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Is the pound still sterling? 

The pound’s performance over the past week is reminiscent of Black Wednesday, the 16th September 

1992 when the UK government was forced to withdraw sterling from the Exchange Rate mechanism. 

Less than a month in the job, the new government’s Chancellor of the Exchequer Kwasi Kwarteng has 

delivered a shock and awe budget, comprising massive tax cuts on top of the already substantial 

energy price subsidy. Following the budget, the pound tumbled against the US dollar by 3.7% last 

Friday and at its worst point by another 4.8% on Monday. Financial markets are dismayed by the cost 

to the Treasury. The energy subsidy alone is expected to cost £60 billion and the tax cuts another 

£103 billion over four years. This comes almost immediately after the unprecedented Covid rescue 

programme.  

The pound’s weakness is partly a US dollar story. The US currency, backed by energy self-sufficiency, 

the Federal Reserve’s tightening monetary policy and shrinking global dollar liquidity, has been 

beating all currencies over the past year, but the pound’s weakness stands out. Blame is directed at 

the government’s economic policy. The newly announced tax cuts amount to 2% of GDP and another 

£72 billion of government debt. Government debt is already at 100% of GDP a far cry from the 40% 

debt ratio when the Thatcher government launched a similar growth budget 40 years ago.  

The budget tore up all rules and conventions. Perhaps most alarming is that the Office for Budget 

Responsibility, which traditionally provides independent oversight of fiscal decisions, was completely 

side-lined. In fact, the budget provided no forecasts on public finances. The Institute for Fiscal 

Studies called the budget the “biggest tax cutting event since 1972”, which risked putting UK debt 

on an unsustainable path. Former US Treasury Secretary Larry Summers said, “Britain will be 

remembered for having pursued the worst macroeconomic policies of any major country in a long 

time.”  

Kwarteng is going all out for growth. With this budget, and he has since stressed that this is only the 

start, he hopes to put the economy on a trend growth rate of 2.5%. It is now likely that the UK 

economy will skirt recession next year, unlike Europe and many parts of the world, but at what cost? 

Added fiscal stimulus will worsen the inflation outlook forcing the Bank of England to be more 

aggressive in hiking interest rates. Rate hikes may also be needed just to shore up the pound, 

especially as the UK is running its largest current account deficit since WW2 at 8.3% of GDP and is 

therefore excessively dependent on foreign capital inflows. Interest rate futures predict the BOE’s 

benchmark interest rate, which was hiked last week to 2.25% will be 3.75% by the end of November 

and above 6% by May. Gilt yields have surged by the most since 1992. 10-year yields jumped after 

the budget to 4.14% compared with 3% at the start of the month. 2-year yields jumped from 3.51% 

to 4.45% over two days.  



 
 
Lower income taxes will help consumers, but the benefit will be taken away by higher interest rates. 

Sharply higher mortgage rates will impact the residential property market, which according to many 

analysts is in dangerous bubble territory. Lower corporate tax rates and stronger economic growth 

will assist share prices, but higher interest rates will lift the discount rate used to value company 

earnings.  

The Chancellor believes his policy will boost the economy’s supply side. He is also implementing 

regulatory reforms, including around 40 new low-tax investment zones, looser rules on new 

infrastructure investment and the scrapping of caps on bankers’ bonuses. The reforms may be helpful 

but the biggest constraint to growth is the country’s labour shortage. Brexit has put an end to the 

abundance of migrant labour. Without it, the economy will have to rely on substantial productivity 

improvements to achieve growth targets. 

Will the pound keep dropping? Given its substantial decline so far, it is tempting to believe that it 

can’t weaken further, that parity with the dollar is such a strong psychological level and unlikely to 

be breached. However, in 1972 ahead of the last great fiscal gamble, the pound traded at £2.61 only 

to depreciate to £1.59 by 1976 and to £1.07 by 1985 following the Fed’s brutal inflation beating 

monetary policy. History tells us that the pound could weaken further, especially in the current strong 

dollar environment. Meanwhile, Brexit woes continue. The bonanza of new post Brexit trade 

agreements just haven’t materialised. Existing trade deals have largely been replicated. Since leaving 

the EU, the UK has signed replicated deals with 69 countries. Only 3 new trade agreements have been 

signed. The big prize, a new trade deal with the US, has fizzled out. There are no current negotiations 

with the US, and Prime Minister Liz Truss has threatened to tear up the exit deal it negotiated with 

the EU. 

What does all this mean for investors and Overberg’s client portfolios? There is a lot of cash in 

portfolios, which has been raised over the past 12 months to position portfolios more defensively. 

The cash is currently held in US dollars. The investment companies, listed on the London Stock 

Exchange, which comprise our clients’ portfolios, are quoted in pounds but the underlying exposure 

is across global markets and asset classes and so will not be affected by the currency’s weakness. 
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Tiger Brands and AVI 

INTRODUCTION: Tiger Brands (TBS) and AVI are two remarkably similar companies, but also two quite 

different companies. Both companies are food producers rather than food retailers. TBS is the biggest 

of the two with a market capitalisation of R30 billion. AVI has a market capitalisation of R25 billion. 

