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In this edition:

• Market update
• Currency update
• Companies in focus:  

 - Growthpoint Australia  
 - Cisco

• Understanding the universe

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

The market is off its lows, but consolidating, 
whilst economic data continues to improve. 

The same trends that have caused such volatility for our local 
market have had a similar impact on global stock exchanges. 
Markets have been caught between improving fundamental 
economic data on the one hand and the uncertainty over 
whether the US would actually slow the pace of its QE 
program on the other. In the end, the US Federal Reserve 
chose to do nothing. In our opinion, this just prolongs the 
agony, as it is now likely that they will act either later this 
year or early in 2014. Nonetheless, the UK market is well off 
its lows reached in late June, but has been treading water for 
the past two months as uncertainty has prevailed. The FTSE 
100 Index is at levels last reached in 2007, but will require 
sustained good news to push it further. On that front, UK 
house prices are rising at their fastest pace in 3 years, thanks 
to buoyant demand and government initiatives to encourage 
first-time buyers. Rising house prices are welcome in terms 
of a rising “wealth effect”, although some fear that another 
bubble is being created. 

US markets remain strong as the economy gains 
momentum.

Whilst the S&P 500 Index has drifted off over the past few 
days, the US market remains one of the best performing 
stock exchanges this year, with gains for the year to date of 
19%. (Remember that US inflation is less than 2%, so these 
are strong returns.) In line with most global exchanges, 
the market has pulled back over the past week – in part 
reaction to the US Federal Reserve’s decision to leave policy 
unchanged, and in part reaction to yet another squabble over 
their national debt. (See this month’s issue of Intuition for an 
informative chart of the US Budget Deficit!) At the end of last 
year, the p/e ratio for the S&P was 13.5x, today it is 16.3x – a 
noticeable rerating but expected given the steadily improving 
economy. The Federal Reserve is keeping a close eye on the 
Unemployment Rate as a trigger for policy change. The official 
rate continues to fall. It is now just above 7%, although this 
is through a combination of both new jobs and a shrinking 
workforce. Whilst the trend is certainly encouraging, there 
are concerns over the quality of jobs being created.  

unitEd statEs

UK ftse 100 Index 

5250

5500

5750

6000

6250

6500

6750

7000

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

UK HoUse PrIces

-20

-15

-10

-5

0

5

10

15

20

25

30

00 01 02 03 04 05 06 07 08 09 10 11 12 13

% Change year on year 

Us s&P 500 Index

1300

1400

1500

1600

1700

1800

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

Us UnemPloyment rate

3

4

5

6

7

8

9

10

11

90 92 94 96 98 00 02 04 06 08 10 12

% Rate 



We understand Your Need for Financial Integrity

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

EuropE

It may be Autumn, but there are tentative signs 
of a blossoming economy.

From the lows reached in June, European markets have 
made the most dramatic recovery, rising by 15% over the 
past few months. European shares have performed well, 
owing mainly to the continued improvement in economic 
data. We commented last quarter that we detected the first 
green shoots of a European Spring. Since then, the data has 
improved – see Intuition for our comment on some welcome 
statistics. Furthermore, political unrest has abated, and 
Germany’s Angela Merkel has won a third term in office. 
That in turn has supported the Euro and sentiment given 
Germany’s pivotal role in the single currency. However, whilst 
there is certainly cause for optimism, some areas remain 
weak. One such statistic is the number of new cars sold. In 
2007, on average 12 million cars were sold every year across 
Europe. Today that number is closer to 8 million, and it shows 
no signs of an imminent improvement. Our platinum shares 
have rallied on better European growth. Let’s hope it is not 
just a flash in the pan. 

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 witnessed 
rather divergent paths over the past three months. Emerging 
markets remain vulnerable to any changes to US policy, 
given that they have been buoyed by the flood of cheap 
money. However, along with Europe and the US, there 
have been some encouraging signals out of China. Chinese 
manufacturing is recovering, and economists are generally 
upgrading their forecasts. That has fed through into better 
exports for Asia’s economies (Singapore and Korea), and 
higher commodity prices, which is having a positive impact 
on the Australian market. The Singapore market is flat over 
the past three months, but that masks the huge volatility in 
August. In contrast, the Australian market has rallied hard, 
thanks to higher commodity prices and a much weaker 
currency, which is further boosting exports (see next section.) 
A change in government in Australia and the possibility of 
reduced mining taxes has also boosted sentiment.  

cHina and asia
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GBp vs Eur
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Last quarter we wrote about the strength of 
the US Dollar relative to most other major 
currencies. That trend has been turned on 
its head over the past three months. The 
Dollar has weakened thanks to uncertainty 
in the US over its future QE policy. At the 
same time, better economic data in the UK 
and Europe has provided some support to 
their own currencies. In short, the Pound 
has strengthened enormously relative to the 
US Dollar recently, back to levels last seen 
2012. This has impacted negatively on the 
performance of US based shares in client 
portfolios. 

GBp vs usd

The Pound has strengthened against the 
Euro too, but not to the same extent as the 
US Dollar. The Euro remains surprisingly 
strong given the inherent stresses in the 
single currency. But the recent election win 
for Angela Merkel and better economic data 
from some of Europe’s periphery countries 
has reduced the near term anxiety over the 
future of the currency. Whilst the Pound has 
strengthened recently, it remains competitive 
relative to recent history so UK exports into 
Europe should remain healthy.  

