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In this edition:

• Market update
• Currency update
• Company in focus:  

 - Deutsche Post 
 - Standard Chartered Bank 
Understanding the universe

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

The FTSE remains rangebound, but there is 
improvement in the underlying economy.

The UK’s FTSE 100 Index remains one of the weaker global 
indices, given that it has failed to reach new highs over the 
past year and it is down 2% for the year to date – weaker 
than leading indices in other countries. One reason is that 
the FTSE is not very representative of the broad UK economy. 
There are multiple foreign companies listed in London 
(including many former SA heavyweights) which distort 
the relationship between the market and the economy. 
Yet despite the market broadly trending sideways, the PE 
ratio remains stubbornly unchanged at approximately 17x 
– disappointing. It implies that on the whole, profits for 
UK listed companies are mot growing. This can largely be 
blamed on the extreme currency movements over the past 
nine months. Yet with the underlying economy continuing to 
improve and the unemployment rate showing a decisive turn 
for the better, we do expect that trend to change. Valuations 
should fall, which in turn should provide support to share 
prices. Maybe 2014 will be the year when the FTSE finally 
makes a new high. 

US markets are consolidating. Valuations need to 
fall to support further near term gains.

On balance, US markets are flat for the year, although there 
has been some volatility over the first three months in 
reaction to unfolding events. Firstly, economic data for the 
first three months has, on the whole, been disappointing. But 
we attribute this largely to the unseasonably cold weather 
recently rather than a deterioration in the underlying trend. 
In addition, renewed fears over China, the Crimean situation 
and the US Federal Reserve’s ongoing commitment to 
reduce its QE program, are all weighing on sentiment. Finally, 
valuations in the US have also risen – from 13x in January 
2012 to 17x currently. That might be in line with other global 
markets (and indeed the JSE), but any further gains will 
need to be supported by robust profit growth. Like the UK, 
the unemployment rate continues to fall sharply, one of the 
reasons why the Federal Reserve is so confident that it can 
reduce QE. At the present rate, QE will come to an end by 
September. Thereafter, and provided the economy continues 
to improve, interest rates may well start to rise in early 2015. 

unitEd statEs
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EuropE

European markets are flirting with all-time highs.

In line with our prior comments that the mood was lifting 
in Europe, the EuroStoxx Index (which comprises the 50 
largest shares across the continent), is currently flirting 
with all-time highs – a clear signal that investors are starting 
to believe that the recovery is sustainable.  Importantly, 
a slew of economic data is also pointing to better times 
ahead. The chart alongside shows the annual growth rate 
of European car sales. The impact of the Financial Crisis is 
extremely pronounced, but it recovered quickly thanks to 
various schemes that incentivized those with older cars to 
scrap them and replace them with new vehicles. But that 
momentum also faded. The present recovery looks far more 
solid, and for the first time in two years, annual car sales are 
rising again. As an aside, that should also be good news for 
the platinum price, which is used extensively in the diesel 
sedans so popular across Europe.  Together with weak supply 
from strike-ridden SA, we believe the platinum price could 
rise sharply. 

Caught between an end to QE and a recovery in 
China and elsewhere

Asian markets – whether it be China, Singapore or Hong Kong 
– have generally been rather poor performers over the past 
twelve months, despite the higher rates of economic growth 
from some of these countries. In our opinion, they have been 
impacted by the fear of a slowdown in the Chinese economy 
and the general aversion to emerging markets that took hold 
following the decision by the US Federal Reserve to reduce 
their QE program. However, those negative influences 
might finally be lifting – the Singapore market has recently 
recovered its losses made earlier in the year. However, some 
of this rally (which also filtered through to the JSE)is based 
on the expectation that China will shortly announce yet 
another stimulus package, aimed at smoothing its transition 
from an export-orientated economy towards one with more 
internal consumption. Stimulus packages only last for so 
long, so it is vital that the broader economies gain traction. 
The Australian market has held up well, thanks in part to an 
improving currency which has boosted sentiment.  

cHina and asia
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GBp vs Eur
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Since the start of the year, the clear trend 
of Pound strength and Dollar weakness has 
come to an end. The exchange rate between 
the two nations has largely trended sideways, 
although there have been some interesting 
short term movements. Owing to the general 
perceived strength of the UK economy, 
investors are still convinced that the UK will 
raise interest rates sooner rather than later. 
We are not so sure. On the other hand, the US 
Federal Reserve has now explicitly stated that 
it expects US rates to rise in the first quarter of 
2015. We expect the Dollar to react positively 
to that development. 

GBp vs usd

On balance, the Pound still retains its 
supremacy relative to the European currency. 
The Crimean situation has done nothing to 
boost short term confidence in the Euro, 
given possible sanctions against Russia and 
the consequent impact on Europe’s gas 
supplies. As alluded to earlier, we also do not 
expect a sudden increase in UK interest rates. 
Worryingly, the UK housing market has gone 
crazy once more, most notably in London. 
A sudden rise in interest rates could bring 
it all tumbling down – not something that 
politicians want 12 months before an election. 

