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In this edition:

• Market update
• Currency update
• Companies in focus:  

 - Aberdeen Asset Management  
 - General Electric

• Understanding the universe

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

The UK economy and markets are improving, but 
progress is slow 

In line with global trends, UK shares have rallied hard since 
last November on the back of improving economic data and 
easy monetary conditions. However, the recent volatility 
caused by the prospect of an end to QE has undone much 
of this year’s gains. In particular, the FTSE100 Index also 
has a heavy weighting towards global mining shares (all the 
world’s largest miners are listed there), so the Index has 
suffered accordingly given the pressure that mining shares 
are currently experiencing. The FTSE is still positive, but the 
recent pullback has removed some of the froth that was 
building.  Economic data remains quite patchy, and despite 
the protestations of UK politicians, it is too early to have a 
high conviction that the UK is free from its recent recession. 
Retail sales have been weak – evidenced by the high number 
of retailers that have gone into liquidation over the past two 
years. But the data is starting to move in the right direction, 
and improving retail sales would provide a clear signal that 
the pressure on household incomes is abating. 

USA is leading the way with a strong rebound.

We commented in our presentations last year that we 
thought the US was the market to beat this year, and so it 
has been. US shares have been star performers, on the back 
of a steadily improving economy. Since November, the S&P 
gained 22% to its peak in late May. Like other stock markets, 
it has retraced marginally over June, but remains in a firm 
uptrend.  There rise in stock prices are premised on an 
increasingly solid economic footing. We have commented 
about the steady fall in unemployment, but it is the housing 
market that is showing the most promise. US housing was 
particularly hard hit by the Financial Crisis, with prices falling 
sharply, and too the construction of new homes. Those 
trends have reversed. House prices are rising strongly, which 
is encouraging new construction and upscaling. House prices 
also form an important component of peoples’ wealth, so 
rising house prices have a positive impact on other areas of 
consumer behavior. The ‘wealth effect’ of higher asset prices 
(both shares and housing) can create a virtuous cycle of 
economic growth.

unitEd statEs

fTSe 100 

5250

5500

5750

6000

6250

6500

6750

7000

Jul-12 Oct-12 Jan-13 Apr-13

UK ReTAil SAleS

-4

-2

0

2

4

6

Jan-05 Jan-06 Jan-07 Jan-08 Jan-09 Jan-10 Jan-11 Jan-12 Jan-13

Year-on-year % Change 

S&P 500

1300

1400

1500

1600

1700

Jul-12 Oct-12 Jan-13 Apr-13

CASe ShilleR US home PRiCeS

-25

-20

-15

-10

-5

0

5

10

15

20

01 02 03 04 05 06 07 08 09 10 11 12 13

Year-on-year % Change 



We understand Your Need for Financial Integrity

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

EuropE

The weakest of the major regions, but we detect 
the first green shoots.

Not surprisingly, European equities remain the weakest 
of the major regions, although the rally from the trough in 
November to the peak in May was a still an impressive 17%. 
Nonetheless, sentiment remains fragile, and share prices 
react quickly to changing global conditions. For the year to 
date, gains have been entirely erased, to the point where 
European equities are showing a small loss for 2013 so far.  
Nonetheless, there are glimmers of hope that the Eurozone 
economies are staring to stabilize. The manufacturing PMI 
is hardly exciting – it is still below the 50 level which marks 
the distinction between expansion and contraction – but 
the trend is improving. Consumer sentiment is improving 
in tandem. Recent agreements on banking reform and 
contingency funds should improve sentiment towards Europe 
further. As we have mentioned before, there is a chance that 
Europe could make a positive contribution to global growth 
in H2 2013.

Asia has been impacted by the prospect of an end 
to Qe and weakness in China.

Asian markets – represented here by the Singapore Straits 
Index and the Australian ASX200 Index – have borne the brunt 
of recent market turmoil. Whilst the volatility was kick-started 
by the prospect of an end to QE – and emerging economies 
have been particular beneficiaries of QE – weakness 
stemming from China has added fuel to the fire.  Interbank 
lending rates in China soared during June – suggesting that 
the banking system was facing a liquidity crisis. (i.e., there 
is insufficient cash to meet obligations, which in turn can 
spark a run on banks and be a precursor to a collapse.) Whilst 
this in itself was a worrying development, inaction from the 
authorities sparked concern that this development might 
weaken Chinese growth, with implications for the region and 
commodity prices. Hence markets have reacted negatively. 
The authorities have since taken action in China, so the 
reaction appears overdone at this juncture. 
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GBp vs Eur
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The Dollar has strengthened against all major 
currencies this year, but especially against the 
Pound, which has been weak owing to the 
parlous state of the UK’s finances. The Dollar 
enjoyed a strong rally from January through 
to March, and then consolidated and retraced 
some of those gains. Recently, the Dollar has 
strengthened again as investors have sought 
refuge in traditional safe havens – the Dollar 
being at the top of the list. Higher bond yields 
(more income) and stronger equities are also 
encouraging investors to invest in the USA, 
which is adding to the positive momentum for 
the US currency.

