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There is an old Chinese saying that goes, 
“May you live in interesting times.” When 
it comes to financial markets, I am never 
sure whether that is a blessing or a curse. 
Much has transpired since the last issue 
of Intuition. There has been a change of 
prime minister (and senior government) in 
the UK following the unexpected Brexit 
decision, another tragic terrorist attack 
in France, along with various shootings 
in America, and a failed military coup 

in Turkey. On top of it all, what appeared unthinkable at the 
start of the year has now come to pass in America - Donald 
Trump is the Republican presidential candidate. All of this 
has happened in the past four weeks. Ordinarily, we would 
have expected financial markets to have come under pressure 
from this litany of headlines. However, these are not ordinary 
times - apparently! The US markets are trading at record 
highs. That optimism has fed through to European markets 
and, encouragingly, to emerging markets as well. All is well 
in the world, or is it?

This is a rather open ended topic and I could write pages and 
pages on it. To spare you that torture, I am going to summarize 
the key issues as we see them, firstly dealing with the global 
issues and then moving to the local ones.

Global issues
1. The biggest change to future expectations after the Brexit 

vote has been a delay to further interest rate increases in 
the US. This, along with expectations of a cut in interest 
rates in the UK and further policy easing in Europe, has 
pushed bond yields to record lows and has fueled demand 
for alternative investments, including equities. As we 
have highlighted before, record amounts of European 
bonds are now trading at negative yields. That makes 
shares with stable dividend yields very attractive. 

2. Despite the uncertainty created by Brexit, the delay to 
further increases in US interest rates has weakened the 
Dollar. That has had a positive impact on commodity 
prices. 

3. Chinese growth has been stable and has further supported 
commodity prices. Only oil has come off the boil slightly, 
but the fall has not been sufficient to derail the optimistic 

mood. 
4. The combination of stronger commodity prices and a 

weaker Dollar has benefited currencies from emerging 
markets. Furthermore, given that bond yields in these 
countries are high, investors are once again flooding back 
into emerging markets to secure a decent income yield. 
This has further strengthened currencies. I will expand on 
this topic in the local section. 

5. Economic data from the US is still a little inconsistent, but 
generally points to better times ahead. Earlier in the year, 
markets were very worried about global growth. Those 
fears have receded, at least for the time being.

Local issues
Those clients based in Natal will know that our province is 
seriously dry. We have not had any rain of any consequence 
for months and dams are draining fast. We are in desperate 
need of some moisture. With regard to our economy, there are 
signs of a few “green shoots”, but we will need some “rain” 
(or good fortune) if these are to grow

1. For the first time in five years, we have a trade surplus - 
i.e., the value of our exports are greater than the value of 
imports. What is encouraging is that the change of trend 
is not due to a collapse in imports alone, but also due to a 
noticeable acceleration of exports as local manufacturers 
take advantage of the weaker currency.

2. The acceleration of exports has fed through to the 
manufacturing sector. Growth has been positive for four 
months and indicators suggest that this will continue. 

3. Eskom has stabilized the ship - for now. We have had 
no load shedding for 11 months. Plant reliability is at 

GREEN SHOOTS.
NOW WE NEED

THE RAIN

Michael 
Porter
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SA has run a trade surplus over the first 5 months of the 
year – the best trade performance in many years.
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This month’s Insight seminar focused on five shares that we 
believe are high quality companies with good management 

and excellent prospects. Given that many clients cannot attend 
these functions, we have summarized the investment case for 
each company in this month’s issue.

Astute readers will immediately notice that there are only 
four companies covered! It is not an oversight. One of the 
companies, AB-Inbev, was covered extensively in last 
month’s issue so we have not repeated it here. Each portfolio 
manager’s choice is shown below, with more detail on the 
following pages. It is important to note that these companies 
are growth-orientated and hence are not suitable for all 
mandates. 

its highest level since 2013 and maintenance is being 
achieved. Eskom is now contemplating exports to 
neighbouring countries and is even engaging with large 
users for discounted tariffs, as it expects a surplus by 
2021/2022. 

4. The stronger rand has taken the edge off inflation, which 
has allowed the Reserve Bank to pause on further interest 
rate increases. 

5. Provided we get some rain in the Spring across the 
country as a whole, there should be a strong recovery 
in agricultural output, with associated benefits for rural 
farmworkers and incomes. Together with stable interest 
rates and lower inflation, this should support a recovery 
in consumer spending into 2017. 