GBp vs Eur

Apart from the Rand, the Aussie Dollar was 
one of the weaker global currencies over the 
course of 2013. Like the Rand, it was impacted 
by a weak local economy and deteriorating 
foreign sentiment due to changing policy 
in the US. That saw the currency weaken 
by 20% against the Pound, and which had a 
severe impact on the valuation of Australian 
listed shares in portfolios. However, recently, 
the Aussie Dollar has started to stabilize and 
is well off its lows reached in early January. 
We expect the trend to continue but much 
will depend on coal and iron ore prices – 
Australia’s two main exports.        
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companiEs in focus

Deutsche post Dhl
Before it was privatized, Deutsche Post was a pure mail 
company but it has transformed itself into a global provider 
of international freight transportation and supply chain 
solutions. Basically it has become a one stop shop for its 
customers, by providing a broader range of products than 
its peers and benefitting from the associated economies of 
scale.

The company was privatised in 2000 but went through 
tough times due to expensive acquisitions, restructuring 
and headwinds in declining domestic mail volumes. We 
can all appreciate how email has reduced the demand for 
traditional letters. Yet the new CEO and CFO seem to have a 
much clearer vision of the potential for the business and early 
results are already evident. The market is not expecting any 
material acquisitions which should lead to a sharp increase 
in cash, which in turn should be returned to shareholders in 
the form of special dividends. This would improve sentiment 
especially given that the dividend was cut by 33% in the wake 
of the Financial Crisis. The company is split into 4 operating 
divisions: Mail, DHL Express, DHL Supply Chain and DHL 
Global Forwarding. The favourable revision to the stamp 
price formula in Germany saw Deutsche Post have the first 
stamp price increase in Germany for 15 years in January 2013. 
The CEO estimates that every 1% rise in the price of stamps 
would lead to an incremental increase in revenues of €30m, 
but importantly, most of that would flow straight through to 
profits. 

The share is trading on a forward price earnings ratio for 2014 
of 15x and a dividend yield of 3.6%, which we feel offers a fair 
degree of safety. Some of its listed peers are similarly expensive 
but have far lower projected growth rates. Accelerated 
growth is expected to come from better economic growth 
across the Eurozone and a continued shift towards online 
retail.  Interesting, the Royal Mail, Britain’s recently privatized 
postal service, trades at far higher valuations, despite the 
challenges it faces of morphing from a postal service into a 
fully-fledged logistics provider. Deutsche Post has already 
travelled that journey.   No company comes without risks. For 
Deutsche Post, a weaker economic recovery and pressure on 
labour costs are the most striking to profitability. However, 
having survived and indeed shown some growth during the 
last four years of recession, the business is well placed to 

benefit from the long-awaited recovery. 

Standard Chartered Bank
Until recently, Standard Chartered was considered a core 
bank share for many professional investors. Through the 
Financial Crisis, it managed to avoid excessive borrowing and 
the consequent write-offs, so much so that it did not have 
to be bailed out along with all the other banks. Its finances 
were in good shape, and the bulk of its operations were 
in fast-growing emerging markets. Recently, the exposure 
to emerging markets has come back to haunt it, as it has 
struggled with a collapse in the unsecured lending market in 
South Korea, (similar to the current situation in SA) and as 
sentiment towards emerging markets has turned generally 
more pessimistic. Last year the bank reported its first fall in 
profits for a decade, and this has been mirrored in its share 
price. It also fell foul of US regulators, which accused the bank 
of breaching sanctions by dealing with banks in Iran. These 
events have tarnished an otherwise impeccable record. So 
what does the future hold?  Standard Chartered may be listed 
in London, but it is not a traditional UK high street bank like 
Lloyds or Barclays. 90% of its profits come from emerging 
markets in Asia, the Middle East and Africa. These markets 
offer higher rates of growth than the UK or Europe and are 
one of the reasons why the Bank was considered a core 
holding. But sentiment has turned sour against emerging 
markets with worries about the future of China, the impact 
of an end to QE and the impact that a weaker China might 
have on other emerging markets. 

In our opinion, these fears are overdone. The bank has 
always had a strong management team and a conservative 
approach to expansion and risk. It has no investment banking 
and proprietary trading operations – areas that can be 
hugely volatile depending on the cycle. In addition, after 
years of investment, it has built a solid business in China that 
is capitalizing on the gradual deregulation in that country. 
By any financial metric, the bank is cheap – whether you 
measure it on a p/e basis, or price to book (which measures 
the price relative to the net worth of the bank.) Furthermore, 
Standard Chartered is cheap relative to its own peer group 
in the UK and our banks in South Africa – some of which 
face similar issues to Standard Chartered. Given its cheap 
valuations and attractive dividend yield (> 4.5%), we believe 
it is worth keeping the faith. 
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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.

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.

Diageo 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 Guiness beer, Baileys 
Irish Cream, Smirnoff, J&B and Tanqueray.

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.

undErstandinG tHE univErsE



We understand Your Need for Financial Integrity

A C U I T Y
Offshore knowledge from the Harvard House Group

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. 

Sanofi France Pharma-
ceuticals

Sanofi in another of the world’s leading pharmaceutical companies. It manufactures medicines and 
vaccines and is active in animal health too. It operates in over 100 countries and has 20 research and 
development sites that ensure the company has a strong pipeline of new products.

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.
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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

“algebra class will be important to you later in life 
because there is going to be a test six weeks from now”


