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2018 has started on a far more 
volatile note for US markets. The 
S&P 500 Index reached an all-time 
high on the 26th January, spurred on 
by	 the	 enactment	 of	 significant	 tax	
reform. Five trading days later, it had 
fallen 10% as markets reacted to the 
prospect	of	higher	 inflation,	and	by	
implication, the possibility of a more 

aggressive cycle of rising interest rates. during February, 
some of those concerns dissipated. But President Trump 
had more surprises up his sleeve. Senior personnel changes 
within his Government spooked the market, and those were 
followed closely by the long-threatened imposition of trade 
tariffs on selected imports. Whilst there were concessions 
made	in	the	final	draft,	the	market	remains	wary	that	further	
tariffs might be imposed, which in turn would spark retaliation 
from other trade partners. The World has enjoyed 30 years 
of trade liberalization, so the implications of a reversal of this 
trend are unpredictable. We expect earnings growth for US 
companies to remain strong. A period of consolidation will see 
a welcome reduction in valuations. 

Of all the major global markets, 
the UK’s FTSE100 Index has 
started 2018 on the weakest note. 
At the time of writing, the Index 
had declined by 8.2% for the year 
to	 date	 –	 significantly	 weaker	 than	
markets in Europe and the USA. 
What is behind this weak start? As 
we have said before, the FTSE 100 

is a complicated index to follow. Many global companies have 
made the London Stock Exchange their home, even though 
they have no operations or links to that economy. Hence the 
FTSE 100 Index has a high weighting towards resources 
(mining and oil). These sectors have had a weak start to the 
year, despite buoyant commodity prices. Elsewhere, much 
of the blame for the weak performance can be attributed, in 
our opinion, to the stronger Pound. As we will articulate in 
the currency section (see page 4), it is not so much Pound 
strength as US dollar weakness. But the UK is dominated by 
large, global multinationals – in the pharmaceuticals, tobacco, 
beverages and consumer goods sectors. These companies 
have weakened as the Pound has strengthened, temporarily 
dragging the Index lower. 
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In line with some of the volatility 
experienced in the US and UK, 
European equities have started the 
year on a weaker note. At the time 
of writing, the Eurostoxx 50 Index 
was down almost 3% for the year to 
date,	despite	a	firm,	and	improving,	
economy. Economic data continues 
to point to a steady recovery across 
the eurozone economy. Examples of this include vehicle sales 
(see the chart below), which continue to climb. Five years ago, 
8 million new cars p.a were sold throughout the Eurozone. 
That has recovered steadily to the current level of 11.5 million 
new vehicles. This trend is supported by manufacturing data 
and retail sales. Consistent with the improvement in a wide 
range of data, the ECB continues to guide for a reduction in 
its bond buying program. This should come to a halt within the 
next six months, and then focus will shift as to when interest 
rates will actually rise in that economy. However, consumer 
inflation,	which	 reached	2%	 in	early	2017,	has	subsided	 to	
just 1.1%, suggesting that there is no reason for the ECB to 
rush the decision. 
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2018 is the Chinese Year of the dog, 
but that should not be extrapolated 
to mean that their economy is 
deteriorating. In our opinion, China’s 
economy remains steady, with 
growth anticipated of 6.3% this 
year. In addition, there is renewed 
focus in China on improving their 
environmental impact, and hence 
old industries factories are being shut in favour of newer, more 
modern technology. This has, and will continue, to create 
some distortion and disruption to various markets – notably 
commodities. But the underlying momentum remains solid, 
and this provides the necessary support for solid commodity 
markets. Across the region, growth is solid, as emerging 
markets	continue	 to	 recover.	Asia	 is	benefitting	 from	strong	
regional and global growth, given their export-orientated 
economies, as well as the solid commodity cycle. This in turn 
is fueling domestic demand and local consumption. Stock 
markets	are	reflecting	these	trends.	From	Singapore	to	Hong	
Kong, markets are trading near record highs, surpassing the 
peaks	reached	in	2007.
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Thanks to erratic trade 
policy and concern over 
widening debt now that 
the tax reforms have 
been enacted, the US 
dollar remains weak, 
and there appears to be 

