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INTRODUCTION

Welcome to our new Investment Research and
Strategy Report
Facets of uncertainty
In our new edition of the PSG Wealth Investment Research and Strategy Report,
our analysts put aspects of uncertainty under the microscope.
Market volatility is not the only consequence of uncertainty. In 2019, markets
reacted heavily to news around rate hikes and escalating trade wars. While some
elements that caused uncertainty could start to dissipate with the recent signing of
the phase-one trade deal by the US and China, other elements could still remain.

Contents

Win one of three copies
If you would like to stand a chance
to win a copy of Factfulness: Ten
reasons we’re wrong about the
world – and why things are better
than you think by Hans Rosling,
remember to enter our new survey.
Click here to enter (terms and
conditions apply).

Our analysts explain the flight to safe-haven assets over the past year, the
opportunities that can be found in the midst of uncertainty, and how much you
should really diversify offshore.
We hope you enjoy the new layout of this report.
Regards

Adriaan Pask, PhD
PSG Wealth Chief Investment Officer
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CONSEQUENCES OF UNCERTAINTY
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Entrenched uncertainty is not only inherent to
emerging markets, but a global problem

Consequences of uncertainty

Market volatility is not the only consequence of uncertainty. Other consequences
include poor sentiment and a flight to safe assets like the US dollar, gold and
government bonds.

Uncertainty goes hand in hand with poor sentiment
While the former is not only a challenge for emerging markets (EMs), the most
immediate effects are generally felt by less developed markets. Uncertainty
around international events like Brexit, the US-China trade dispute, threats of war
from Iran, and US recession alarms over the past year have resulted in a downward
revision of global economic growth by the International Monetary Fund (IMF).
For 2019, the IMF revised its global growth projections from 3.30% to 3%, the
slowest pace since the 2008 global financial crisis. For the year 2020, the IMF has
lowered its expectations for global growth from 3.60% to 3.50%.

a) Poor sentiment
b) Flight to safe havens:
• a strong dollar
• gold
• government bonds
In 2019, markets reacted heavily
to news around rate hikes and
escalating trade wars.
While the resolution of these issues
will bode well for the overall global
economy, 2019 developments have
resulted in a widespread sense of
uncertainty about the global
growth trajectory, the IMF noted.

The April 2019 edition of the World Economic Outlook report created by the
World Economic Forum (WEF) highlights that the impact of uncertainty on global
economic growth is often underestimated.
“Amid high policy uncertainty and weakening prospects for global demand, industrial
production decelerated… across advanced and developing economies.”
The report also points out that political uncertainties “add downside risk to global
investment and growth. These include policy uncertainty about the agenda of new
administrations or surrounding elections, geopolitical conflict in the Middle East,
and tensions in East Asia.” It can be argued that a major source of this uncertainty
stems from the ongoing Sino-US trade war, and the WEF notes that “concerns of
escalation and retaliation reduce business investment, disrupts supply chains, and
slows productivity growth”. The combination of these factors has resulted in poor
sentiment levels and created an environment that is not conducive to growth.
Graph 1: Trade Policy Uncertainty Index
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The Global Economic Policy Uncertainty Index (Graph 1) shows that in
November 2019, policy uncertainty was the highest it’s been since 1998. On the
world stage, most of this was caused by the protracted trade war between the US
and China. While the US-China trade dispute intensified during 2019, data from
the Trade Policy Uncertainty Index produced by Policyuncertainty.com shows
that uncertainty levels are now still lower than the levels of uncertainty during the
negotiations and implementation of the North American Free Trade Agreement
(NAFTA) during 1993 till 1995.
Comments made by Washington and Beijing on the trade dispute also had a big
impact on prevailing market sentiment, with markets jumping up or down every
time either side made comments. Data shows that between 1900 and 2017
there were over 1 100 daily stock market jumps of more than 2.50%, with only
seven (0.60%) of these attributed to trade policy news. Between 2018 and
August 2019 there were only 13 daily stock market jumps greater than 2.50%, while
five (38.50%) were attributed to trade policy news.
Policy uncertainty in South Africa is more nuanced and, according to the NorthWest University (NWU) Business School Policy Uncertainty Index, has been caused
by anything from Nenegate and cabinet reshuffles to state capture, land reform
and challenges at state-owned entities (SOEs).
Although business confidence figures fluctuate from month to month, the SACCI
Business Confidence Index (Graph 2) displayed a downward trend in 2019. SACCI
notes that “the difficulty is decision-making aimed at the inevitable structural
adjustments necessary to let the economy perform better, is still lacking. The
effect of indecisiveness and the time lapses to taking action are going to impact
critically on the economy and, therefore, business and investor confidence.”

Data shows that between 1900 and
2017 there were over 1 100 daily
stock market jumps of more than
2.50%, with only seven (0.60%)
of these attributed to trade policy
news.

Between 2018 and August 2019
there were only 13 daily stock
market jumps greater than 2.50%,
while five (38.50%) were attributed
to trade policy news.

“The impact of the strong dollar
has been underestimated in recent
years.”

Both global and local uncertainty are impacting how economies and markets
behave. Locally, protracted policy uncertainty and poor economic results have
contributed to very low business confidence levels. The NWU Business School
report found that when there are high levels of economic policy uncertainty
present in an environment, it inhibits meaningful investment and consumption.
Graph 2: SA SACCI Business Confidence
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The flight to safe-haven assets
When investors are unsure, there is usually a flight of capital from riskier assets,
like emerging markets (EM), to safe havens such as the US dollar (USD), gold and
bonds. Data from BCA shows the value of gold has steadily increased since 2018.
The move to safe-haven assets has impacted the rand (ZAR), which weakened
by about 27% against the USD since October 2014 till October 2019. A healthy
US economy, alongside the US Federal Reserve’s interest rate hikes, contributed
to a strengthened dollar environment over the past few years. The negative effects
of macroeconomic factors on financial markets are evident in a trend over the last
year where investors started to flee from riskier assets like equities to perceived safe
havens such as the USD. This flight from riskier assets generally translates into a
sell-off in EM assets and causes currencies such as the rand to weaken. The WEF
notes that when the dollar increases in value, real GDP growth in less developed
markets tends to decelerate despite the positive impulse of US growth.
“The main transmission channel is through an income effect owing to the impact
of the dollar on global commodity prices.” The USD’s appreciation offsets a
decline in dollar commodity prices. Consequently, “lower commodity prices put
a cap on domestic demand in terms of lower real (dollar) income, offsetting a
slowdown in the real GDP of emerging markets”. Lastly, according to the WEF,
while net commodity exporters are likely to be affected the most, countries that
depend on importing capital or inputs for domestic production will not be exempt
from the knock-on effect. Therefore, any kind of expansion in EM economies
is expected to remain muted for the next few months, due to the expected
persistence of the strong USD and the projected increase in US interest rates.