These are very much green shoots - it is far too early to call 
a definitive end to our local recession. However, the growing 
popularity of emerging markets is just the tailwind that we 
need. Foreign investment into local bonds has continued into 
July, as foreigners rush to secure the higher income yields that 
are available here. The benefit is being felt in the currency, 
which in turn is helping to contain inflation. Provided we get 
some rain (which is important to quell food inflation), it might 
be possible for the Reserve Bank to actually start cutting 
interest rates next year.  

This virtuous cycle is not without its risks. The catalyst 
has been uncertainty following Brexit and the prospect of 
lower interest rates for much longer. That has made the high 
income yields available in emerging markets attractive. The 
clear risk is that US interest rates rise sooner than expected. 
Unfortunately, expectations on this issue are changing daily. 
The chart below shows the probability of an increase in 
the future, taken at different dates. In January, the market 
assigned a 50% probability that interest rates would be raised 
by March. That did not materialize. At the end of June, the 
market only assigned a 30% probability that rates would rise 
before September 2017. Just a few short weeks later, there 
is now growing consensus for an increase before the end 
of the year. It is a constantly changing target. We do expect 
another increase at some point. However, what we need is 
sufficient time for our virtuous cycle to take hold so that we 
can withstand the change when it does come. That, and a little 
rain, would make the outlook for 2017 considerably brighter.
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Expectations about the timing of the next interest rate 
increase in America are gyrating wildly.

5 GROWTH SHARES 
FOR THE NEXT 
THREE YEARS

Michael 
AB-InBev

Nick 
Famous Brands

Nigel 
Distell

Roy 
Remgro

Willie 
MAS Real Estate
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Famous Brands
Famous Brands is Africa’s largest branded food service 
franchisor. Most South Africans will recognize brands such as 
Wimpy, Mugg ‘n Bean, Steers and Debonairs, to name a few 
from their extensive portfolio. Listed in 1994 at a price of R1 
per share and with a market capitalization of R25 million, the 
company last year generated revenues of R4.3 billion across 
27 brands and 2,614 restaurants. 

An example of their modus operandi is Debonairs, which 
started out as one privately-owned outlet in Pietermaritzburg 
in 1994. In 1997 Famous Brands acquired the business and 
expanded it to the 563 franchised outlets that it has today. 
Founding CEO, Kevin Hedderwick, commented, “The food 
service space is a great space, but you have to make sure that 
your brands are relevant, are contemporary, offer value and 
… offer good service. If you get those things right, then I 
always say that the consumer will find you.”  Quality, vertical 
integration and urbanization are the main drivers for the 
success of this company.

From holiday stops at the Wimpy to a coffee and lunch at 
the Mugg ‘n Bean, customers know what to expect i.e. quick 
service and consistent quality time after time. However, 
quality goes further than meals. It can apply equally to the 
management team who have shown their class having achieved 
their 15th consecutive year of record sales. Despite the size 
of the company, it still managed to grow sales and profits by 
31% and 18% respectively for the year ended February 2016. 
That allowed them to increase dividends by a credible 14%, 
well above the prevailing inflation rate. 

Vertical integration refers to the strategy of expanding into key 
ingredients rather than relying on outside suppliers. Provided 
you can achieve the economies of scale (which Famous 
Brands can do) the strategy can lead to better efficiencies and 
drastically reduced costs. In July, the company announced that 
it would acquire a practically unused tomato paste factory, 
constructed in 2010 at a cost of R200 million, but bought 
out of liquidation for R35m. SA imports almost 35,000 tons 
of tomato paste per year due to limited local manufacture. 
Famous Brands itself imports almost 2,000 tons, but will 
now make it in-house and sell the excess to the rest of the 
industry. In addition, they will use local farmers to grow more 
tomatoes, uplifting jobs in local disadvantaged communities. 
Previous examples of vertical integration include the purchase 
of a French fries factory in May and the formation of a co-
operative in 2013 to manufacture cheese and dairy products. 
Their annual milk intake soared from 16 million litres to the 
current level of 38 million litres, again with positive benefits 
for local farmers. Other initiatives include their own meat 
processing plants, and ice-cream, juice and coffee facilities. It 
even makes its own serviettes – handy given that it uses one 
million every day! Logistics contributed 45% to group profit 

over FY’16 illustrating the importance of vertical integration.

Urbanization and rising incomes fuel growth in the middle 
class and in turn, demand for convenience food and ready-
made meals. Africa’s middle class is already larger than 
that of India, and is expected to grow rapidly. That presents 
an exciting new growth avenue for the company. In 2013, 
Famous Brands bought a 49% stake in Nigerian fast-food 
chain, Mr. Biggs, which caters for 100,000 customers daily 
and is the largest single-food franchise north of our border. 
Famous Brands now has 360 outlets across Africa, including 
the United Arab Emirates, and also has 83 outlets in the UK. 
Franchising has, and remains, an important driver of GDP 
growth in South Africa, thus Africa has huge potential to 
follow suit. The company has also noticed that local high end 
casual diners prefer to eat out at specialty restaurants, and it 
has recently bought brands such as Tasha’s, Greek themed 
Mythos, Italian themed Lupa and Salsa Mexican Grill.