no end to the trend. This goes against rational 
thinking – US intertest rates are rising quickly, 
which should provide ample support for the 
dollar. The same is not likely to happen in either 
the	UK	or	Europe.	Nonetheless,	the	flipside	is	
that the Pound has strengthened against the 
US currency, despite all the naysayers over 
Brexit. It is now back to similar levels to where 
it traded prior to the Brexit vote. 
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The fact that Pound 
strength against the 
dollar has more to do 
with dollar weakness 
than Pound strength 
is supported by the 
chart of the Pound 

relative to the Euro. The Pound and Euro 
have traded in a tight range for the past six 
months, an indication, in our opinion, that 
both regions have much to lose should Brexit 
negotiations falter. It is therefore encouraging 
that	significant	progress	is	being	made.	If	that	
momentum continues, then we would expect a 
modest further recovery of the Pound relative 
to the Euro, especially if the UK raises their 
own interest rates later this year. 

gBP vs eUr

normally the trend in 
the Australian dollar 
is a leading indicator 
of where our own 
currency should be, 
given its sensitivity 
to commodity prices 

and global growth. Yet, the Australian dollar 
has been weak over the past six months – 
due mainly to their moribund state of their 
economy. Elevated levels of debt have fed 
through to weak consumer spending. Australia 
plans to embark on a broad improvement of 
their infrastructure, which should boost growth, 
and in turn, their currency. 
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Reviewing the company’s results 
for	year	ended	31	December	2017,	
you would be forgiven for expecting 
the share price to be substantially 
higher than where it is actually 
trading. 

Let us have a look at some of the 
highlights that took place over 
the past year. Undoubtedly the 
major news over the period was 
the acquisition of the balance of 
Reynolds American (RAI, 58%) 

that they did not already own for a consideration of 
£41.8 billion. This was settled through a combination 
of cash and ordinary shares. The continued roll-out 
and investment in new generation products (nGP) is a 
key theme playing out as tobacco companies try and 
become more ‘health conscious’ and yet still be able to 
deliver	smokers	with	their	nicotine	fix.	This	was	clear	in	
both BAT’s and their competitors’ results. BAT’s tobacco 
heating product (THP) was launched in Japan with 
“glo”	 (BAT’s	 flagship	 THP)	 achieving	 a	 3.6%	 market	
share.	Glo	was	also	launched	in	five	other	markets.	The	
Group’s cigarette market share grew 0.4% driven by 
their Global drive Brands. (The GdB portfolio includes: 
dunhill, Kent, Lucky Strike, Pall Mall and Rothmans’). 

Overall	revenue	for	the	year	grew	by	37.6%	with	profit	
from operations up 39.1%, partly due to the acquisition 
of Reynolds, but also due to improved revenue from the 
nGP portfolio, strong pricing power and a translational 
foreign exchange tailwind due to the relative weakness 
of sterling. dividends per share rose 15.2% to 195.2p, 
and dividends will be payable on a quarterly basis going 
forward instead of bi-annually, as they have done in the 
past. 

As previously mentioned tobacco companies are 
adjusting their businesses as public awareness and 
societal attitudes change towards traditional nicotine 
deliverers. These next generation products fall into two 
categories - vapour and tobacco heating products. The 
acquisition of RAI has made BAT the leading operator 
in the vapour category. It has also given them more 
exposure to the largest tobacco market in the world – 
the USA – and improved their range of snuffs and snus. 
These reduced risk categories give an unrivalled range 
to consumers. While the nGP category does not yet 
contribute	 meaningfully	 to	 profits,	 BAT	 still	 generated	
£397	 million	 in	 revenue	 from	 NGPs	 for	 the	 year.	
Management	are	confident	that	this	will	 increase	to	£1	
billion	in	2018	and	rise	five-fold	to	£5	billion	by	2022.	To	
achieve these targets, the company has plans to launch 
glo in an additional 14 markets during 2018. 