The move to safe-haven assets
has impacted the rand (ZAR), which
weakened by about 27% against
the USD since October 2014 till
October 2019.

Market participants consider
the yellow metal an excellent
investment choice which increases
in value during times of turbulence
when equities, currencies and other
assets feel risky.

Gold as an alternative risk-off play
Gold prices have become the alternative risk-off play in negative yield
environments. Gold prices have rallied 17% in the past 13 months. Market
participants consider the yellow metal an excellent investment choice which
increases in value during times of turbulence when equities, currencies and other
assets feel risky.
Graph 3: Gold price (USD) as alternative risk-off play
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Fitch Ratings Agency (Fitch) states that negative-yielding bonds are an indication
that investors and central banks are anticipating a sustained low-yield
environment for the next few months. Gold only offers a rise in capital value.
Therefore, if other assets offer poor yields, then the appeal of the yellow metal
is spurred.
“The opportunity cost of holding gold to holding a bond is now at least nil
because of negative bond yields around the world. The longer uncertainty impacts
markets, the higher the price of gold will rise,” said Fitch.

Negative yields have become more prevalent
Merrill Lynch says the world is poorer in yield terms, with the proportion of
negative-yielding assets across the global fixed income market increasing steadily
since 2015 and more rapidly during 2019. Data from J.P. Morgan supports this
by indicating that the bond yield distribution in developed markets has increased
from about 4% in 2014 to around 30% in 2019.
As indicated earlier, when investors are overcome by a sense of uncertainty, they
instantly want to move their capital from riskier assets to perceived safe havens
like gold or government bonds, thus increasing demand and prices. Bond yields
move inversely to prices, and it is for this reason that negative yields were
experienced over the past few months.
Fitch asserts that poor global conditions that suppressed yields and pushed interest
rates lower are a reflection of sluggish growth that will ultimately cap government
spending. The international credit agency also noted that when rates do eventually
rise, “governments could find themselves struggling to reduce debt at a time when
more cash needs to be found to support an ageing population”.
While uncertainty around the globe continues to impact financial markets,
policymakers have a pivotal role to play in redressing the consequences of
uncertainty. This should be done by retaining the flexibility to act swiftly in
the event of any major market crisis and anticipating future changes to the
regulatory environment.
Graph 5: Supply and demand dynamics weighing heavily on yields
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“Markets are constantly in a state of uncertainty
and flux and money is made by discounting the
obvious and betting on the unexpected.”
– George Soros
Uncertainty is an inevitable part of any market cycle. And no one can predict
with certainty what the markets will do next. However, the randomness of
financial markets can present the biggest opportunities for savvy investors who
are able to exploit pricing inefficiencies that stem from emotional responses
driven by short-term turbulence.

“The randomness of financial
markets can present the biggest
opportunities for savvy investors.”

Emerging markets (EMs) and their currencies are very liquid,
causing outflows from South Africa during uncertain times

“Geopolitical turmoil, fluctuations
in monetary policy and worsening
conditions for international trade
increased market volatility over
the past year.”

According to MSCI research insights, EMs have for the past three decades
presented risk diversification opportunities for market participants interested in
global equities. However, recently, emerging markets have been characterised by
increased volatility, thanks to geopolitical turmoil, fluctuations in monetary policy
and worsening conditions for international trade. In the case of South Africa,
the Institute of International Finance (IIF) said it expected “increased uncertainty
around the country’s sovereign rating to reduce capital inflows further”.

“We believe that, currently,
overwhelmingly negative
sentiment is blinding investors
to opportunities.”

The institution also highlighted that because South Africa “continues to face
large external financing needs due to a persistent current account deficit and
sluggish economic growth”, this will contribute to the extensive outflows of
capital from the country in the next few months. However, it is important to note
that the same global uncertainty that has spelt conundrums for EMs and their
currencies, also bodes well for the US dollar. Therefore, the concern local
investors have about a soft rand and sluggish market performance “must be
viewed against a backdrop of dollar strength and general emerging market
aversion”. We believe that, currently, overwhelmingly negative sentiment is
blinding investors to opportunities.
Graph 1: Developed versus emerging markets
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Sentiment towards EMs has been negative over the past few years
World Bank data shows that growth in EM economies have been on a downward
trend since 2010. EMs continued this downward trend over the past five years,
underperforming developed markets, as data shows that the MSCI Emerging
Markets Index delivered 0.50% over this period compared with the MSCI World
Index, which delivered 5.51% (see table underneath Graph 1). This decline can
be ascribed to structural factors such as diminishing capital accumulation and
productivity gains as well as deteriorating global trade integration.
An update on global economic and monetary developments from the
European Central Bank (ECB) notes that additional challenges include slow
recoveries in advanced economies, a drop in commodity prices, and the tightening
of global financing conditions since 2013. Sentiment often influences economic
output and can also lead to a divergence between fundamentals, share prices and
exchange rates.

However, investors should not think that the next five years will be
the same as the past five years
The key question investors should ask themselves now is: “Will the next five years
look the same as the past five years?” The answer is no. Unless one can predict the
future with certainty, then investors should refrain from using current data sets to
make investment decisions.
The best course of action is to stick to your initial investment strategy that
was devised with a specific goal in mind. The highest risk of a financial plan’s
failure is deviating from the plan significantly. It is easier to just tweak your
asset allocation than to jump from one strategy to the next and run the risk
of derailing your wealth accumulation.

The MSCI Emerging Markets Index
delivered 0.50% over the past
five years compared with the MSCI
World Index, which delivered
5.51%.

“Sentiment often influences
economic output and can also
lead to a divergence between
fundamentals, share prices and
exchange rates.” – ECB

“The key question investors should
ask themselves now is: ‘Will the
next five years look the same as the
past five years?”

Rating agencies anticipate the global economy could grow by 3%
in 2020
The World Economic Forum (WEF) notes that global growth has gradually
declined mainly because of China’s de-risking drive, the prolonged US-Sino
trade spat, as well as the “effects of the tightening in dollar liquidity conditions
through 2018”.
Graph 2: Potential impact peaking?
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It is also arguable that the recent global shift to monetary easing does not
bode well for a notable recovery in global growth. Be that as it may, the WEF
asserts that the “resilience of service-sector activity and consumer spending in the
advanced economies, the move to more expansionary fiscal policies and a likely
bottoming-out of growth in China from the middle of next year should help
global growth stabilise in 2020”.
Graph 2 represents data from the American rating agency Fitch Ratings, which
shows that the baseline for their global economic outlook for 2020 is a 3%
growth rate. Even if trade war uncertainties persist, their data shows that they
still expect global growth to average 3%.