GBp vs usd

Similar to the US Dollar, the Pound has 
been weak against the Euro for much of the 
past twelve months, although the trend 
has stabilized since March. Despite the 
worries over the Eurozone and the possible 
disintegration of the Euro, the currency 
remains surprisingly strong. A weak Pound 
should come to the rescue of the ailing British 
economy, especially for exports into their 
important trade partner. Pound weakness 
has been a positive tailwind for investors with 
GBP denominated accounts, as foreign shares 
(European and US listed companies) have 
risen partly due to exchange rate effects. 

GBp vs Eur

We highlight the relationship between the 
Pound and the Aussie Dollar for the reason 
that the Aussie Dollar tends to behave in 
a similar manner to the Rand. The Aussie 
Dollar has been remarkably strong for years, 
benefitting from strong mineral exports to 
China and good inflows of foreign capital. But 
that has reversed recently with the potential 
changes to QE and the slowdown in China 
referred to earlier. The consequence has been 
a sharp depreciation of the currency against 
all of the major currencies – Pound, US Dollar 
and Euro.  
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companiEs in focus

Aberdeen Asset management
Most people will be more familiar with Aberdeen’s imposing 
granite architecture and its stature as gateway to the oilfields 
of the North Sea than its financial industry. The city, Scotland’s 
third largest, might seem a strange home for a global asset 
management firm, but then again, the same might be said 
about Howick! Be that as it may, Aberdeen Asset Management 
was founded in the Scottish city 30 years ago. It is still home 
to the firm’s headquarters, yet the company has expanded 
rapidly since its inception. The firm now has offices and 
investment teams across 24 countries.

At its core, asset management is a rather simple business, but 
that does not guarantee success for everyone who tries it. Far 
from it. To be successful, one needs solid performance and a 
consistent methodology that both works and that investors 
can identify with. Aberdeen has demonstrated those 
qualities over long periods of time, which has built customer 
loyalty and a strong brand. From its home in Aberdeen, it 
has conquered the world.  Crucial to the success of any asset 
manager is whether the company is attracting new inflows. 
Aberdeen scores well. Its assets under management rose to 
GBP212 billion at last count, up from GBP140 billion in 2009. 
Rising assets imply rising revenues and profits, and this has 
been the case at Aberdeen. Importantly, Aberdeen earns 
relatively little of its revenues from performance fees, which 
reduces the risk associated with the group.

Aberdeen’s share price has fallen sharply over the past two 
months, a knee-jerk reaction to the increased volatility across 
markets. Investors are concerned that inflows might turn to 
outflows, with the associated negative consequences. We 
believe that concern is misplaced. Aberdeen has a record of 
solid performance and steady growth, even through the most 

volatile of markets. Share price weakness is an opportunity 
to invest in a top quality asset management franchise with 
excellent cash returns, and a history of rising dividends.

General electric
Think of GE and you might conjure up images of a lumbering 
giant, slow and clumsy. In our opinion, that couldn’t be further 
from the truth. It is true that GE is an enormous company 
with operations spread across the length and breadth of the 
planet. But it has a clear focus, and a clear purpose, both of 
which set the stage for innovation and growth. 

At its core, GE has a simple mission statement: to build, 
move, power and cure the world. Those sound like noble 
causes, but GE is constantly innovating and building core 
competencies in each of these areas. To quote the CEO, a few 
years ago, Africa was not even on the radar screen. Last year, 
GE was generating annual revenues of $3 billion from Africa 
– and it believes each of Nigeria, South Africa, Mozambique 
and Angola could support annual revenues of $1 billion. As 
a consequence, GE is investing in technology, innovation 
and people across Africa. For a corporate giant, that is more 
nimble than most.

Revenues and profits are one thing, but shareholder returns 
are equally important. GE has paid out more in dividends 
between 2000 and 2012 than it paid out between 1892 and 
2000. This year, the company hopes to return more than 
$18 billion to its shareholders through share buybacks and a 
rising dividend. Its dividend is important – to the point that 
it has the highest yield of all the shares that comprise the 
Dow Jones Industrial Index. Management is committed to 
keeping it there. If they are successful, shareholders will reap 
the benefits.
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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.

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 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.

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.

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. 

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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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.

Reynolds 
American

USA Consumer 
Staples

Reynolds American is a tobacco company. Unlike Imperial and British American Tobacco, its 
focus remains 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 In-
ternational 

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. 

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.

Yum! Brands 
Inc

USA Consumer 
Discretion-
ary

Yum! Owns various fast food franchises, the most notable being KFC and Pizza Hut. KFC is being 
expanded rapidly across China and Africa - China now having more KFC stores than the US. It 
has excellent brands with exciting 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

“Explain to me again why enjoying life when i retire 
is more important than enjoying life now.”

INVESTMENTS AND 
FINANcIAl PlANNINg