ToBACCo: 
An evolvIng IndUsTrY

BAT’s flagship THP – glo – comprises a battery-powered 
device that heats specially-designed tobacco sticks to 
approximately 240 degrees Celsius. This process produces 
a nicotine containing aerosol with a tobacco taste which the 
user inhales.

Vapour products are rechargeable, battery-powered devices 
that heat liquid formulations – e-liquids – to create a vapour 
which is inhaled. Most vapour products are based on ‘coil 
and wick’ technology. The coil – also known as an atomiser 
– heats a cotton wick which conveys the liquid, producing a 
vapour that is inhaled. Because vapour products don’t burn 
tobacco, the vapour contains substantially lower levels of 
the toxicants found in the smoke produced when tobacco is 
burned. This provides one indication that vapour products 
have potential reduced-risk properties when compared with 
conventional cigarettes. 

roy
Lamb
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Altria
Altria is the holding company for the other major US 
tobacco company – Phillip Morris – and its iconic 
Marlboro brand. Thanks to history and the purchase by 
SA Breweries of the Miller Brewing Company to form 
SABMiller, Altria also has a large stake in AB-InBev. The 
latest quarterly and full year results show an improvement 
in adjusted earnings 12% for the full year and 34% for 
Q4 respectively. The company also announced a new $1 
billion share repurchase program to be completed by the 
end of 2018, having already completed its prior $4 billion 
repurchase. The total dividend was increased 8.2% for 
the full year, putting Altria on a yield of 3.6%. To round 
off a solid set of results, the company is forecasting that 
2018 adjusted EPS growth will be between 15-19% 
higher. 

Showing once again just how quickly the industry is 
changing, Altria continued to build on its 3 platforms of 
non-combustible nicotine containing products. These 
are: 1) smokeless and other oral nicotine containing 
products; 2) e-vapour (Their nu Mark brand grew full 
year volumes by 60% due to expanded distribution and 
category growth as more consumers gravitate towards 
these technologies, and 3) heated tobacco.

Imperial Brands
Imperial Brands last reported interim results in november 
2017	with	results	not	dissimilar	 to	 its	peers.	Revenues	
grew 8%, which translated into adjusted eps growth 
of	7%,	and	a	healthy	 increase	of	10%	in	 the	dividend.	
This is the tenth successive year in which they have 
increased the dividend by 10% (or more). Based on 
the current share price, the stock is trading at a forward 
yield	 of	 7.9%	 -	 5	 times	 higher	 than	 what	 you	 could	
earn through an investment in UK government bonds. 
For	 the	past	five	years,	 Imperial	has	been	 focused	on	
a deliberate strategy to simplify their business, and the 
CEO reiterated this strategy. In 2013, they had 249 
brands, which accounted for 51% of revenues. Five 
years later, that has been reduced to 125 brands, and 

those	brands	now	account	for	75%	of	revenue.	Like	the	
rest of the industry, volumes did decline by 2.6% in the 
second	half	of	2017	versus	an	industry	decline	of	-4.5%.	
Imperial ascribe some of this decline to regulatory and 
excise duty pressures, which encourage the illicit trading 
in tobacco.

Like their competitors, Imperial also spoke of further 
enhancements to their next generation products, 
commenting that they have added to their current 
capabilities and will be launching new e-vapour products 
in new and existing markets. Based on their research, 
Imperial believe that the size of the vapour market is 
currently $4 billion per annum. However, they estimate 
that this will grow to $30 billion by 2020 – which 
highlights	 the	 potential	 should	 consumers	 find	 favour	
with a healthier alternative. 
Investor concerns and reasons for the sector’s 
underperformance

Over the past nine months, the tobacco sector has 
been one of the worst performing sectors, especially 

blu – Imperials NGP offering
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relative to other consumer staples. The chart below 
shows the trend of the three companies mentioned 
above.	 Yet	 as	 we	 have	 highlighted,	 the	 financial	
performance remains robust, and shareholders are 
being rewarded through exceptional dividend growth 
and share buybacks. Below we provide a brief list of 
other	 “issues”	 that	 the	market	seems	 to	be	fixated	on. 