South African bond yields have climbed on the risk that credit
rating agencies might downgrade us
Although a downgrade to sub-investment grade could translate into a forced
selling of South African bonds, Morningstar asserts that “rising yields could also
create buying opportunities for investors. Times of uncertainty often present excellent
opportunities if investors can price risk appropriately.”

The euphoria around Ramaphosa’s ascent to office may have
subsided, but his initiatives are slowly gaining traction
The hype around Cyril Ramaphosa’s presidency has certainly lost traction as
optimistic investors who sought policy changes have instead been met with
slow reforms and the same uncertainty that has characterised previous
administrations. Be that as it may, Ramaphosa’s tenure in office has thus far
resulted in several clean-up campaigns, such as:

Even if trade war uncertainties
persist, Fitch Ratings’ data shows
that they still expect global
growth to average 3%.

“Global GDP growth could
stabilise in 2020.” – WEF

Rising yields could also create
buying opportunities.

the establishment of various commissions of inquiry to investigate corruption,
new management at state-owned enterprises (SOEs), and
an active National Prosecuting Authority (NPA)

•
•
•

all of which make for a positive South African story. On his analysis of the
country’s state of affairs, PSG Wealth resident Head of Public Policy and Regulatory
Affairs, Ronald King, explains that key individuals in the state capture saga were
removed from office on the recommendation of both the commissions of inquiry where
final reports were issued.
Graph 3 and 4: Local yields – SA looking attractive for all the wrong reasons, but that is how investing works
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However, since commissions of inquiry do not have the legal grounds to prosecute,
they’ve since referred their findings to the NPA for criminal investigation and
prosecution of these individuals.

President Cyril Ramaphosa

King asserts that further action will be taken against the instigators of whitecollar crime after the findings of the Zondo Commission and Mpati Commission
are released. Rebuilding the eroded investigating and prosecuting units in the
country is instrumental in “rebuilding state capacity in South Africa and returning
our government institutions to fully functioning ability”.
Some recent changes indicate that we may be nearing the start of significant
prosecutions:
•

Seven previous ministers, including former president Jacob Zuma, have either
been fired or resigned.

•

At least 17 arrests, 8 resignations and 8 suspensions from local government
structures like mayors and other senior civil servants.

•

Nine senior provincial executives in the Eastern Cape were arrested.

We also reported at the end of last year that Ramaphosa has embarked on an
investment-generating drive that has begun to bear fruit. Over R371 billion in
pledges was secured at the second SA Investment Conference in November
2019, compared with the R290 billion generated at the inaugural conference in
2018. These commitments are expected to create over 400 000 employment
opportunities, expand the local market and offer a lifeline for SA’s economy.

Source: GCIS

Graph 5: Ramaphosa project gaining
traction?
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The price-to-book value of the South African market points to
attractive valuations
Although investors have grappled with low returns over the past few years, our
valuation-based analysis shows that South African equities are set to deliver
healthy prospective returns over the longer term. The market’s price-to-book
value ratio (P/B) relative to history is currently cheap at 1.82 as at end of December
2019. The historical average from 2000 stands at 2.12.

Sources: South African government, Daimler

Graph 6: Important milestones for 2020
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A lower P/B ratio is usually an indication of value in the market and can be used
to find attractiveness between your comparisons. Our current valuation of the
SA equity market points to a real return from equity of 7.60% p.a. over the
next five years.
Graph 7 illustrates the strong negative correlation that underpins our prediction
that the local market will deliver attractive returns in the next few years. According
to Bloomberg, low P/B ratios can be indicative of undervalued stocks and,
traditionally, any value under 1.0 is considered a good P/B value. Therefore, the
lower the P/B ratio, the higher the subsequent returns.

The lower the price-to-book ratio,
the higher the subsequent returns.

EMs have come a long way over the past two decades and while EM economies
and their currencies are inherently volatile, data in this article shows that if one
knows where to look, uncertainty does not only create volatility but also opportunities.
Opportunities persist for investors who are willing to look beyond daily headlines
or the latest earnings releases – opportunities that could assist in the long-term
wealth creation goal of clients.
Graph 7: JSE ALSI offering appealing asymmetrical outcomes
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In a world of uncertainty, it’s easy to see why you’d
want to jump the fence when the grass is looking
greener on the other side – but should you?
A dizzying combination of a weakening rand, sluggish economic growth and
Eskom woes has propelled diversification abroad. While everybody thinks that
the grass is always greener on the other side, our current analysis of global
financial markets shows that this does come with its own set of risks. Our
proprietary bear market risk indicator that gauges the risk of a US recession
suggests that it is currently better to retain some domestic exposure, as opposed
to taking all your capital offshore.
Investing offshore often causes a lot of confusion for many investors who are
exposed to a plethora of conflicting narratives about when to, how much and
who should invest in offshore markets.

How much offshore diversification is appropriate

While everybody thinks that the
grass is always greener on the other
side, our current analysis of global
financial markets shows that this is
not exactly true.

Table 1 illustrates the key factors to consider when building portfolios and
considering offshore versus domestic investments.

Home bias – error or understandable?
Data shows that everyone has a home bias – meaning that most investors prefer
to invest in their local market. Although we can see that this trend has declined
slightly since 2001, it is still relatively high, especially in the fixed income space.

Home bias investing in the fixed
income space is still relatively high,
while those that choose to invest
in their local market have been
declining since 2001.

Now, it may be argued that the countries depicted in Graph 1 on the next page
(Australia, Canada, the UK and the US) all have much stronger economies than
South Africa; so, why should a home bias affect our share selection?
There are plenty of good reasons to opt for local assets:
1. Various tax incentives to local investors (e.g. retirement fund tax incentives or a
tax-free investment)
2. Investing offshore can be more complex and expensive, especially regarding
estate duty and taxation
3. Easily accessible opportunities
4. No foreign exchange or clearance issues
Table 1: Factors affecting the decision to invest in foreign assets
Validate
home-bias decision

