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Market moves

Performace: E]

18/05/2016 to 24/05/2016 (Cumulative)
All Share TR ZAR 1.03
Ind/Financials TR ZAR 3.45
Ind/Industrials TR ZAR 0.50
Financials&Indl 30 TR ZAR 2.27
Ind/Basic Materials TR ZAR -3.29
Gold Mining TR ZAR -9.48
SA Listed Property TR ZAR 2.26
Beassa ALBI TR ZAR -0.15
Qil Price Brent Crude PR -1.36
LBMA Platinum AM PR USD -4.10
Gold London AM Fixing PR USD -2.16

The week ahead

Domestic

2 6 PPI
3 O Private sector credit

International

2 6 China: Industrial production

2 7 Japan: Inflation rate

Macro

ZA

The SARB kept its benchmark repo
rate on hold at 7%, in line with
expectations.  Policymakers  said
there is some room to pause the
tightening cycle as previous hikes
improved the inflation expectations,
while the growth outlook worsened.

UsS

The number of Americans filing for
unemployment benefits decreased
by 16 000 to 278 000 in the
week ending 14 May. It is the
63rd consecutive week that initial
claims are below 300 000, the
level associated with a healthy jobs
market.

EU

Eurozone current account surplus
came in at €32.3bn in March
compared to an upwardly revised
€11.2bn  surplus the previous
month. The surpluses in balances
of goods and services widened
while the one in primary income
narrowed slightly.

Markets

Best performer

For the week was Lonmin with
a return of 18%. Followed by
Pallinghurst Resources with a 10%
return for the week.

Worst performer

Sibanye Gold was the worst
performer for the week with a loss
of 10%. Followed by PPC with a

9% drop for the same period.

Sectors
The best performing  sector
was support services, which

includes companies like Metrofile,
with a return of 8.7% for this
sector for the week. Fixed line
telecommunications,  with  only
Telkom listed on the JSE, was the
worst performing sector for the
week with a 4.7 % loss.
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Macro note

Unchanged interest rates equally

important

In the run-up to an interest rate decision, market
commentators are usually divided in their opinions
of whether a hike is necessary or not.

Some argue against an interest rate hike because
‘our economic growth is too weak and we cannot
afford it’. Raising the question of whether it is
the Reserve Bank’s responsibility to improve the
country’s economic growth? The answer is no.
The institution with the primary responsibility to
manage our inflation rate according to current
inflation targets of between 4% and 6% is the
Reserve Bank.

In a rising interest rate cycle, we sometimes forget
why a low inflation rate is important.

Put simply - A country’s economic growth rate is
expressed as a real growth rate. This means that
a country with a nominal growth rate of say 7%
and an inflation rate of 6% will grow roughly at
1% real. However, if the inflation rate was at 5%,
then the real growth rate would have been a very
attractive 2% real. However, if this country grows
with the same nominal rate of 7% in the next
year, and inflation rises from 6% to 8%, then the
real growth rate would be a dismal -1% - a solid
recession.

The argument that higher interest rates will have
no effect on high import prices is not completely

true. A higher interest rate should dampen the
domestic demand for expensive commodities in
the long run. The lower demand will lead to lower
imports, a better trade balance, less outflows and
more money available internally to boost nominal
economic growth.

The decision by the monetary policy committee
(MPC) to raise interest rates or not, should be
based on their view of what is happening with
our inflation rate. If inflation has the potential to
accelerate to more than the potential nominal
growth rate of the country, then the MPC should
take action to prevent this. These actions could
include, amongst others, to attempt to manage
inflation expectations and/or to raise interest rates.

Nominal GDP rate =7%
- Inflation rate = 6%

“..© Real growth rate = 1%

- Nominal GDP rate =7%
/4 Inflation rate = 8%

Real growth rate = —19%

Source: PSG Wealth investment division

Bottom line

If we believe the MPC is acting wisely, then the message
of keeping interest rates unchanged should be that
they do not see inflation accelerating to such an

extent. This will allow active managers to reposition
their portfolios in order to derive the maximum benefit
from the current interest rate cycle for their clients.
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Market note

Richemont faces tough market

Swiss luxury goods group Richemont, whose jewellery
brands include Cartier and IWC Schaffhausen
timepieces, has reported its results for the fiscal year
ended 31 March, which showed that operating profits
decreased by 23%. Richemont announced that the
decrease was mainly due to a non-recurring property
disposal gain of €234 million in the prior year and
current year restructuring and write-down charges of
€97 million.

The company recorded mixed results, which showed
that sales increased by 6% to €11.076 billion compared
to €10.410 billion over the same period ended March
2015. At constant exchange rates, sales decreased by
1%.

In the annual results Richemont chairman Johann
Rupert stated all regions in which they operate reported
a decline in sales.

“April sales declined by 18% and 15% on a reported
and constant rates basis. At constant exchange rates,
only the Middle East and Africa posted growth.”

The Swiss company also reported full-year earnings
that missed analysts’ estimates.

Net profit for the year increased by 67% to €2.227
billion, primarily due to a non-cash post tax gain of
€639 million relating to the merger of NET-A-PORTER
and YOOX Groups.

“In the near term, we are doubtful that any meaningful
improvement in the trading environment is to be
expected. We are notably addressing the challenges
faced by the watch industry,” said Rupert.

Richemont financial highlights for year ended 31 March 2016

Adjusted operating profits

1390

Proposed dividend CHF1.70ps

6%

*Source: Richemont company announcement 20 May 2016

Source: PSG Wealth investment division

Watches**

Jewellery** 8%

**Sales reported in constant exchange rates
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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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