1. In	Late	July	2017,	the	US	Food	and	Drug	Administration	
(FdA) published an AnPRM (Advance notice of 
Proposed Rulemaking) on lowering nicotine in 
cigarettes. As expected, the market interpreted this 
as negative for the traditional cigarette category, but 
the inverse is that it is much more positive for nGPs. 
(To quote the FdA: “We must make it possible for 
current adult smokers who still seek nicotine to get 
it from alternative and less harmful sources”.) The 
FdA plans to issue two additional AnPRMs, one 
on	 flavours,	 which	 specifically	 referred	 to	 menthol	
(menthol	 US	 cigarettes	 account	 for	 20%	 and	 7%	
of	BAT	and	 Imperial’s	profits	 respectively)	and	one	
on premium cigars. However, despite the issue of 
these	notifications,	 change	 is	only	expected	 in	6-8	
years’ time. In the interim, nGPs will be a far greater 
proportion	of	both	the	market	and	profits.	

2. Canadian litigation remains a market issue 
specifically	 for	BAT,	despite	 the	 fact	 that	 the	 stock	
actually rallied 4% on news of contestations.

3. Owing to various large mergers, the tobacco sector 
does have a higher than normal level of leverage (or 
debt.) In an environment where interest rates are 
expected to rise, leverage can be a concern. That 

said, tobacco stocks are highly cash generative, and 
they have the ability to pay off debt quickly. 

4. Allied to the point above, the perceived wisdom is to 
sell consumer staple companies (of which tobacco is 
one sector) during periods when US treasury yields 
rise. This is based on the notion that rising US bond 
yields imply a growing economy, where cyclical 
companies perform better than defensive ones. In 
addition, many investors tend to hold consumer 
staple companies, such as tobacco, for the dividend. 
As bond yields rise, the income gap between the two 
categories shrinks, making defensive companies 
less attractive.

5. Another concern may be exposure to the key US 
market	–	where	the	FDA	rulings	will	be	first	applied.	
But this is this was the case, the one would expect 
Altria to be the worst performing of the trio – given 
its almost 100% exposure to the US market – versus 
BAT where the US contributes 45% of its revenues. 

6. The impact of currency movements. For BAT and 
Imperial, the “strength” of the Pound is weighing 
on the shares, given the global nature of their 
operations. 

At	first	glance,	most	tobacco	companies’	financials	are	
looking	 robust,	 with	 strong	 cash	 flows	 and	 improved	
efficiencies	as	they	look	to	reduce	costs	and	streamline	
production even further. This has allowed them to reduce 
debt and return excess cash to shareholders. In addition, 
they	continue	 to	drive	 their	strategies	of	diversification	
into new Generation Products as consumer tastes and 
habits evolve. Investors would normally welcome such 
news from any company with open arms. 

Unfortunately, the robust and defensive nature of the 
sector is not being appreciated at the moment. Rather, 
the issues highlighted above appear to be dominating 
sentiment. In our opinion, these are not permanent 
issues. Sentiment shifts. Consequently, we continue 
to believe that tobacco is an attractive investment and 
investors would be wise to stay the course and be 
patient. A turning point would be evidence that nGPs 
are gaining serious traction. That will change the image 
of the industry from one in terminal decline to one with 
a brighter future. In the meantime, investors are being 
rewarded with substantial dividends. 

PERFoRmancE oF Tobacco ShaRES
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The tobacco sector is well off its highs, for the reasons 
explained below.
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How often is it the case that one 
only appreciates the value of an 
item after the event? In the stock 
market it happens all the time. That 
is why share prices can react so 
violently to unfolding news items. 
Recent developments in the UK 
property sector are a perfect ex-
ample of how markets often “get 
things wrong”. 