Reduce
home-bias

Risk and return impact of adding foreign securities

Limited benefits

Significant benefits

Domestic-sector concentration

Unconcentrated

Highly concentrated

Domestic-issuer concentration

Unconcentrated

Highly concentrated

Domestic transaction costs

Low

High

Domestic liquidity

High

Poor

Domestic asset taxes

Advantages

Other domestic market-risk factors

No impact

Additional considerations: regulatory limits and
liability-matching systems

Disadvantages
Significant risks

Impact unique to each investor

Source: Vanguard
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However, if most investors invest in their home markets, then who is investing in
the best market? The general misconception is that the local market is returning
0% while one can get 20% in the US. It’s imperative to remember that US
markets are currently fully priced, and the US economy is in a cooling phase
while the dollar is strong. Acting in fear by making aggressive asset allocation
decisions against this backdrop can lead to unwanted outcomes for investors.
Graph 1: Home bias trends
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Graph 2: Real annualised equity returns (%) in local currency and dollars between 1900 and 2018
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Will allocating offshore cost investors over the long term
However, as shown in Graph 3, the percentage difference in returns between
South Africa (SAf) and the US has been minimal between 1900 and 2018. This is
because the country operates in the global economy. Economies are much more
open, and on the FTSE/JSE All Share Index (ALSI) you find rand hedge companies,
such as Naspers and British American Tobacco, with significant international
exposure.
Evidence indicates that the size of a market is not positively correlated to the
future performance of that market. Graph 3 illustrates that in 1899 the US
accounted for 15% of the world’s stock markets compared with the ALSI, which
accounted for 3.30%. Yet, over the subsequent 120 years South African equities
still outperformed. The stock markets in Germany and France were both part of
the top four stock markets in the world in 1899; however, they now rank 17th
and 18th respectively after 120 years.
Since the 1950s, other emerging markets (EMs) have also showed a marginal
advantage over developed markets (DMs). Historically, commodity exporting
countries like SA outperformed. One can also expect that EMs should deliver a
slightly better return because of their inherent risk premiums.
Experienced investors are also able to identify opportunities in mispriced assets
due to market inefficiency, which is in general much higher in EMs. In the end,
however, the differences across regions are increasingly muted.
Investors might not notice these benefits, because a flight to quality and safety
has posed a massive challenge to EMs in recent years. Even though EMs have been
out of favour over the short to medium term, long-term data supports the premise
that EMs can outperform.

Evidence indicates that the size of
a market is not positively correlated
to the future performance of that
market.

Even though EMs have been out of
favour over the short to medium
term, long-term data supports the
premise that EMs can outperform.

Portfolios should not mirror global capital allocations
It is dangerous to think that your portfolio should mirror global weightings. In
1899, the UK accounted for 25% of the global economy, but in 2019 it only
accounted for 5.50%. Data shows that sectors evolve over time (Graph 4). In
1900, the rail sector was the biggest in the US and the UK, while today this
sector is non-existent and has been replaced by new sectors like health and
technology. In SA, for example, commodities accounted for around 60% of our
market in 2008 and now it’s closer to 15%.
Graph 3: Relative sizes of world stock markets between 1899 to 2019
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The best weighting is diversification
The notion that investors should only invest 1% of their capital in South Africa
because our country only accounts for 1% of world markets is not just dangerous,
but foolhardy. Data presented in Graph 3 indicates that the size of a market is not
positively correlated to the future performance of that market.
Graph 4: Industry weightings in the USA (left) and UK (right) in 1900 and 2019
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Graph 5: Historical risk-return plot between 1960 and 2019
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Don’t think in percentages, rather look for opportunities to
diversify
Instead of searching for a static number or percentage of what to invest offshore,
look for available opportunities.
While the asset allocation in retirement funds may be constrained to a
maximum of 30% in offshore equities, this exposure is closer to 40% or 50%
when the offshore exposure via rand hedges is considered. According to our
calculations, the appropriate level of diversification for discretionary portfolios
is around the 50% level. Levels above 50%, say 60% offshore exposure and
more, will introduce excessive currency risks and reduce the efficiency of
risk management, while an exposure below 40% could decrease the risk efficiency
of portfolios.
Diversification is part of PSG Wealth’s philosophy. We believe it is one of the
cornerstones to sound financial management, helping investors achieve the greatest
returns at the lowest possible risks. Hence, it’s never a good idea to opt for excessive
offshore exposure when sentiment is negative towards the local economy, but a fair
amount remains essential.
Graph 6: Risk and returns for various equity portfolios between 1988 and 2011
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Look past what you hear
When deciding to look for offshore investments, you may also come across popular
myths or fictions which can cloud or confuse your choices. In Table 2 we briefly
cover the five most popular myths told to unsuspecting investors, so they can
make more informed decisions.

No one-size-fits-all solution
There is no one-size-fits-all solution, and it can be dangerous to trust sentiment.
Instead, at PSG Wealth, we look to provide guidance – a conversation starter
between advisers and their clients. Moreover, selling local assets now could likely
lead to losses because you will be selling assets at a low, while buying high if you are
moving money offshore into fully priced US equities and a strong US dollar.

“Do not cloud your judgment
with popular myths about investing
offshore.”

Although the current state of affairs in South Africa looks dire, PSG Wealth
remains cautiously optimistic about South Africa’s outlook. Currently, the JSE is
also offering relatively cheap options for shrewd investors. As was seen after the
2008 Global Financial Crisis, those who bought into the market or stayed put while
others ran in fear, were well rewarded.
Table 2: Offshore investing facts and fiction

FICTION

FACT

Investors should only have 1% invested in SA because SA only
accounts for 1% of global capital markets.

Investors are often incentivised to invest locally: pension
funds, TFIPs, 12Js, Regulation 28 and dividend treatment in
home countries.

If the US accounts for 50% of global capital, then 50% of
the best ideas must be in the US.

There are often disincentives to investing abroad – double
taxation and estate duties.

The size of the market will drive the performance of that
market.

Investing offshore is generally still more complex and
expensive.

The rand only goes in one direction.

Diversifying offshore offers important benefits.

It’s always a good time to invest offshore.

Finding mispriced opportunities is easier in less efficient
markets.

Source: PSG Wealth research team
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FUND INSIGHTS: PASSIVE AND ACTIVE
FIXED-INCOME INVESTMENTS

Fixed Income Investing: An active choice
“All animals are equal, but some animals are more equal than
others.” – George Orwell
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“In a world of price-sensitive
consumers, there has been a large
drive to index type products.”

In a world of price-sensitive consumers, there has been a large drive towards indextype products, due to the attractively low fee structure they charge, as well as
evidence which shows that active equity managers fail to consistently beat their
benchmark over time. This argument may hold true in the equity market, but
the fixed income market appears to disagree.

An active-passive debate
The debate between active and passive is always an interesting one. Index funds
were created nearly 45 years ago by Jack Bogle, the so-called father of index
investing. The idea behind them was to simplify the way in which the general
public invested – an easy-to-use product which allowed the investor to buy an
all-in-one instrument while taking the complicated stock-picking aspect out of
the equation.
The rationale behind this was more focussed on its simplicity to invest and its ability
to track a benchmark, and not necessarily on its ability to outperform said
benchmark. As times have changed, investors keep looking to change along with
the times, which is why the passive fixed income side has now become more
favourable. The general assumptions, though, are that what holds true for
equities must also hold true for fixed income. However, this is not the case.