So what is the catch? Unfortunately, Famous Brands is not 
cheap – it trades on a p/e ratio of 24.5 times, well ahead of the 
broader market. The dividend yield is a more respectable 3%. 
However, with secular tailwinds underpinning its growth, we 
are contented long term holders of this quality company. 

Distell
The two most valuable companies, rated by market 
capitalisation, which are listed on the JSE are British American 
Tobacco and SAB Miller with values of R1,847 billion and 
R1,395 billion respectively.  By way of comparison, BHP 
Billiton is only valued at R400 billion. I am not sure that many 
people realise that tobacco beats mining by a ratio of 4 to 1.

Most clients will know that SAB Miller is being acquired by 
Anheuser Busch Inbev, which is now also listed on the JSE 
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The share has recovered recently thanks to strong results 
and strategic acquisitions.
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with a value of R2.9 trillion.  It is clear that the social habits 
of the human race make huge money for the companies that 
are dominant in their respective industries.  The only other 
locally-listed company in the liquor industry is Distell which 
is valued at a modest R34 billion, and this is a company that 
has an exciting future.

The key to understanding Distell is the controlling 
shareholdings in the company. Remgro and CapeVin between 
them own 58% of Distell. SAB Miller owns 27% of the shares, 
which it has held unchanged for 30 years.  The interesting point 
is that the Competition Commission has made it mandatory 
for SAB Miller to sell its 27% stake in Distell as a requirement 
of the takeover by AB-Inbev of SAB Miller.  For some reason, 
the SAB Miller stake in Distell has always been seen as a drag 
on the expansion of Distell’s products and marketing strategy.  
That stumbling block has now been removed and Distell is set 
for a period of growth.

The company is the second largest brewer in the world of cider 
with well-known brands, Savannah and Hunters.  Amarula 
Cream is one of the world leaders in cream liqueurs. It’s 
range of brandies include Cognac, Richelieu, and Klipdrift. 
The whisky offerings include Three Ships, Bains Cape 
Mountain, the Burns Stewart collection - Scottish leader, 
Bunnahabhain (Islay), Tobermory (Mull), Deanston (Islay). 
Wine products include Nederburg, Fleur du Cap, Durbanville 
Hills, Neethlingshof, Allesverloren, 4th Street, Zonnebloem, 
Méthode Cap Classique, and Pongracz. None of these are 
luxury brands, but they are widely consumed by the more cost 
conscious consumers.

The company markets its products in SA, Sub Saharan Africa, 
US, Canada, Brazil, Argentina, UK, Europe, China, Taiwan, 
and Singapore. It is a solid exporter that benefits from Rand 
weakness. The six-year table of earnings and dividends are as 
follows:

The Directors have commented on their future plans as 
follows:
1. To build a strong and differentiated core brand portfolio 

aimed at multiple consumer occasions and price points.
2. To achieve 50% of sales and profit from international 

markets.

3. To double profits by 2020.

Relative to other global liquor businesses, Distell is cheap, 
trading at a p/e ratio of 18.5 times. With the prospect of 
improved liquidity in their shares, there is opportunity for 
the shares to trade in line with international peers. Finally, 
I could not resist adding a comment which I read from one 
commentator: “I can compare Distell to the All Blacks Rugby 
Team.  Whether they play at home or abroad, the result is 
always the same - they win.”

Remgro
The company was originally established in the 1940’s by 
the late Dr. Anton Rupert as a tobacco manufacturer. The 
portfolio of investments has since evolved substantially and 
currently includes more than 30 separate companies. Its 
tobacco interests were consolidated into Rothmans and then 
into British American Tobacco, before being unbundled and 
separately listed in 2008. This left Remgro with investments in 
banking and financial services, printing and packaging, motor 
components, glass products, medical services, petroleum 
products, food, wine and spirits and various other trade mark 
products. The table overleaf highlights the breakdown of their 
portfolio. 

Remgro is classified as an investment holding company due to 
its strategy of owning stakes in listed companies. On the JSE 
it has investments in RCL Foods, Distell, Grindrod, Firstrand, 
RMBH and RMI, and on the FTSE in the UK - Mediclinic 
International. Its better known unlisted investments include 
Total South Africa, Unilever South Africa and PGSI- which in 
turn owns 90% of the Plate Glass Group.
 

