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1. QUICK VIEW
• The most recent print of 5.4% US Inflation remains stubbornly
high, although a deep-dive analysis by Prescient gives us a
degree of comfort that it should get pulled back to the longterm Fed target of 2% through time.
• Cracks have begun to emerge in a global economy running on
borrowed time as economic surprises continue to disappoint.

Bastian Teichgreeber
Chief Investment Officer

• With a rollout of COVID-19 vaccinations and another level 4
lockdown seemingly having tamed the 3rd wave in SA, the
focus now turns to the US, where the new Delta variant is
gaining momentum.
• South African equities are being torn in two directions, with
geopolitical unrest rattling the likes of Tencent and pulling
Naspers down, while at the same time massive earnings prints
coming through from the mining sector pulling up the market.
The net result seems to spell calm on the surface with
simmering waters beneath.

Rupert Hare
Co-Head of Multi-Asset
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2. GLOBAL MACROECONOMICS
The global economy is running hot; although this time, unlike normal overheating economies, this is
mainly by design, using fiscal and monetary policy intervention. The new known unknown is how this
regime will unwind, and whether the fine line between stimulus becoming a necessary intravenous drip
to keep the global economy afloat in perpetuity or a carefully executed removal of stimulus can leave the
economy in a space where it can fend for itself through a new growth cycle. We’ve been here before, and
not all too long ago. Arguably, the stimulatory intravenous drip was never removed post-GFC. The key
now is to keep a finger on that pulse and watch for any tell-tale signs of what regulators plan to do.
One key metric we track is Citi Group’s Economic Surprise Index, which tracks actual hard data prints in
relation to analysts’ expectations. It has been a textbook story in the more recent past, with analysts slow
to update their assumptions through COVID-19 and then too pessimistic during the COVID-19 recovery,
largely underestimating the effects of more aggressive stimulus policy than post-GFC. Since then, those
surprises have gradually returned to zero. In other words, hard data prints are coming out in line with
analysts’ expectations. The thing to watch for now is whether this trend continues and data starts to
print well below analysts’ expectations. For us, the key is to model the change in expectations, with a
downward slope indicating a more rocky road to come. We continue to keep a keen eye on this as one of
the key metrics that gauge’s the temperature of the global economy.
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OUR SYSTEMATIC VIEW ON GLOBAL MARKETS
The asset class views remain unchanged since last month’s update; which mirrors the current state
of affairs around the world. In general, not much has changed of late – rates are still low, monetary
stimulus continues to flow, COVID-19 flareups are stubbornly popping up, even in developed markets
(most recently in Australia and the US) and, in contrast to the Trump/Zuma era, we are now in a relatively
mundane political environment.
South African assets remain generally bullish, with strong value cases for both nominal and inflationlinked bonds – both versus developed markets and emerging markets. On top of that, all major currency
pairs remain overweight the US dollar while US bonds remain underweight. The downward pressure on
US bond yields continues against the US dollar as the Fed continues to prop up the market, but the key
now will be the timing on when the buying pressure abates.
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UNPACKING OUR VIEW ON SA EQUITIES
WHERE WE CURRENTLY STAND
Neutral

t
ra
de

Mo
de
rat
e

Ov
er
we
ig

Strong

eight
verw

gO
on
Str

Und
erw
eig
ht

M
o

ht
eig
rw
de
n
U
e

ht

As we have progressed through earnings
season, the large resource companies
have been printing massive improvements
in bottom line profits and dividends to
shareholders. This has translated into a
marginal improvement in metrics such
as the price to earnings ratio and relative
earnings yield versus the MSCI World. At
the same time, financial conditions remain
supportive, and economics – a proxy for
forward-looking growth expectations –
remains strong.

There certainly is a bull case for South African equities if they can maintain this positive growth in
earnings to improve the value case and provide an attractive profile for investors when yields on cash and
near-cash are so low.
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We remain on the lookout for the variables that change quickly and could prove risky towards this bullish
thesis. Prime examples are metrics like credit spreads, funding pressure and cross-currency basis. Should
these variables, which are priced on an intraday basis, turn, they would do so quickly and the model
would retreat towards a more bearish stance – assuming nothing else changes.