Why are equity and fixed income index funds so different?
When looking at equity shares, the structure of a share listed on a stock exchange
is likely to remain the same for the next 10 or 20 years. A company will initially
list its shares to trade publicly via an Initial Public Offering (IPO) where they
will make their equity available to the public. From this point forward, anyone
looking to purchase shares will easily be able to do so through the stock
exchange. Equity index funds can now go out and purchase shares to replicate
their underlying benchmark.
Fixed income, however, is a different ball game. Bonds are ‘shape-shifters’. Due
to bonds having a term of expiration (maturity date), their structure changes
over time. An example of this would be purchasing a five-year government
bond. After four years, for the remaining one year the bond is now classified as
a money market bond and will be priced accordingly. Certain bonds have call
provisions stipulated in the bond contract, which give the issuer the ability to
repurchase the bonds and retire the debt security. These provisions are normally
triggered when interest rates fall below the offered bond yield. The issuer is
now able to issue new bonds at lower interest rates, which benefits the issuer
and not the investor. We will delve into more of the limitations of passive fixed
income later. However, the above simply illustrates why equity index funds are
that much easier to compile than fixed income index funds.

Benchmark methodology
Many benchmarks use a common market capitalisation weighting for the
underlying instruments. Well-known equity indices such as the S&P 500 or the
JSE Top 40 make use of this approach, with rebalancing taking place on a
quarterly basis. Within the equity space, holding the largest 500 US companies
or the largest 40 SA companies is seen as a positive, due to the stability and
resilience of these companies.
When looking at bond indices, such as the Bloomberg Barclays US Aggregate
Bond Index or the Bloomberg Barclays Global Aggregate Bond Index, although
they also use a market capitalisation weighting, the weighting in this instance is
seen as a negative, as those countries or companies which are the most indebted
(i.e. have the most outstanding debt) receive the highest weighting.
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Limitations of passive index funds
Looking from a different perspective, there are many limitations to passive fixed
income investing which don’t affect passive equity investing. Below we have
listed four of the key considerations when looking at passive fixed income portfolios:
• Ability to replicate a benchmark
Fixed income index funds are significantly more difficult to create than their
equity counterparts. For this article, we will refer to the Bloomberg Barclays US
Aggregate Bond Index (BbgBarc Agg) as the benchmark and the iShares Core
US Aggregate Bond ETF as the most closely matched investible product. Looking
firstly at their underlying holdings, the index holds nearly 10 000 individual
securities, whereas the tracking fund only holds 7 711 individual securities, as
seen in Graph 1. As you can see from the beginning, the compositions are
different, which will require the manager to use statistical analysis to match the
characteristics of the index. This is inherently an active process. The reason for
this difference in holdings relates to how bonds trade and their availability.
Certain vintage bonds issued historically may not be available for purchase
today. Size limitations and secondary market availability also play a role. Together
with the counterpoints above, active managers also have the advantage of
investing in off-benchmark positions giving them a wider universe to choose from.
• Market capitalisation weighting
As briefly mentioned earlier, market cap weighting is an enormous differentiator
between equity and fixed income index funds. Securities in a fixed income
benchmark are weighted according to the market value of the outstanding debt,
so the issuers which are the most indebted, carry higher portions in the index.
For example, although some of the most successful organisations carry large debt
levels, index investing may cause the underlying holdings to increase exposure
to areas of worsening credit quality. Active managers have an advantage here as
they are able to assess the credit environment more thoroughly and allocate
to the most favourable opportunities. Active sector rotation and bottom-up
security selection give them an upper hand in a changing credit environment.

“All animals are equal, but some
animals are more equal than
others.”
George Orwell

“In an environment with a shifting
and twisting yield curve, one would
want the ability to act accordingly
and protect oneself from these
changes.”

• Trail their benchmark
Index funds, by their very nature, are designed to track a benchmark, and not
to beat it. In saying this, the fees paid for this management service will cause
the tracker to underperform. When looking to active managers, they have more
discretion in their decisions, allowing for an asymmetric return profile. By having
more discretion, the manager is able to sell and/or protect the portfolio on the
downside while enhancing returns on the upside.
Graph 1: Number of bond holdings
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Data from Morningstar suggests that active bond managers have indeed
outperformed their passive counterparts over the longer term while maintaining
a more favourable standard deviation, as demonstrated in Graph 2.
• Interest rate sensitivity
In an environment with a shifting and twisting yield curve, one would want the
ability to act accordingly and protect oneself from these changes. Duration is a
measure of the sensitivity of a bond’s price to the change in interest rates. Portfolios
which have a longer duration tend to be more sensitive to rising interest rates.
This is due to the compound effect which takes place. Graph 3 illustrates
possible yield curve changes. Active managers here will position their portfolios
accordingly, to where they believe interest rates are going. Managing the duration
and positions along the yield curve gives an active manager the upper hand.
Continuing on the topic of duration, in the current lower-yielding rate
environment, the risk and return profile for passive funds is becoming less
attractive. Graph 4 illustrates that as yields continue to exhibit a downward
trend, passive funds tend to increase their duration in an attempt to capture
higher yields. This increase in duration increases the risk profile and sensitivity
to interest rate changes without sufficiently compensating investors. This graph
also points out that investors are currently earning lower yields, which continue
to trend lower, while happily taking on more interest rate risk than they have
done historically.
Graph 2: 10-year average return of US active and passive managers
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Graph 3: Yield curve simulations
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When spending a bit more time to understand the inner workings of fixed income,
it is easy to draw the conclusion that passive strategies in this asset class are not
economically viable. Countless studies have been performed showing the ability of
active bond managers to outperform the passive alternative.
Within the PSG Wealth Fund of Funds (FoF) suite, we follow the same thinking
in that active managers are a favourable choice. The PSG Wealth Income FoF and
PSG Wealth Global Preserver FoF both employ managers that take an active stance
in the way they manage their fixed income exposure. As we’ve seen above, the
ability of a manager to protect their downside, manage their interest rate risk and
weight securities according to their attractiveness is a recipe for a winning portfolio.
Graph 4: Duration and yield of the Bloomberg Barclays US Aggregate Index
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4Q19 performance of offshore solutions
Strong performance was seen from all the global FoFs, with each fund outperforming its category average
over the quarter as well as for the 2019 year. Managers with high active share and superior stock-picking
ability were able to outperform the board market index adding to the FoFs’ outperformance. Within the basket of
underlying managers, those who took a more conservative stance paid the price as the strong relief rally in global
equities took the lead. A dovish stance by central banks drove this rally while also supporting global bond returns.
Graph 5: Medium-term performance of offshore solutions
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4Q19 performance of local solutions
The fourth quarter performance for the local FoFs was in keeping with the whole of 2019, with all five funds
performing within a close range of their respective sector averages over both time periods. Even with a strengthening
rand, the stand-out asset class for the year was global equities, and specifically US equities, while the areas to avoid
on a relative basis were SA-centric, such as property, financials and ‘SA Inc’. Underlying managers that were able
to use the previously mentioned market drivers performed admirably. The tough SA environment was born out of a
combination of local economic and political troubles and risk-off sentiment to emerging markets, largely as collateral
damage from the US-Sino trade war.
Graph 6: Medium-term performance of local solutions
12%
10%
8%
6%
4%
2%
0%
-2%

