the use of this newsletter. The contents of this newsletter 
does not constitute advice as contemplated in the Financial Advisory and Intermediary Services Act (FAIS) of 2002.
 

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

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

Harvard House      (  +27 (0) 33 330 2164
G     3 Harvard Street, Howick, 3290, South Africa  7  +27 (0) 33 330 2617   
+ P.O. Box 235, Howick, 3290, South Africa  @  admin@hhgroup.co.za
        www  www.hhgroup.co.za  

conTAcT dETAIlS

tHE final word

“a credit card is what you use when something costs 
too much and you want to pay even more for it.”