GBp vs Eur

Similar to the Rand, the Australian Dollar 
has been caught up in the uncertainty over 
future US policy. Since April, the Australian 
currency has lost 18% of its value against the 
British Pound and it has fallen well below 
parity relative to the US Dollar. Consequently, 
Australian based investments such as 
Growthpoint Australia have performed badly 
when the share price is translated back into 
Pounds. However, all is not lost. The recent 
change of government and higher commodity 
prices are both positive developments that 
should stimulate their economy and support 
the currency. Whilst it may not revert to its 
prior lofty heights, a correction is overdue.    
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companiEs in focus

Growthpoint Australia

As the name implies, Growthpoint Australia (or GOZ for 
short) is the Australian subsidiary of our biggest locally 
listed property fund, Growthpoint Properties. Growthpoint 
made their initial investment at the nadir of the Financial 
Crisis when global property shares collapsed. It provided a 
wonderful, once-in-a-lifetime opportunity to secure valuable 
assets at discounted prices, and Growthpoint was quick to 
take advantage of it.

At the time of purchase, GOZ was a small fund consisting of 
just 23 properties focused primarily on the industrial and 
warehousing market. 68% of the gross lettable area was let 
to just one tenant, Australia’s Woolworths Group (a different 
company to Woolies in this country.) Admittedly, it had low 
vacancies, but the Fund was small, had very little diversity and 
consequently did not attract much attention from Australia’s 
investment community. In 2008, the value of the portfolio 
was a mere A$600 million

Five years later, the picture looks quite different. Growthpoint 
has been instrumental in turning the Fund into a respected 
member of Australia’s property industry. At their last set of 
results, the property portfolio had grown to A$1.8 billion 
and it was diversified across every state in Australia, not 
just New South Wales. They have introduced office space 
into the portfolio, and it now comprises 47% of the Fund. 
Exposure to Woolworths, previously the main tenant, is now 
a respectable 28%. Risk of default from a major tenant has 
reduced dramatically.

Equally important, distributions per unit have risen from 
14c per unit to 19c per unit, and are forecast to grow by 5% 
this year, well ahead of Australian inflation. Growthpoint is 
a supportive shareholder with an excellent management 
team, and we are comfortable that they will continue to grow 
their Australian venture for years to come. Whilst the returns 
for Pound-based investors have been poor recently due to 
the weakness of the Australian Dollar, we continue to see 
substantial value for clients.

Cisco Systems Inc

Cisco is a company we have been watching closely for 

quite some time due to the ties with locally listed Datatec 
which distributes Cisco’s products globally. Looking at 
how the company describes itself: Cisco Systems designs, 
manufactures, and sells Internet Protocol (IP)-based 
networking and other products related to the communications 
and information technology (IT) industry and provide services 
associated with these products and their use. The Company 
provides products for transporting data, voice, and video 
within buildings, across campuses, and globally. It has five 
geographic segments: United States and Canada, European 
Markets, Emerging Markets, Asia Pacific, and Japan. It 
recently announced that it is expanding its operations in 
Brazil by opening an innovation center in Rio de Janeiro to 
help it grow into the government and corporate markets. 

That description contains plenty of jargon but the bottom 
line is that Cisco is involved in every aspect of data transfer 
from data within one company to cloud services and the 
worldwide web. They are leveraged to all the key themes 
in the industry presently, namely 4G/WiFi, Private Clouds 
and so on. Security plays an important role in this industry 
and that is another arena where Cisco is making continued 
inroads from acquisitions and internal development.

Their latest set of quarterly results showed solid sales with 
revenue 6% higher than last year whilst earnings rose 11% 
and product orders grew 4%. Overall demand for Cisco’s 
core products remains robust (switching, routing, security, 
wireless and services) whilst there does seem to be a growing 
tendency towards software orientated products and potential 
for acquisitions. The company also remains very cash flush 
with over $50 billion in cash and equivalents.

The company is no doubt tied to the macro-economic growth 
cycle and earnings are linked to corporate investment patterns 
which can fluctuate wildly. However, there is no doubt that 
technology is an integral part of our daily lives. Cisco fills a 
crucial role by keeping the backbone and infrastructure of 
the internet alive. New trends and the growth of data and 
“connected devices” can only spur additional demand.  
Similar to the construction industry, where it is safer to invest 
in cement than contractors, we see Cisco as a safer bet on 
future technology than Microsoft or Apple. Regardless of 
who makes your device, it still needs to be connected to the 
internet. That is where Cisco comes in. 
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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 gen-
erative 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 Industri-
als

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.

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 Industri-
als

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 Consum-
er 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 Industri-
als

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.

undErstandinG tHE univErsE
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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.

McDonalds 
Corp

USA Casual 
Dining

The Golden Arches of McDonalds are familiar to most, and whilst many might dislike their prod-
ucts, 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 oper-
ates, 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 Consum-
er 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 Consum-
er 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. 

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 Consum-
er 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

“i retire on friday and i haven’t saved a dime. Here is 
your chance to become a legend!”

INVESTMENTS AND 
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