3-Months
6-Months
1-Year
PSG Wealth Income FoF D
PSG Wealth Creator FoF D
PSG Wealth Preserver FoF D

2-Years
3-Years
5-Years
PSG Wealth Enhance Interest D
PSG Wealth Moderate FoF D
Performance of specific benchmark per FoF

Source: PSG Wealth research team

Fund insights: passive and active fixed-income investments

Page | 23

SOUTH AFRICAN INVESTMENTS – YEA OR NAY?
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Does South Africa offer investors a golden or a
rotten egg?
We always get asked – should I still invest in South Africa? It is no surprise that
investors are concerned, just looking at news headlines bombarding us daily.
Sentiment has been hit hard due to failed state-owned enterprises (SOEs), state
capture reports, strikes and climate change. However, it is not all bad news.

“Bull markets are born on

The elephant in the room – emotions

pessimism, grow on scepticism,
mature on optimism and die on
euphoria.”

Not letting your emotions get involved is a lot easier said than done – especially
where money is concerned. However, when money is involved, it is particularly
important to leave your emotions out of the decision-making process.

John Templeton

It’s been proven repeatedly that markets are cyclical. Graph 1 illustrates how
these cycles are fuelled by greed and fear. When markets deliver high returns,
investors rush in (buying high). However, markets are supposed to move up
and down, and trends always reverse. When the price falls again, investors get
scared and sell out (selling low).
Hence, when you take greed and fear out of the equation by staying invested
over the long term, you should be well rewarded. It is the capacity to go against
the crowd that can lead to successful investment outcomes.
Graph 1: Emotions in market cycles – how we feel during market fluctuations
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Resilient growth despite all-time lows
As with market volatility, people can get emotional and irrational about a
country or an economy. We see this happening in the way the media reports
on certain South African events and how people react to it. Graph 2 highlights
how a record-low number of South African companies are trading within 5%
of their all-time highs. This indicates that local equity markets are despondent,
bordering on depression.
Earnings growth from the FTSE/JSE All Share Index (ALSI) has also come under
pressure, yet despite this negative weight, it’s been able to remain resilient
(Graph 3). Valuations show that South African companies are currently trading at
a discount of more than one standard deviation relative to their long-term
average.
Graph 2: Percentage of South African companies trading within 5% of all-time highs
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Graph 3: JSE All Share Index earnings versus price between 29 December 2006 and 13 December 2019
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Local versus offshore
Data (Graph 5) further shows that a greater number of counters are trading
below their long-term multiples. This is an indication that it is cheaper to enter
the South African market now than in the past. In addition, statistically extreme
situations (where a trend reversal is likely to result in a significant price move)
are also biased towards cheap counters relative to expensive counters.
It makes sense when looking at the current state of the South African market,
combined with slowing economic growth, that the emotional investment decision
would be to prefer bullish offshore options. However, the local market has
already priced in a lot of the current and expected bad news. This means there
is much more room for upside than downside moves, whereas looking at bull
markets, a trend-reversal seems more likely.
Graph 4: JSE Capped All Share discount/premium to the MSCI Emerging Markets Index (forward P/E) between November 2009 and
November 2019
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Graph 5: Distributions of valuations relative to historical average
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A silver lining
It’s important to remember that even though returns are low, a crisis can be
an opportunity for profit and not necessarily the time to panic. Investing is and
always will be a game of probabilities, not certainties. Although reversion to
the mean metrics do not work well for resources counters (RESI20), Graph 6
indicates how future returns for industrials (INDI25) and financials (FINI15) from
current levels could be attractive.
The returns for these indices have also been historically attractive, and an
attractive valuation is a sufficient buffer for risk. It might be that the near term
is devoid of upside catalysts, as most of the material catalysts that will unlock
value within the indices are likely to be derived from economic reforms. This means
it may take time for your investment returns to materialise.
So, during times of tough economic circumstances, we search for good quality
companies with predictable earnings and strong balance sheets.

An answer to the riddle
Is South Africa a value trap?
In our opinion, looking at the current stance of South Africa, although we face
severe challenges, there are also a lot of opportunities available. However, one
should never invest blindly.
Do the required research or look at research done by experts. Have a
conversation with your adviser, investment specialist or PSG Wealth consultant
about current options and possibilities. Look at the intrinsic value of a share,
instead of climbing on the emotional roller coaster it could take you on. Stick
to pragmatic decisions about your investment portfolio.
Graph 6: Three-year subsequent returns

Price-to-sales ratio

140%
120%
100%

3-year return

80%
60%
40%
20%
0%
-20%
-40%
-60%
0.7

1.2

1.7

Linear FTSE/JSE Resources 20 (RESI20) Index

2.2
RESI20 Index

2.7
FINI15 Index

3.2

3.7

4.2

INDI25 Index

Linear FTSE/JSE Financial 15 (FINI15) Index

Linear FTSE/JSE Industrial 25 (INDI25) Index

Source: PSG Wealth research team

South African investments – yea or nay?

Page | 27

Contents

Graph 6: Three-year subsequent returns
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Table 1: Current price multiples