Year End 30 June Earnings Dividends
2011 476c 256c
2012 479c 295c
2013 536c 335c
2014 721c 337c
2015 732c 346c
2016 (Estimate by Analyst) 815c 365c
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The share is in a temporary holding pattern pending the 
finalization of the SAB Miller / AB-Inbev deal.
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The investment philosophy of the company has remained 
unchanged through the years, with the core being to invest 
in businesses that can deliver superior earnings and dividend 
growth over a long period. This implies acquiring a meaningful 
interest in the operation (greater than 20%) in order to have 
meaningful influence at Board level. The geography targeted 
has been South Africa and other African countries, although a 
major investment of late has been made further afield.

Changes to Remgro’s portfolio over the past year have 
been dominated by its investment in Mediclinic and by 
that company’s reverse takeover of the Al-Noor Hospital 
Group. Subsequently Mediclinic International has listed on 
the London exchange and is part of the FTSE 100 index. 
Mediclinic focusses on quality, private healthcare in all of its 
geographies (SA, Switzerland, United Arab Emirates and the 
UK). The rise of medical insurance has created a large pool of 
customers who can afford private healthcare, which insulates 
the company to some degree from the swings in the economic 
cycle.

Except for its holding in Mediclinic where 80% of earnings 
now come from outside of South Africa, Remgro remains an 
SA-centric company.  As can be seen from the table above 

the bulk of both earnings and net asset value (excluding 
Mediclinic) is derived from the combination of Food, liquor 
and home care; Banking; Healthcare and Insurance.

Although the dividend yield is slightly low (2%) versus that of 
the All-Share index (3%), the company has proven that it can 
deliver dividend growth in excess of 10% over the years, a key 
consideration in the construction of our portfolios. A p/e ratio 
based valuation method is not appropriate for an investment 
company – rather the market focuses on the ratio of its price 
relative to the value of its investment portfolio (or net asset 
value, NAV.) The discount to NAV is currently 15%, which is 
attractive relative to history. Overall we view the assets that 
Remgro holds as being of exceptionally high quality. They 
comprise a group of companies which is highly representative 
of the SA financial and industrial markets.

MAS Real Estate Plc
For many years we have followed the listed property market 
as an asset class to support the need of our clients for income 
through the high yields that they achieve from actively 
managing their property portfolios. 

Various success stories such as the Resilient Group and New 
European Property Investments, amongst many others, can be 
mentioned. We are of the opinion that despite the difficulty in 
which the global economy currently finds itself, a company 
whose future is worth watching closely is that of MAS Real 
Estate Inc.

MAS was established and listed in 2009 on the JSE Alternative 
Exchange (ALTx) and the Euro MTF in Luxembourg, but 
achieved an early milestone by moving to the JSE’s Main 
Board in 2014. The strategy of the company can be summarized 

REMGRO: DISCOUNT TO NAV
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The discount to NAV has widened recently as Remgro’s 
underlying investments has performed better than the 
Remgro share price.

“Except for its holding in 
Mediclinic where 80% of 
earnings now come from 
outside of South Africa, 
Remgro remains an SA-
centric company”

Division Companies % of Net  
Asset Value

% of 
Earnings

Food, Liquor & 
Homecare

RCL, Unilever, 
Distell

22% 20%

Banking FirstRand, RMB 
Holdings

26% 36%

Healthcare Mediclinic 
International

25% 22%

Insurance RMI Holdings 13% 13%
Industrial Air Products, 

Kagiso, Total, PGSI
7% 5%

Infrastructure Grindrod, CIV 
Group, SEACOM

5% 5%

Media & Sport Sabido (e-Tv) 2% -
100% 100%
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as follows: firstly, to focus on three key jurisdictions (UK/
Germany/Switzerland) due to their track record of established 
legal systems and long term leases (typically greater than eight 
years). Secondly, to invest in multi-use properties. Thirdly, to 
achieve high income yields from those properties.  In their 
words, it can be succinctly stated as: “Our strategy continues 
to be the (a) generation and distribution of sustainable and 
increasing income streams from (b) our growing European 
portfolio.”

Despite it having only been listed for seven years, the 
directors of MAS have already demonstrated their ability to 
deliver on their strategy. Firstly, it has grown its investment 
portfolio substantially – from a value of less than €10 million 
at listing to the current value of €300 million. Secondly, it 
has built a strong base from which it can grow its income 
distributions. Shareholders have been rewarded by strong 
growth in distributions in euros, which has been sweetened 
by recent rand weakness. Future distributions are underpinned 
by the quality of their tenant base, which includes the likes of 
ALDI (discount supermarkets) and Edeka, Germany’s largest 
supermarket group.