Let me start with Intu – the owner 
of an extensive portfolio of UK and Spanish shopping 
centres. Intu – formerly Liberty International – was cre-
ated in the late 1990s. Over the years, it built an envi-
able portfolio of UK shopping centres. Unfortunately, the 
company fared poorly during the Financial Crisis. It was 
forced to raise capital at a very discounted price, which 
in turn precipitated the split of the company into two 
separate entities – Intu (shopping centres) and Capital 
& Counties (Covent Garden and Earls Court precincts 
in London.)

despite its portfolio of high quality shopping centres, Intu 
has faced a number of headwinds over the years. With-
out getting into the nitty gritty, the issues have related to 
weak retail sales in the UK in the aftermath of the Finan-
cial Crisis, a number of high-street retail bankruptcies, 
and the exponential rise of online shopping – which is 
causing investors to wonder whether shopping centres 
will be redundant in future. These issues have not gone 
away and they have been compounded by a percep-
tion of a weak management team, the Brexit vote, and 
the uncertainty about its impact on the UK economy. To-
gether,	these	are	rather	significant	headwinds,	yet	prop-
erty landlords have generally navigated them admirably.

Since 2011, Intu has grown its net asset value (the value 
of its portfolio less any outstanding debt) from 391p to 
411p per share. That is not very impressive growth – it 
equates to an average annual growth rate of just 0.9% 
per annum over the past six years. To highlight the tough 
conditions, the dividend per share over the same period 
has actually declined from 15p per share, to the present 
rate of 14p per share. You might start to wonder what is 
the point of this article? It’s hardly a glowing tribute. The 
point is that due to all the issues mentioned above, and 
as you would expect, Intu’s share price has performed 
poorly. But the issue runs deeper than that. The discount 
at which Intu’s shares have traded relative to its underly-

ing nAV has widened steadily.

Why would this be the case? In part, it is an industry 
phenomenon – as Hammerson (see later in this article) 
has a similar trend. In part, it is because of the issues 
highlighted above, and the perception of a weak man-
agement team that has failed to grow either the nAV or 
dividend. But as we all know, property has an intrinsic 
value. The structures (especially shopping centres) are 
often impossible to replicate – due to planning permis-
sion and available land, and are very costly, given that 
building costs generally escalate over time. The market 
often forgets about these issues – rather tending to fo-
cus on short-term economic trends. 

But that does not mean to say that all investors are blind 
to the opportunity. On the 5th december last year, Ham-
merson, widely considered to be one of the highest qual-
ity property companies in Europe with one of the most 
respected management teams – announced an intention 
to merge with Intu. That immediately saw Intu’s discount 
to its nAV narrow – although it has since widened in line 
with the trend at Hammerson. Hammerson is a pure re-
tail property portfolio, with properties spread across the 
UK, Ireland and France. By merging with Intu, it gains 
additional exposure to some of the UK’s best regional 
shopping centres, as well as a foothold in Spain. We 
have recently visited some of Intu’s Spanish assets and 
were impressed with both their quality and potential. We 
believe the merged entity will perform well, given Ham-
merson management’s ability to extract the best from 
each and every asset under their stewardship. 

Why is this important? Hammerson listed on the JSE in 

shoPPIng for 
vAlUe dISCOUnT TO nAV
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Both Intu and Hammerson’s shares trade at a considerable 
discount to their respective net asset values. Either their 
shopping centres are overvalued and not worth as much 
as they claim, or they are bargains being ignored by an 
apathetic market.

Michael
porter
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September 2016. We have built exposure to the com-
pany for both local investors (through the JSE) and off-
shore investors (through the London Stock Exchange). 
Yet, it has been a poor performer over the past three 
years, as has the majority of the UK-listed property sec-
tor. Primarily, this is due to concerns about Brexit, and 
the impact that Brexit will have on the long-term growth 
rate of the UK economy. But Hammerson has also been 
the victim of negative sentiment towards UK retail as-
sets, given the trends highlighted earlier. 