Weight
Top 5

P/E

P/NAV

P/Sales

Forward
div yld

18.1%

13.37

1.86

1.83

3.13

Consumer discretionary

8.0%

14.66

2.31

0.69

2.70

Consumer staples

8.6%

17.32

3.33

0.69

3.22

Energy

0.7%

5.61

1.05

1.33

11.28

Financials

28.1%

10.08

1.56

1.42

5.24

Healthcare

2.9%

10.66

1.31

1.21

3.66

Industrials

3.0%

10.49

1.37

0.49

4.12

Information technology

0.0%

11.46

1.02

0.15

2.55

14.1%

8.36

1.40

0.92

4.46

Real Estate

7.1%

10.12

0.85

5.80

9.20

Communication services

6.2%

12.26

2.20

1.22

6.46

Materials

Source: PSG Wealth research team

South African investments – yea or nay?
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Factfulness: Ten reasons we’re wrong about the
world – and why things are better than you think
“One of the most important books I’ve ever read – an
indispensable guide to thinking clearly about the world.”
– Bill Gates
Written by Swedish statistician Hans Rosling with his son Ola Rosling and daughterin-law Anna Rosling Rönnlund, Factfullness explains why the world is not in the bad
shape that current sentiment makes it out to be.
In today’s world rife with uncertainty – caused by anything from trade wars, Brexit
and airstrikes in Iran, to the direction of monetary policy and drought levels
– Factfulness explains the 10 human biases that twist our viewpoints on exactly
where the world is now, and where it is heading. Relying on various data sets,
Rosling shows that the world is actually in a much better state than what most
of us think.
The authors propose a new way of perceiving the world – not in the black and
white state of rich versus poor or developed versus developing, but rather
according to four income levels, starting with the poorest group living on less
than US$2 a day to the most affluent living on more than US$32 a day. According
to the authors, the 10 instincts/biases that humans use to view the world include
notions known as gap, negativity, straight line, fear, size, generalisation, destiny,
single, blame and urgency.

In our view
Rosling shows how common misconceptions and inferior analytical techniques
can impact interpretation and negatively influence our perceptions.
Extremes and outliers tend to get a disproportionate amount of attention, whereas
the majority of events tend to be overlooked. We also see this in mainstream
media where news is either extremely good or bad. It is argued, that the
majority of events occur ‘in the middle’ and are more muted and normal, yet
rationally more significant.
Rosling also points to a concept of ‘negative instinct’, which is humans’ tendency
to believe that the world is worse off today. This is largely due to the prevalence
of negative information, which ultimately reinforces ‘negativity instincts’.
This negativity instinct is debunked by providing some factual information on
how the world has improved and shows how important objective research can
be in performing accurate assessments. Three interesting solutions are offered to
mitigate this negativity instinct, which is really the key contribution of the book.
Firstly, acknowledge that bad and better are not mutually exclusive. Even though
things are bad, it is still possible that they have improved. This is to a large degree
our argument for SA 2008 versus SA 2020. Secondly, it is proposed that we
should expect bad news.
It would be naive to think that we can only have good news all the time, and
we should acknowledge that bad news receives a disproportionate amount of
airtime. Thirdly, it is proposed that history is not censored or romanticised.
The future is always uncertain, but we have the best probability of making
accurate assessments of where the future may lead, if we perform accurate
assessments of the prevailing environment within the longer-term context. The
book offers many additional lessons that could be useful in an investment
context, but it should also provide a good emotional ‘lift’ as we enter the
new decade.

The spotlight: books and surveys

“[It] explores why humans are
consistently wrong about common
problems facing the world. Instead
of making decisions based on
facts and data, humans are largely
influenced by unconscious biases.
The book explores ten instincts
that keep humans from putting the
world into perspective, such as how
we’re more likely to pay attention
to things that scare us or topics
with impressive size and scale.
I think everyone should read it.
It has especially useful insights for
anyone who’s making the leap out
of college and into the next phase
of life.”
Bill Gates
American business magnate

“A lot of the major points
(the majorest being that the

world is generally getting better)
should be known more widely.
I don’t think most of these facts
and mental habits will be news to
anyone paying attention, but it
seems like a lot of people have
not been.”
Jason Furman
Economist and professor at Harvard
University’s Kennedy School of
Government
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Spring 2019 survey results
In the Spring 2019 edition of the PSG Wealth Investment Research and Strategy
Report, we wanted to get better insights into what our clients and advisers perceive
to be quality research. We asked you what you think constitutes good research:

“We need to learn to hold two
thoughts in our head at the same
time: the world has gotten a lot

better, and some things are still
really bad.”
Tanja Breg
Investment Manager at Equistone
Partners Europe

The possible answers included:
1. Media reports (newspapers, magazines, TV, radio and the internet)
2. Social media (Facebook/ Twitter/ LinkedIn)
3. Professional investor research reports
4. Anything provided by my financial adviser
5. Newsletters from accredited financial services providers (asset and wealth
manager reports)
6. Academic journals and papers
7. My own data analysis
8. Conversations with friends and family
9. Paid-for research from reputable research firms
10. A combination of investor reports, FSP newsletters, journals, own data and
research firms
11. A combination of media reports, academic journals and conversations with
friends
12. A combination of media reports, social media and conversations with friends
and family
13. All of the above
14. None of the above
15. Other
Almost 32% of participants indicated ‘professional investor research reports’ as the
best form of research, compared with 24.31% who believed that a combination of
the following constitutes good research:
3. Professional investor research reports
5. Newsletters from accredited financial services providers (asset and wealth
manager reports)
6. Academic journals and papers
7. My own data analysis

Win one of three copies
Factfulness: Ten reasons we’re
wrong about the world – and why
things are better than you think
The authors conclude that “the
world, for all its imperfections, is
in a much better state than we
might think. But when we worry
about everything all the time
instead of embracing a worldview
based on facts, we can lose our
ability to focus on the things
that threaten us most. Inspiring
and revelatory, filled with lively
anecdotes and moving stories,
Factfulness is an urgent and
essential book that will change
the way you see the world.”
Question:
Name one myth about investing
offshore. (The answer is hidden
in one of the articles in this
edition.) Click here to answer
the question and enter our lucky
draw. Terms and conditions apply.

9. Paid-for research from reputable research firms
Graph 1: Spring survey results
10.42%

Other (please specify)
None of the above

0%

All of the above

4.17%

A combination of 1, 2 and 8

0.69%

A combination of 1, 6 and 8

1.39%

A combination of 3, 5, 6, 7 and 9

24.31%

Paid for research from reputable research firms

2.08%

Conversations with friends and family

0.69%

My own data analysis

3.47%
4.17%

Academic journals and papers
Newsletters from accredited financial service providers

8.33%

Anything provided by my financial adviser

4.17%

Professional investor research reports

31.94%

Social media (Facebook/Twitter/LinkedIn)

0%

Media reports (newspapers, magazines, TV, radio and...

4.17%
0%

5%

10%

15%

20%

25%

30%

35%

Source: Survey Monkey, PSG Wealth research team
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Participants also placed value on information available in the media. However, it
was also pointed out by some that it’s important not to believe everything you
read, but to rely on trusted and reputable sources.
Interestingly enough, no one voted for social media platforms such as Facebook,
Twitter or even LinkedIn.
At PSG Wealth, we ensure that our pieces go through the necessary steps to
ensure that we provide quality research that can aid and guide our advisers and
their clients to make the best choices for their financial well-being. We rely
on reputable news sources, financial statements, SENS releases, research from
reputable think tanks and our own research.
Should there be a topic you would like us to investigate or a newsletter/
publication you would like to join, please contact your adviser or investment
specialist, and we’ll take it under consideration.