LOOKING AHEAD: RISKS TO OUR VIEWS
DELTA VARIANT’S RIPPLE EFFECTS AROUND THE WORLD
Worries over the effects of the new Delta variant and a new level of complacency amongst global citizens
have begun to cause small but significant selloffs in the markets. Whilst these have quickly rebounded,
they do show a heightened level of volatility among investors. Looking at the data on infection growth
per million, it’s evident that South Africa is coming out of the third wave. Markets are being moved by the
US entering what will be its fifth wave of infections (albeit at a lower mortality rate for those vaccinated).
This could cause another round of lockdowns, prompt additional stimulus measures that are waning in
effectiveness, and result in a more sombre outlook for global growth.
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INFLATION: PERSISTENT OR TRANSITORY?
Last month we noted that the theme of transitory inflation had come onto our radar – not least because
of how often financial media outlets have been making use of the phrase. There has been intense debate
as to whether a) inflation is indeed transitory and b) what the effects of continuously high inflation prints
will have on Fed policy and the broader US economy. For the moment, we would like to focus on the first
of those two points.
In contrast to many interviews you may have seen or opinion pieces you may have read, we will focus on
the numbers. The results of a recent in-house research project at Prescient have shown that, while many
components of US inflation remained largely range-bound recently, new and used motor vehicles sales
have been the primary culprit for the recent outlier in US inflationary prints adding a whopping 1.5% to
the overall number versus their normal level of 0.1%. There are multiple possible explanations for this,
including base effects, supply-side shortages, and heightened demand as the economy came back online
and consumers began to spend the free money they received in the post. Regardless, we believe that this
component, at least, will be transitory, although it could take up to six months to revert to normal levels.

Transitory inflation
Other goods and services
Education and Communication
Recreation
Medical care
Intracity transportation
Other intercity transportation
Airline fares
Motor vehicle fees
Motor vehicle insurance
Motor vehicle maintenance and repair
Motor fuel
New and used motor vehicles
Apparel
Household furnishings and operations
Water and sewer and trash collection…
Household energy
Shelter
Alcoholic beverages
Food away from home
Food at home
0.0%

0.4%

0.8%

1.2%

1.6%

Percentage contribution

Source: Prescient Investment Management, US Fed (as at 31 July 2021)

AUGUST 2021

06

MULTI-ASSET MONTHLY COMMENTARY

BRINGING IT ALL TOGETHER
While we remain bullish on South African asset classes for varied reasons (primarily the value offered by
bonds and stimulus measures buoying equities), we are always cognizant of risks on the radar and rely
on the data to pick up these events where possible and to mitigate their impact. We never expect to
time a peak or a trough to perfection; that would truly be investment nirvana, but we do believe that we
can gain an edge over a discretionary strategy by relying on our scientific analysis of massive amounts
of data. By not picking stocks, our analysts can focus their time on improving the process, coming up
with indicators that take our strategies ever closer to that nirvana and making use of methods that limit
downside risk. While inflation, COVID-19 and growth may be at the centre of global investors’ minds, the
story of how Chinese policy has affected Tencent and, in turn, Naspers versus the massive rebound in
resource stocks on the JSE has been the focus of SA investors. We remain comforted that Prescient’s
multi-asset funds have robust indicator sets that cover the macroeconomic issues and diversification that
limits single stock risk, allowing us to focus on the bigger picture. As always, we remain guided by science
and informed by insight.

This document is for information purposes only and does not constitute or form part of any offer to issue or sell, or any solicitation of any
offer to subscribe for, or purchase, any particular investments. Opinions expressed in this document may be changed without notice at any
time after publication. We therefore disclaim any liability for any loss, liability, damage (whether direct or consequential) or expense of any
nature whatsoever which may be suffered as a result of, or which may be attributable directly or indirectly to the use of or reliance upon
the information. Please note that there are risks involved in buying or selling any financial product, and past performance of a financial
product is not necessarily indicative of the future performance. The value of financial products can increase as well as decrease over time,
depending on the value of the underlying securities and market conditions. While reasonable steps are taken to ensure the accuracy and
integrity of the information contained herein, Prescient accepts no liability or responsibility whatsoever if any information is, for whatever
reason, incorrect. Prescient further accepts no responsibility for any loss or damage that may arise from reliance on information
contained herein.
Prescient Investment Management (Pty) Ltd, Registration number: 1998/023640/07 is an authorised financial services provider (FSP 612)
under the Financial Advisory and Intermediary Services Act (No.37 of 2002), to act in the capacity as investment manager. This information
is not advice, as defined in the Financial Advisory and Intermediary Services Act (No.37 of 2002).
Collective Investment Schemes in Securities (CIS) should be considered as medium to long-term investments. The value may go up as well
as down and past performance is not necessarily a guide to future performance. CISs are traded at the ruling price and can engage in scrip
lending and borrowing. A CIS may be closed to new investors in order for it to be managed more efficiently in accordance with its mandate.
Performance has been calculated using net NAV to NAV numbers with income reinvested. There is no guarantee in respect of capital or
returns in a portfolio. Prescient Management Company (RF) (Pty) Ltd is registered and approved under the Collective Investment Schemes
Control Act (No.45 of 2002). For any additional information such as fund prices, fees, brochures, minimum disclosure documents and
application forms, please visit www.prescient.co.za.
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