In our opinion, Hammerson does not deserve to be 
lumped into the same category as Intu. Whilst they 
both have a pure focus on retail property, the difference 
between the two lies in the quality of their respective 
management teams. Hammerson is streets ahead. Re-
member back to the statistics about Intu’s growth in nAV 
and its dividend. The trends were poor. The chart be-
low shows the annual trend in both nAV and dividend 
per share from Hammerson. Both show a steady rate of 
growth, and yet Hammerson shares have declined ma-
terially in both the UK and South Africa.

The steady growth in dividends, coupled with a steadily 
falling share price, has resulted in a very attractive divi-
dend yield for Hammerson – both in absolute terms, and 
relative to the peer group and alternatives. Property is 
primarily suited to investors seeking income, and hence 
the income yield is often compared to the yield available 
on government bonds. Investors are concerned that in-
terest rates will rise in the UK, and that in turn will force 
bond yields to rise as well. But as the chart below shows, 
the gap between the two has never been this wide. In 
fact, prior to the Financial Crisis, the dividend yield for 
Hammerson was well below that of government bonds. 

Yet despite this superior operating performance, which 
is also indicative of the quality of the property assets, the 
share price has been under persistent pressure. Similar 
to Intu (the merger should be complete by June), inves-
tors either do not believe that the net asset value is cred-
ible, or they are focusing on current retail trends rather 
than the inherent value of properties. But again, like Intu, 
not all investors are fast asleep. Enter Klepierre – one of 
the largest French property funds. Last weekend it made 
an offer to acquire Hammerson at 615p per share – a 
premium of 40% to the ruling share price of 440p per 
share. Surely such a juicy premium to the share price 
would persuade the management team at Hammerson 
to seriously consider it? 

To the contrary, Hammerson management were not im-
pressed.	They	have	flatly	rejected	the	bid	as	“opportu-
nistic”	and	comment	that	the	bid	“significantly	underval-
ues” our property portfolio. Let me repeat that: the bid, at 
615p per share – versus the current share price of 440p 
prior	to	the	bid	–	significantly	undervalues	their	portfolio.	
Klepierre	now	have	until	 the	16th	April	 to	make	a	firm	
bid. We will watch this unfolding bid with interest. 

Yet the point of this article is that in both instances – the 
bid for Intu and then the subsequent bid for Hammer-
son – trade investors see a huge amount more value in 
the	companies	than	what	is	being	reflected	by	the	mar-
ket. So, who is wrong? My inclination is that the market 
is wrong. Other property funds know the quality of the 
assets,	 the	 cost	 and	 difficulty	 in	 replicating	 them,	 and	
the potential for rental growth and redevelopment. The 
market is focused on bond yields, the potential for rising 
interest rates and weak retail sales. But this is transitory, 
and both Hammerson and Klepierre know it. That is why 
both companies are using the current market apathy as 

HAMMERSOn: nAV & dPS
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Hammerson has delivered consistent growth for its 
shareholders in both net asset value and dividends per 
share.
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Normally property companies have lower yields than 
government bonds, due to their superior income growth. But 
since the Financial Crisis, the tables have been turned. The 
gap between the two is now exceptionally wide
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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.

name Country sector description

Altria USA Tobacco Altria is the holding company of Philip Morris, the largest tobacco company 
in the USA, with iconic brands such as Marlboro. due to corporate activity 
over time aand its prior investment in SABMiller plc, Altria also holds a non-
controlling stake in AB-Inbev.

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.

Berkshire 
Hathaway

USA Financials Berkshire Hathaway is the investment company of Warren Buffett. Its core 
operations include insurance and rail assets in America, as well as a host of 
manufacturing operations. It also has a wide portfolio of listed US companies. 