The spotlight: books and surveys

4Q19 survey:
The South African stock market
In our 4Q19 survey, we want
to
pick
your
brain
about
South Africa’s stock market as a
possible investment value trap.
Do you think that South Africa,
especially during this time of
uncertainty, looks attractively priced
but is accurately predicting a
prolonged future downtrend in
corporate earnings?
Please click here to complete our
survey and share your views.
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Daily Investment Update

Special reports

31 January 2020
Why is Naspers unbundling?
The move is seen as an attempt by management to access a larger pool of capital to address the issues of the large holding
company discount at which the group is trading. Once completed, approximately a quarter of the market value of Naspers
will be moved from the JSE. In addition, management hopes this move will help overseas investors see the true value of the
group’s global investments and reduce the trading discount. The group may see some unlocking of potential value due to
the inclusion in more passive indices, interest from active developed market investors and a possible change in the holding
company discounts in Naspers and Prosus.

What is the timeline for the unbundling?
Management provided the following guidance:
23 August

26 August

26 August

10 September

EGM
shareholder
vote

Prospectus
expected to
be published

Elections
open

Last day to
trade in NPN to
participate in
unbundling

2019

11 September

13 September

Prosus expected
Elections close
to be listed
on Euronext
Amsterdam and JSE

16 September
Capitalisation issue
implemented and
receipt of Naspers N
and Prosus N shares

Timings are indicative; dates may be subject to change
Source: Naspers

What if I have Naspers shares? And what if I want Prosus shares?
According to a recent SENS announcement, current Naspers N shareholders can elect two options in terms of the proposed
capitalisation:
• elect additional Naspers N ordinary shares (and retain such shares); or
• elect Naspers M ordinary shares which will automatically be exchanged for Prosus N ordinary shares after the listing, with
the Prosus N being listed in Amsterdam (Default option if no selection is made).
If you own Naspers shares before 11 September 2019, you have the option to receive either an equal number of newly created
Naspers M shares or 0.36986 Naspers N shares for every share currently held. The default action is that investors will be issued
with Naspers M shares (Prosus), which will be converted into Prosus shares once listed – in effect, you will receive one Prosus
share for every Naspers M share you have. Should you wish not to invest in Prosus, you can elect to receive additional Naspers
N shares at the above-mentioned ratio.

What happens to the fractions of the NPN N shares?

Naspers and Prosus – what you should know
Lessons from the PSG Annual Conference – emailed
on 6 June 2019
Mboweni as new Minister of Finance
Value investing in the 21st century

Typically, share fractions will be rounded down and fraction payments may accrue to affected shareholders.

Our bear risk indicator
Please note
The purpose of this document is to provide information and does not constitute financial advice. We are not a tax advising firm. Each client’s circumstances are unique; hence, it is
important to consult a tax professional to ensure informed decisions are made.
Affiliates of the PSG Konsult Group are authorised financial services providers.

August 2019

Sequence risk and our bucket philosophy
Sequence risk video
New offshore brochure
Volatility is uncomfortable, but expected
Stocks that could outperform in stronger economy
New ANC leader, too close to call
Our exposure to Steinhoff
Local currency downgraded to junk
Blockchains and Bitcoins
UK snap election

Research
Researchand
& Strategy
StrategyReport
Report
INVESTMENT RESEARCH AND STRATEGY REPORT
SPRING 2019

1. INTRODUCTION

2. SPOTLIGHT ON:
AVOIDING BIG MISTAKES

3. PRODUCT NOTE

4. TACTICAL NOTE

5. DOMESTIC TACTICAL NOTE

6. OFFSHORE TACTICAL NOTE

7. EQUITY REVIEW

8. QUARTER THREE: DOMESTIC
SOLUTIONS REVIEW

9. QUARTER THREE: OFFSHORE
SOLUTIONS REVIEW
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Summer
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Monthly Investment Insights

2019
2019
2019
2019
2018
2018
2018
2017
2017
2017
2017
2016
2016

MONTHLY INVESTMENT INSIGHTS
JANUARY 2020

Weekly Investment Update
Weekly Investment Update
22 January 2020
Inside the phase one trade
deal – pg. 2
Truworths’ 26-week trading
update – pg. 3
Market moves
Performance:
11/01/2020 to 17/01/2020

Return
(Cumulative)

Macro

Markets*

South Africa

Best performers

The South African Reserve bank cut
interest rates by 25 basis points to
6.25% at it’s January meeting, despite
market expectations that it’ll remain
unchanged. “Policymakers noted that
monthly inflation has been lower than
the mid-point target and that inflation
expectations continued to moderate
gradually.”

Sibanye Gold was the top-performing
share for the week, up 16% and Royal
Bafokeng Platinum followed with a
return of 9%.

Local Markets
All Share TR ZAR
Ind/Financials TR ZAR
Ind/Industrials TR ZAR
Financials&Indl 30 TR ZAR
Ind/Basic Materials TR ZAR
Gold Mining TR ZAR
SA Listed Property TR ZAR
Beassa ALBI TR ZAR

2.65
-0.06
4.03
2.59
2.80
1.34
0.20
0.19

Commodities
Oil Price Brent Crude PR

-0.20

LBMA Platinum AM PR USD

4.42

Gold London AM Fixing PR USD

0.50

Currencies
ZAR/USD

-0.85

ZAR/GBP

-0.23

ZAR/EUR

-0.23

The week ahead

United Kingdom
Unemployment for the three months
ending October 2019 remained
unchanged at 3.80%. Unemployed
people declined by 7 000 to 1.30
million, while employment figures
rose by 208 000 to 32.9 million.

Worst performers
KAP Industrial Holdings was the worst
performer for the week with a loss of
14%, followed by Sasol with a loss of
11% over the same period.

Sectors
Mining was the best performing sector
over the past week with a 4.65%
return, while chemicals was the worst
performing sector with a loss of 8.29%.

Hong Kong
The December 2019 inflation rate
fell by 0.10% to 2.90%, marking the
lowest level since May 2019. This was
influenced by a drop in food, transport,
electricity, gas and water prices.

Domestic

22 January

Inflation rate DEC

International

23 January

EU: ECB interest
rate decision

24 January

JPN: Inflation rate
DEC

*Disclaimer: Total weekly returns based on closing values from Monday to Monday.
PSG Wealth | Weekly Investment Update – 22 January 2020
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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. The information is provided as general information. It does not constitute financial, tax, legal or investment advice and the
PSG Konsult Group of Companies does not guarantee its suitability or potential value. 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, and since individual needs
and risk profiles differ, we suggest you consult a qualified financial adviser, if needed.
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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