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South Africa

Private sector credit rose by 
5.56% y/y in January 2017, after 
a marginally revised 5.10% rise in 
December. This number was higher 
than market expectations of a 
5.05% growth, central bank data 
showed.

Japan

This Asian country’s industrial out-
put unexpectedly fell by 0.8% m/m 
in January 2017, after a 0.7% rise 
in December and below expecta-
tions of a 0.3% gain.

France

The French economy expanded 
0.4% q/q at the end of December 
2016, compared to a 0.2% growth 
in the three months to September. 
This was in line with preliminary 
figures, second estimates showed. It 
was the second straight quarter of 
growth and the strongest since the 
March quarter

Markets*

Best performer 

For the week was Bid Corporation 
Ltd. and Massmart Holdings, both 
with a return of 14%. Balwin 
Properties was second, with a 9% 
return for the same period.

Worst performer 

Impala Platinum Holdings was 
the worst performer for the week 
with a loss of 12%. Followed by 
AngloGold Ashanti and Lonmin, 
both with a 9% drop for the week.

Sectors 

The best performing sector for the 
week was the food and drug sector 
with a return of 5.4% for the week. 
The mining sector was the worst 
performing sector with a 6.5% loss. 
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*Disclaimer: Total weekly returns based on closing values from Monday to Monday.
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Macro note

Pound drops as news of Scottish referendum surfaces

The pound fell against all its major peers after a major 
British newspaper reported that UK Prime Minister 
Theresa May’s team is preparing for Scotland who 
could call for an independence referendum. Sterling, 
which has been held hostage by politics since a Scottish 
referendum in 2014, fell as much as 0.6% on Monday 
morning after the news broke.  While talk of Scotland 
leaving the UK isn’t new, analysts believe it’s not been 
priced into markets yet. If Scotland decides to proceed 
with the second referendum to quit the UK, there could 
be another fundamental downshift in the pound’s value, 
both against the US dollar, the euro and the rand.

The rand is currently trading at levels similar to those at 
the end of October 2013. 

Since the start of January 2016 the rand has strengthened 
by 53.8% against the pound – from R24.40 a pound to 
R15.93 a pound. Alternatively, the pound has weakened 
by 35%, a third, against the rand over this period. 
During the last referendum in September 2014, Scotland 
voted 55% to 45% to stay inside the UK. Monday the 
House of Lords started a detailed examination of the bill 
authorising May to trigger the nation’s withdrawal from 
the European Union.
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Bottom line

The pounds’ recent drop shows that currencies do not 
like instability. Even seemingly stable currencies can 
weaken against the rand.  While in some instances, such 
as imports, a weaker pound is damaging to the British 
economy, at the same time it is an attractive opportunity 
for domestic investors. 

A weaker pound could present an opportunity to South 
African investors who are not as widely diversified abroad 
as they would like. This could give our investors the 
chance to diversify abroad at cheaper levels. In this regard 
our GBP specific offshore solutions could be the correct 
place to invest in for broader offshore diversification.

UK’s BREXIT Timetable

* Question marks represent uncertainty on specific dates.

Pound drops as UK said to prepare for new Scottish 
independence vote 

Source: Bloomberg Source: Bloomberg
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Market note

Cuts in US corporate tax could lead to higher valuations
 
The proposed cut of corporate taxes by US President 
Donald Trump could translate into higher earnings 
and lead to a higher valuation of companies. One of 
Trumps’ tax proposals is to cut corporate tax from 35% 
to between 15% to 25%.

The S&P 500 has been trading at all-time highs in recent 
weeks. The graph below shows how P/E multiples have 
increased from about 17 times in the third quarter of 
2015 to above 20 in the first few months of this year. 
Therefore, it’s important for investors to note how 
these proposed tax changes could impact companies.

A more attractive US corporate tax rate could entice 
many S&P 500 companies to repatriate their profits (at 
lower proposed rates of 3.5% to 10%) from abroad. 
The proposed new tax plan could do away with interest 

deductability on new debt. Historically, this made the 
use of debt in a company’s capital structure attractive 
as a portion of the cost of debt, in the form of interest 
payments, are offset in the company’s income statement 
because the interest payments are tax deductible. 

The long-term effect of these proposed tax changes are 
still unclear. If these changes are enacted, companies 
could have very different capital structures. The 
proposed Border Adjustment Tax could significantly 
impact importers and boost exporters in the US. 

This could prove to be a headwind to earnings as 
companies might have to spend more on investments 
to align their operations within the US, rather than 
abroad. In this scenario, companies would rather pay 
off debts, than spend this extra cash on share buybacks.
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S&P 500 EPS growth rate and P/E ratio

Source: PSG Wealth research team
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Disclaimer 

PSG Wealth is a brand underneath PSG Konsult Ltd, which consists of the following legal entities: PSG Multi-Management (Pty) Ltd, PSG Securities Ltd, PSG Fixed Income and 
Commodities (Pty) Ltd, PSG Scriptfin (Pty) Ltd, PSG Invest (Pty) Ltd, PSG Life Ltd, PSG Employee Benefits Ltd, PSG Trust (Pty) Ltd, and PSG Wealth Financial Planning (Pty) Ltd.

Affiliates of the PSG Konsult Group are authorised financial services providers. The opinions expressed in this document are the opinions of the writer and not necessarily those of PSG 
Konsult Group and do not constitute advice. Although the utmost care has been taken in the research and preparation of this document, no responsibility can be taken for actions 
taken on information in this document. Should you require further information, please consult an adviser for a personalised opinion.

Collective Investment Schemes in Securities (CIS) are generally medium- to long-term investments. The value of participatory interests (units) may go down as well as up and past 
performance is not a guide to future performance. CIS are traded at ruling prices and can engage in borrowing and scrip lending. A fund of funds is a portfolio that invests in portfolios 
of collective investment schemes, which levy their own charges, which could result in a higher fee structure for these portfolios. Fluctuations or movements in the exchange rates may 
cause the value of underlying international investments to go up or down. A schedule of fees and charges and maximum commissions is available on request from PSG Collective 
Investments Limited. Commission and incentives may be paid and if so, are included in the overall costs. Forward pricing is used.

The portfolios may be capped at any time in order for them to be managed in accordance with their mandate. Different classes of participatory interest can apply to these portfolios 
and are subject to different fees and charges. Figures quoted are from I-Net, Stats SA, SARB, © 2015 Morningstar, Inc. All Rights Reserved for a lump sum using NAV-NAV prices net 
of fees, includes income and assumes reinvestment of income. PSG Collective Investments Limited is a member of the Association for Savings and Investment South Africa (ASISA) 
through its holdings company PSG Konsult Limited.

Conflict of Interest Disclosure: The fund may from time to time invest in a portfolio managed by a related party. PSG Collective Investments Limited or the Fund Manager may negotiate 
a discount on the fees charged by the underlying portfolio. All discounts negotiated are reinvested in the fund for the benefit of the investor. Neither PSG Collective Investments 
Limited nor the Fund Manager retain any portion of such discount for their own accounts. PSG Multi-Management (Pty) Ltd (FSP No. 44306), PSG Asset Management (Pty) Ltd (FSP 
No. 29524) and PSG Collective Investments Limited are subsidiaries of PSG Group Limited. The Fund Manager may use the brokerage services of a related party, PSG Securities Ltd.
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