Blackrock 
Greater 
European 
Investment 
Trust

UK Investment 
Trusts

Managed by Blackrock, this is a closed-end Fund that invests in Blackrock's 
best ideeas across European large cap shares. It is actively managed with a 
sspread of between 30 and 40 holdings. 

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.

CapGemini Inc France Technology CapGemini is a global leader in consulting, technologyy and outsourcing 
services. They combine top of the range technology solutions with deep 
sector	expertise	to	implement	IT	projects	and	help	clients	reap	efficiencies.	

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.

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. 

UndersTAndIng The UnIverse

an opportunity to invest in high quality physical assets. 

I have used Hammerson as an example, but the same 
applies to Land Securities and British Land. Property 
shares have generally been weak performers in portfoli-

os. But there is substantial value in all these companies. 
At some point, a catalyst comes along that reminds the 
market of the inherent value. On that basis, and given 
that Brexit negotiations are exceeding expectations, we 
are happy to retain our investments in UK property.  
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name Country sector description

General Electric USA Industrials GE is active is so many industries it is impossible to name them all. After a 
broad	restructuring	in	which	it	sold	off	its	consumer	finance	and	electronics	
operations, its remaining divisions leave it exposed to the specialised medical 
equipment market and the rail, energy and power markets. A merger with 
Baker	Hughes	and	declining	profitability	in	its	power	division	has	caused	the	
share	to	underperform	significantly.	

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 Switzerland 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 pure retail portfolio with properties in the UK, 
France and Ireland. The management team is one of the best in the industry, 
and it has recently launched a bid for Intu Properties, to consolidate its UK 
dominance, and expand into Spain.

Hastings Group 
plc

UK Financials Hastings is based in the UK, and offers direct short term insurance to the 
home, car, van and bike market in that country. OUTSurance is an anchor 
shareholder in the Group. 

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 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 
REIT ETF

USA Property A US-listed ETF that focuses on listed property around the world. The US 
acocunts	for	65%	of	its	assets,	followed	by	Australia	(7%),	Japan	(6%)	and	
the UK (5%).

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.
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name Country sector description

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	significant	discount	to	NAV,	
despite its strong pipeline and good rental growth. 

Las Vegas 
Sands

USA Hotels & 
Gaming

Las Vegas Sands is a global operator of hotels, resorts and casinos. It has 
operations in Las Vegas and Atlantic City, but the bulk of its properties are 
now in Asia - mainly Macau, but also Singapore. 

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 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.

Luxottica Italy Luxury 
goods

Luxottica designs, manufactures and distributes traditional and designer 
eyewear, and frames. It is also one of the largest manufacturers of prescription 
lenses. It manufactures many brands of sunglasses (its own brands and 
others under licence), and retails them through its Sunglasses Hut stores 
around the world. 

nestlé Switzerland 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.

Pandora denmark Luxury 
goods

Pandora is a jewellery manufacturer and retailer, specialising in braclets, 
charms, and necklaces. Its products are extremely popular with teenagers 
and young adults. It has a vertically integrated operation, with 2,200 stores 
around the world. 

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.

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.
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name Country sector description

Royal Unibrew denmark Brewing Headquartered in denmark, Royal Unibrew dominates the beverage market 
in northern Europe, through its production of beer, malt beverages, soft drinks 
and ciders. Outside of their core makrets, they also have a strong presence in 
Germany, Italy and in major cities in Europe and north America. 

Schroders Asset 
Management

UK Financials Schroders,	a	leading	UK	asset	management	firm,	manages	assets	of	£350	
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

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 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	has	merged	with	
Aberdeen Asset Management to bolster its investment operations.

Tencent 
Holdings

Hong Kong Social Me-
dia

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.

Yum! Brands USA Fast Food Yum! is the owner of the KFC, Pizza Hut and Taco Bell global fast food chains. 
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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:

“in an increasingly complex world, sometimes old 
questions need new answers.”