Smaller companies with similar product ranges and their market capitalisations, are: RCL Foods R11 

billion, and Libstar R4 billion. 

TIGER BRANDS (TBS): TBS owns strong brand names. In baby and food products it owns Purity 

products, Albany Bakeries (bread), Crosse & Blackwell mayonnaise, Colman’s mustard, and traditional 

brands like the Koo canned fruit and Koo fruit jams ranges, and All Gold Tomato Sauce. To top it up 

TBS owns Mrs Balls Chutney, Jungle Oats and Tastic Rice. TBS owns eleven of the number one food 



 
 
brands in South Africa. TBS also diversified into a small range of personal care brands, mostly hair 

and skin care products. 

AVI: AVI owns 53 strong brand names. Popular food beverage brands include Freshpak Rooibos, South 

Africa’s best-selling Rooibos tea, the extensive range of Five Roses tea, Ellis Brown Coffee Creamer, 

and Bakers Biscuits. It owns I&J, the supplier of frozen Cape Hake and Cape Abalone. It diversified 

into personal and fashion brands. In personal brands it distributes the full Yardley range of fragrant 

sprays and beauty products. In clothing, it owns licences to distribute exclusive fashion and lifestyle 

footwear brands like Spitz, Carvella, Lacoste, Kurt Geiger, and Green Cross. It owns brands that have 

survived for centuries – Yardley was established in London in 1770. Both I&J and Bakers are more 

than 100 years old.  

RCL FOODS AND LIBSTAR: RCL, 85% owned by Remgro, owns strong brand names like Rainbow Chicken, 

Nola mayonnaise, Selati sugar, Yum Yum peanut butter and Ouma Rusks. It also owns Vector Logistics; 

the distributor of all Pick n Pay and Shoprite’s frozen foods. Libstar owns brands like Denny 

mushrooms, Lancewood cheese, Montagu Foods and produces both Robertsons spices and Cartwrights 

curry powders and spices, under licence. It also produces private label brands for Pick n Pay, Shoprite 

Checkers, Spar, Woolworths, and internationally for Aldi in Europe and Loblaws in Canada. Libstar 

produces three popular ready-to-eat products and meals for Shoprite Checkers. It also produces all 

the meat and chicken for McDonalds products. These retailers account for more than 50% of Libstar’s 

sales.  

Scale is important in the food business. When an industry is fragmented with many small players, 

consolidation can cut costs and drive profits. Merger and acquisition rumours in the food sector 

suggest that RCL and Libstar could merge. One scenario is where RCL will sell Rainbow Chicken, which 

is big enough to stand on its own legs, sell Vector Logistics, and merge its food portfolio with Libstar. 

HISTORIES: The food industry is a Fast-Moving Consumer Goods (FMCG) industry. Products have sell-

by dates. AVI’s management has a clean record, untainted by scandals. It had to close its Green Cross 

factory in Cape Town, which caused all workers to lose their jobs. The factory was unprofitable, so 

it was a financial decision. 

TBS is, unfortunately, a serial offender. The first “cereal” offense was the 2014 case when it was 

fined for fixing bread prices. In 2018 there was the listeriosis scandal – the spectre of a class action 

case against TBS has not gone away yet. Product liability insurance may not cover any or all punitive 

damages. On 7 September 2022 TBS had to recall its Purity and Elizabeth Anne baby powder products 

after traces of asbestos were found in test samples. TBS described it as a batch-specific issue. These 

events cause reputational damage, which is a pity because TBS has a top-quality product range that 

serves as a wide protective moat around the business. 

BOTTOM LINE – DO YOU BUY TBS OR AVI? Analysts are split on this question. There are analysts that 

prefer TBS. TBS is the biggest holding (11.4%) in John Biccard’s NinetyOne Value Fund. Biccard is a 

value investor. TBS trades on a PE ratio of 14.44x, a dividend yield of 5.13%, and a Price to Book (P:B) 

ratio of 1.97. The result is a Blended Multiplier of 28.45 (14.44 x 1.97), which indicates that there is 

value. TBS is ungeared. These figures indicate that TBS is reasonably priced at R178.00.  

Both Standard Bank and First National bank prefer AVI. AVI trades at a PE ratio of 13.69x, a dividend 

yield of 6.36%, and a P:B ratio of 5.09. The result is a Blended Multiplier of 69.68 (13.69 x 5.09), 

which is high, making AVI more expensive than TBS. The Blended Multiplier (BM) is a ratio developed 

by Benjamin Graham. He said the BM should never be more than 22.5. AVI has a low gearing. It is a 



 
 
steady, reliable performer. International firms noticed it. Last year Mondelez, maker of Cadbury, 

made an offer to buy AVI’s snack business. They were unsuccessful, but they managed to take AVI’s 

Chief Financial Officer with them. We own AVI in our clients’ portfolios. Critics may say AVI is a boring 

company. Warren Buffett avoids companies prone to rapid and continuous change. We just love 

simple, boring companies. 
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