Key to future success is a strong development pipeline 
that fuels growth in both the value of the portfolio and the 
rentals achieved. Their development portfolio spans various 
initiatives: 

1. The New Waverley development is situated in the heart of 
Edinburgh’s old town; It promises to be one of Europe’s 
most exciting and vibrant mixed use communities – a 
development that will revitalize a strategic city centre 
location.

2. Langley Park (or King Alfred’s Gate) will see the 
development of residential apartments, a hotel and retail 
space in Chippenham. 

3. The North Street Quarter is a development site in the 
heart of Lewes, East Sussex, near to the High Street. The 
strategy is to deliver a vibrant, mixed use neighbourhood 

that will regenerate the area.

MAS has repeatedly expressed its desire to expand eastwards 
into Central and Eastern Europe, where property markets are 
attractive due to strong growth in GDP, wages and consumption 
from a large stable workforce. However, the company was not 
shy to admit to its limitations, saying: “we lack sufficient depth 
of experience and expertise in these countries …” So we were 
impressed to see them form a joint venture with Prime Kapital, 
a new company formed by the former top management team 
from NEPI.  MAS owns 40% of Prime Kapital, which already 
has a portfolio worth €400 million, with plans in motion for 
another €300 million of development. 

Although MAS has exposure to the UK, and Brexit has 
added uncertainty to the outlook in that country, we believe 
the pipeline of opportunities in its chosen markets should 
translate into strong growth in distributions in future years. 
Furthermore, MAS is well positioned to monitor conditions 
“on the ground” for distress signals and to capitalize on 
any resulting opportunities, something they did well in the 
financial crisis of 2008/9.
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Earnings are rising steadily and predictably now that the 
portfolio has gained critical mass.

Artist’s impression of the New Waverly development in Edinburgh, Scotland.
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Having spent the past few seminars focused on the 
local market, in September we will turn our focus 
abroad and focus on international markets and trends.  
This is particularly relevant for any clients with offshore 
portfolios or investments. However, international trends 
continue to have a significant influence on the local 
market as well, so there will certainly be something for 
everyone. 

Please RSVP to Clare Mitchell on 033 3302164 or 
clarem@hhgroup.co.za. Please note that we will host 
two seminars – one morning session and one evening 
session in order to alleviate congestion and make the 
events more accessible. Both seminars will take place 
at Fernhill Hotel.

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:

INSIGHT SEMINARS:

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, Harvard House Insurance Brokers 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.
 
The	Harvard	House	unit	trusts	are	registered	under	Boutique	Collective	Investments.		Custodian:	Standard	Executors	&	Trustees:		Tel	
(021) 007-1500.  Collective Investments are generally medium to long term investments. The value of participating interests may go 
down as well as up and past performance is not necessarily a guide to the future. Collective Investments are traded at ruling prices and 
can engage in script lending.  Forward pricing is used. Commission and incentives may be paid and if so, are included in the overall cost.  
This fund may be closed to new investors.  Collective Investment  prices are calculated on a Net Asset Value basis and auditor’s fees, 
bank charges, trustee and RSC levies are levied against the portfolio. The portfolio manager may borrow up to 10% of portfolio NAV to 
bridge insufficient liquidity.   Boutique Collective Investments is a member of ASISA and is an authorised Financial Services Provider.  
Should you have any further queries or complaints regarding the suite of units trusts offered by The Harvard House Group please 
contact:		Boutique	Collective	Investments	Call	Centre,	Tel:	(021)	007-1500,	Email:		clientservices@bcis.co.za.		For	your	information,	the	
FAIS ombudsman provides an independent and objective advisory service.  Should you not be satisfied with the outcome of a complaint 
handled by Boutique Collective Investments, please write to, The Ombudsman, PO Box 74571, Lynnwoodridge, 0040.  Telephone (012) 
470	9080/99.		Fax	(012)	348	3447.		Email:		info@faisombud.co.za
 
Harvard	House	Investment	Management	(Pty)	Ltd*,	Licence	no:	675			 Harvard	House	Insurance	Brokers*,	License	no.		44138	
 
Harvard House Financial Services Trust*, Licence no:	7758	 	 *	Authorised	financial	service	providers	in	terms	of	FAIS	(2002)

NATAL MIDLANDS
Topic: Offshore markets and trends
Date: 27th September 2016
Venue: Fernhill Hotel

Midmar / Tweedie  Road
(almost opposite entrance to 
Midmar

Morning	Time: 10am for 10.30am
Evening	Time: 5.30pm for 6pm

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:


