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Dear Member,
Welcome to 2020.
The new decade has started with a massive wake-up call for humanity to start living more sustainably. The fact
that we need to change how and where we spend our money was evident at this year's World Economic Forum
in Davos, Switzerland, where climate change and sustainability topped the agenda for the first time.
Davos aside, recent news coverage has included the Australian bushfires, flooding in Israel, Syria,
Mozambique, Rwanda and Indonesia, the volcanic eruption in the Philippines, hundreds of earthquakes in
Puerto Rico, extreme cold weather in parts of Europe, and the malaria epidemic in Burundi, with more than
50% of the population now infected. Added to that, the worst locust plague in decades is destroying crops
and threatening food security. In all these natural disasters, climate change or global warming has been cited
as a contributing factor.
In South Africa, retirement funds are required to assess the sustainability of their assets by considering any
factor which may materially affect sustainable long-term performance, especially factors of an environmental,
social, and governance character – the ESG criteria. Resilient and well-constructed portfolios are essential to
achieving long-term investment goals and calls for remaining abreast of important and evolving investment
issues.
Investors increasingly expect more than mere returns, wanting their money to also benefit the greater good,
and funds and strategies integrating ethical considerations are rapidly increasing. But when it comes to
choosing between ethical investment options, it’s worth noting the differences between three investment
styles:
Environmental, social, and governance (ESG) consider a company's environmental, social and governance
practices, alongside more traditional financial measures. Although there's a definite social responsibility
component, the driving factor is still financial performance.
Socially responsible investing (SRI) is more discerning than ESG in the sense that investments are eliminated
or chosen based on specific ethical guidelines (motivated by religion, personal values or political beliefs). For
example, an investor might avoid a fund engaged in the production of firearms, due to anti-conflict
convictions; and rather opt for a company contributing to a humanitarian cause. Profit is still important, but it's
always balanced against principles.
Impact investing (also called thematic investing) enables businesses or organisations to become involved with
projects and programmes that benefit society. These investments must have a positive impact and ultimately,
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there are set goals that benefit society or the environment. A good example is an investment in a non-profit
that works towards developing clean energy.
Investment concepts and products in this field are increasingly complex though, which highlights the need for
advisors to be well informed. Read Investopedia’s full report about ethical investing here.
We’ve also included the following articles in our third newsletter:
– Focussing on financial sustainability in retirement, Prescient’s Niki Giles, Head of Product and Investor
Services, considers the advantages for savers of retirement annuities, particularly from a tax perspective.
– Prescient's views on the domestic and global economic outlook as at 31 January 2020.
We hope you enjoy this edition.
Kind regards

Helena
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Retirement Annuity Funds
WHY SAVE MORE?

NIKI GILES
Head of Product and Investor Services

December is behind us, 2020 is underway and, if you are a little like me, most of the good intentions I had
when I made my New Year’s resolutions have already failed. But I still have time to keep one of them and that
is to top up my retirement annuity savings before the end of February.
Why this resolution? Well, apart from the fact that saving for the future should be everyone’s goal, I want to
ensure that how I save is done in the most tax-efficient manner possible.
Tax Benefits
The South African government has several tax incentives in place to encourage its taxpayers to save for their
retirement. So, we should take advantage of these if we can.
Firstly, there is an annual tax-deductible allowance on contributions made to a recognised retirement savings
vehicle. Currently the allowance is 27.5% of your taxable income or remuneration, up to a maximum annual
amount of R350,000. Therefore, I need to do some calculations to ensure that before the end of the tax year
in February I know exactly how much I have already contributed to retirement savings, and then make my top
up.
Most people who are in formal employment make some contribution to an employer-related retirement fund,
but generally the contributions are less than the 27.5% tax allowance. So, find out what you and your employer
are contributing through your compulsory contributions and then see what is left of your allowance. For
instance, if you are contributing 7.5% and your employer a further 7.5% then you still have 12.5% that you can
contribute, bearing in mind the maximum of R350,000.
Secondly, any growth on investments within the retirement fund is tax exempt. Which means no tax is paid
on dividends, interest or capital gains earned on your retirement savings. This means that the compound
interest effect on your investments is even bigger as the returns you earn on your initial investment and the
returns on those returns, don’t attract any tax.
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Other Benefits
Saving via a retirement annuity fund protects you against yourself. That’s a strange benefit I know, but
unfortunately many South Africans don’t have enough money saved up for retirement and one of the reasons
for this is that people often cash in their retirement savings when they move employment. However, in a
retirement annuity fund, you are unable to access your savings until you reach the age of 55, which means that
your savings have time to grow.
Most retirement annuity funds allow you to invest your money across a wide variety of investment manager
products. This means that you have choice in allocating your savings, considering active management style
preferences or the use of passively managed portfolios. But because of a regulatory requirement, referred to
in the industry as Regulation 28, your money is invested within a diversified framework. Although some people
would prefer to not be restricted by this regulation and invest all their money in equity or offshore, the intention
of Regulation 28 is to protect investors from the effects of poorly diversified investment portfolios by limiting
the maximum exposure to some of the more risky asset classes.
For estate planning purposes, benefits received from a retirement annuity fund are paid outside of your estate
and are not accessible to creditors. So, by saving in a retirement annuity fund you can take care of those
closest to you on your death.
Call to Action
Remember the allowance is an annual allowance. It resets after the end of February each year, and once that
date is passed you can’t go back and make use of it. So, don’t wait for the last week in February. Take the
time now to calculate how much of your allowance you still have left, and then look at what savings you have
available to either start your retirement annuity investment or top up your existing one.
First time savers looking for a retirement annuity fund can access the Prescient Retirement Annuity Fund by
completing a manual application form available for download here, or by investing online via the Invest Now
tab on the Prescient website. If you are already a member of the Prescient Retirement Annuity Fund and would
like to make an additional contribution, you can complete the additional contribution form available for
download here or email retirement@prescient.co.za for further assistance.
To take advantage of your 2020 tax allowance, your fully completed application form along with all the required
documents must be sent to us before 11h00 on Friday 28 February 2020. In addition, the money also needs to
reflect in our bank account by that date. Please note that if you request us to collect the money from your
account, we need to receive the instruction by 11h00 on Thursday 27 February 2020.
But you don’t need to wait until the end of February 2020 to send us your application form. Avoid the rush and
invest now!
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A mixed start to the new decade as an
ELEMENT OF RISK AVERSION CREPT INTO
MARKETS

Nicholas Kinghorn, cfa
Product Manager at Prescient Investment Management
January 2020

Positive sentiment created in January
Global markets were quick off the blocks at the start of the new year and optimism surrounding the Phase One
trade deal between the US and China did not disappoint. Adding to risk-on sentiment and the strong start to
2020 was when the Fed expanded their balance sheet in December, which added decent liquidity to markets
and a hunger for risk taking. Focusing on the Phase One trade deal, this put an end to two years of uncertainty,
although the strength of global stock market performance over the period might suggest otherwise. US
President Donald Trump was quick to declare victory, saying: “Together, we are righting the wrongs of the
past and delivering a future of economic justice and security for American workers, farmers and families."
Unfortunately, his comment ignores the damage caused by the trade war over the period, as well as the fact
that the deal does not fit in with what Trump was trying to achieve two years ago when he declared the trade
war.
For the time being, the deal brings clarity and an element of confidence to small US businesses and farmers,
which of course fits in very well with Trump’s upcoming election campaign, considering that he faces damning
evidence in his impeachment trial. The MSCI World Index fell by -2.21% in the first month of 2020, of which
the S&P 500 and the DAX Indices lost by -0.16% and -0.69% respectively.
Demand for risky assets also rose at one point last month, on the back of Chinese GDP growth data, which is
the world’s second-biggest economy. Despite the figure remaining at a 29-year low, market practitioners were
more focussed on the fact that growth stabilised there, and therefore took a positive stance on growth
prospects. Moreover, business confidence is expected to rise with the signing of the Phase One deal, which
should be promising for growth prospects in China – as well as for the rest of the world. Therefore, global
investors who were sitting on the side lines waiting for more clarity had decent cash piles to plough into the
equity market last month.
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Nervousness and market jitters
As the saying goes, markets never move in a straight line and last month’s news cycle was a good example of
this. While market practitioners were still digesting the good news after getting into the groove of the new
year, uncertainty in the Middle East rose significantly when President Trump authorised a drone strike in Iraq,
which killed Major General Qassem Soleimani – head of Iran’s Quds Force, an elite unit within the country’s
Islamic Revolutionary Guards Corps. Iran thereafter vowed revenge. The price of oil and gold shot up in
response as a heavier weight was being placed on an all-out war between the US and Iran. It also started a
political clash in the US, where the Democrat-led Congress said they’d move ahead in trying to limit President
Trump’s war-making authority. Meanwhile, Republicans on the whole praised the president for his actions,
which will most definitely spark a debate over his war-making authority going forward. Then, as the
confrontation between Iran and the US was reaching fever pitch, both sides came to their senses and appeared
to back away from further confrontation. Unfortunately, after Iran fired missiles on US targets in Iraq, a Ukrainian
passenger jet was caught in the cross-fire when Iran mistakenly fired two missiles at it and shot it down. With
no survivors and the majority of the passengers on the doomed flight being Canadian, Iran went from the
frying pan into the fire as far as the international community is concerned. Terror threat levels in many Western
nations were revised and made higher.

Coronavirus China added to the woes
The rapid spread of the coronavirus outbreak in China added to market jitters and the death toll resulting from
this acute respiratory virus rose exponentially, with a massive rise in confirmed infections. The virus first
surfaced in Wuhan city, the capital of China’s Hubei province. Due to the rapid escalation of the crisis, Wuhan
and two additional surrounding cities were placed on lockdown.
Travel restrictions were put in place for other Chinese cities, with many global airlines also pausing their flights
to the region. The Chinese New Year, with festivities set to continue for fifteen days, made things even trickier.
The virus has and will continue to undoubtedly put a dampener on this as the world’s second-largest economy
enters the Year of the Rat. Meanwhile, cases of the virus have also been reported in South Korea, Taiwan,
Japan and Hong Kong, as well as in the US and Germany.
The first death outside of China was reported in the Philippines as was the first case of person to person
transmission in the US. The World Health Organization, who initially did not declare a global emergency,
changed their stance as cases were being reported left, right and centre outside of China. Their primary
concern is the spread of the virus to countries with less developed health systems.
The Shanghai Composite Index sold off significantly on the back of the outbreak and ended -2.41% in the red
(worth remembering, the Chinese equity market was close for the last week of the month so chances are high
that it will reopen significantly lower on the 3rd of February).
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Moderately overweight allocation to US Equities
All of the valuation metrics tracking the S&P 500 Index pointed to overbought territory, which was a worrying
sign for the asset class. On the other hand, the Citi Economic Surprise Index was high and rising, and this is
promising as it means that in all likelihood, the US economic growth could surprise on the upside. To this end,
liquidity was of no concern as Fed monetary policy should remain loose for the foreseeable future, which is
another good sign for risk appetite and US equities
On the sentiment front, the trade war and
President Trump’s recent deglobalisation
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business sentiment negative and consumer sentiment positive, Sentiment on the whole was neutral. Adding
two positives for Economics and Financial Conditions and a negative for Value resulted in the moderate
overweight allocation, which worked according to plan.

Strong Underweight allocation to US bonds
A quick comparison of US real yields to their historical levels still hints that there is negligible Value on offer
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financial market stress. Sentiment was also in no man’s land here. With a neutral and three negative flags for
Value, Economics and Financial Conditions, the end result was the strong underweight allocation.
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World Economic Forum in Davos and a lack of consensus on global warming
At the World Economic Forum in Davos last month, the theme was “Stakeholders for a Cohesive and
Sustainable World”. Climate change was thus a key topic, which meant that the 17-year-old Swedish climate
campaigner Greta Thunberg also attended. The main demand she made on businesses and politicians was to
halt investments in fossil fuel exploration and extraction. At one point, German Chancellor Angela Merkel
agreed, when she called on global leaders to work together and fight global warming. She added that they
need to take the views of the concerned youth (Thunberg being one of them) very seriously. Unfortunately,
the same rhetoric wasn’t shared by US Treasury Secretary Steven Mnuchin, who questioned whether Thunberg
was qualified enough on the topic, and suggested that she should instead study it at college. President Trump
made similar comments when he downplayed forward-thinking environmental concerns.

Brexit is officially a thing of the past
To the cheers of some and the dismay of others, the UK formally left the EU on Friday, 31 January at 11pm. In
his speech, Prime Minister Boris Johnson said it was a great moment in the UK’s history, adding that it was a
time for hope and opportunity for the UK, and a chance for the nation to come together. The move
automatically places the UK in an eleven-month transition period until the end of 2020. During this time, the
UK must still make periodic payments to the EU and abide by its laws. However, they’ll be allowed to hold
formal trade negotiations with other countries, like the US and Australia, which wasn’t allowed before. On the
other hand, they will have to wait until next year to strike any deals, as this is forbidden in EU law, which the
UK must still comply with. Nonetheless, the UK’s top priority on the trade front will be to strike a deal with the
EU.
Moreover, Prime Minister Johnson will no longer need to attend EU summits, unless he is specifically invited.
Similarly, UK Members of Parliament lose their seats in the EU Parliament. With the best part of Brexit’s
uncertainty hopefully behind them, the UK public can now hope that their politicians will be focussing on
domestic issues. After trading higher for a large portion of January, the resource-heavy FTSE 100 Index ended
-3.95% lower, as coronavirus concerns in China slowed production there, and hence the demand for resources.
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Neutral allocation to EU Equities
It is no surprise that EU equities still showed no Value on offer. The following chart below shows the Prescient
Economic Indicator for the EU, which is downward sloping and negative – a bad sign from an Economics
perspective. However, when using the
German Bund as a proxy for EU bonds

Prescient Economic Indicator: European Union
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Apart from this, current credit spreads in

the EU are below their long-term average level, while the European Central Bank is still very much deemed as
accommodative. At the same time, both EU business and consumer sentiment remained in cautious territory.
The end result was a negative flag for Sentiment and Value being met with two promising flags from Economics
and Financial Conditions.

Moderate underweight allocation to EU Bonds
The negative Sentiment under EU equities had the opposite impact for deemed safer EU bonds. That is as
good as it got for the asset type, as all
three of the other factors flagged as

20
0
-20
-40
-60
-80
-100
-120
-140

cautionary. To this end, the relative yield
on EU bonds was inferior compared to its
developed market counterparts, which
was bad on the Value front. Much the

Dec 18

Dec 16

Dec 14

Dec 12

Dec 10

Dec 08

Dec 06

Dec 04

Dec 02

Dec 00

same, the strength of the EU jobs market
Dec 98

Spread (bps)

Cross Currency Basis

(similar to that in the US) favoured risktaking to the detriment of EU bonds. Last
but not least, the loose monetary policy for
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staying on the same point, so did the Cross-Currency basis, which can be seen to the left. The cross-currency
basis describes the basis spread added to Libor when the US dollar is funded via foreign exchange swaps
using the Euro as a funding currency. A widening of the spread is usually driven by a shortage of US Dollars in
the market. This could be a result of a few factors, like a divergent central bank policy, the reduced appetite
for market making from global banks, but it will mainly be driven by an increased demand for the US dollars
resulting from a more cautious stance from global investors. This is not currently the case as the spread has
been contracting, showing no shortage of US dollars in the market and therefore no liquidity concerns.
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Shambles at Eskom, but is there a cloud with silver lining?
Eskom continued with load shedding in January, which knocked an already weak sentiment. SA desperately
needs growth and electricity outages have quite the opposite effect. Breakdowns were reported at Eskom last
month, which quickly sapped their emergency reserves and caused load shedding. Inadequate maintenance
over a number of years has meant the system will remain at risk for unplanned outages for some time to come.
In other news, it was reported that the African National Congress (ANC) supports allowing municipalities to
get their electricity supply directly from independent power producers (IPP). This will allow companies to
obtain electricity away from the struggling Eskom and generally expand the IPP programme. It’s a vital political
step to hopefully boost SA’s GDP growth down the line, although nothing is clear-cut – obstacles remain in
the way of SA’s GDP growth to levels where a downgrade risk is no longer a factor. So yes, this is potentially
the cloud with a silver lining; but for now, it’s still far away on the horizon.

Worrying outlook from both Moody’s and the International Monetary Fund
The International Monetary Fund (IMF) increased its global growth forecast for this year to 3.3% from 2.9%, as
previously expected. Unfortunately, their growth expectations for SA did not follow suit. As such, SA’s GDP
growth forecasts changed to only 0.8% from 1.1% for this year. The IMF based these revisions on ongoing
structural constraints and deteriorating public finances, which are having the knock-on effect of holding back
business confidence and private investment.
Moody’s also released a report on their outlook for this year. The report referred to policy inertia resulting in
fiscal challenges for SA. They also noted the high unemployment rate, income inequality and political
challenges – all standing in the way of much-needed growth. With the release of this report, chances increase
that SA’s sovereign debt gets downgraded to junk status at the next review on 27 March. Let’s not forget that
a downgrade can occur any time before that, so the focus will definitely be on the Budget Speech later in
February.

Surprise cut in interest rates
The Monetary Policy Committee (MPC) met for the first time in 2020 where members unanimously voted to
cut the interest rate by 0.25% to 6.25%. This caught markets off guard to some extent as polls were suggesting
that rates would remain on hold. The decisions to cut was based on lower growth and inflation forecasts.
Moreover, as far as Q4 2019 GDP growth is concerned, the SARB expects growth to move into positive territory
despite the weak prints thus far.
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Moderate overweight allocation to SA Equities
Conflicting signals were in place for Value. As such, the Price to Earnings and Price to Sales Ratios of the JSE
All Share Index was still in overvalued territory. However, promising signs began to show for the Price to Book
Value Ratio and the Earning Yields vs
developed market counterparts. The chart
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returned positive signals. As alluded to above, Sentiment in SA was and has been in the doldrums and January
was no exception. A neutral for Value, cautionary for Sentiment, and positives for both Economics and
Financial Conditions resulted in the overweight.

Moderate overweight allocation to SA Bonds
The real yield offered on SA bonds is still decent compared to those available in the developed world. Staying
with Value, the Currency Risk Premium on SA bonds is wide compared to emerging market peers. This
indicates a sufficient compensation for
taking on the currency risk involved in

Emerging Markets Bond Valuation
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buying SA government bonds, which is
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remained in negative territory. On the whole, positive flags for Value and Economics and a negative and
neutral for Sentiment and Financial Conditions respectively culminated in the moderate overweight allocation.
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Final thought
The coronavirus outbreak in China is getting a lot of attention and should continue to dominate the news. It is
a very serious situation and likely to get worse – with a rising death toll and infection rate – before it gets
better. For now, it seems that everyone in China is united in trying to limit its spread. While the Chinese New
Year normally results in a slowdown as companies close for the break, the virus would only stand to exasperate
this with schools and businesses likely to stay closed for longer while the Chinese population attempts to stay
healthy. So, with limited shopping, eating out and tourism, and with companies most likely delaying their
spending and manufacturing, economic data releases for the first quarter should be disappointing. We will be
on the lookout for any signs that the spread of the virus is decreasing. When this eventually happens, fear as
an emotion will disappear and Chinese people and companies will be left with a lot of cash to spend. This
surge in buying and activity poses a good buying opportunity. Looking back to 2003 when the SARS virus
spread like wildfire, it only took a few months for markets to break into new all-time high levels. All seems calm
as far as the trade war is concerned, but let’s not forget that there are still tariffs in place on Chinese imports
into the US, which is unlikely to escalate to the satisfaction of global markets. Any surprising news about this
topic could be a source of volatility, although with the US elections looming, this is unlikely for now.
Speaking of which, the US elections in November is another source of volatility in global markets. The
Democratic Party will choose their candidate towards the middle of this year. This candidate will then take on
President Trump in a bid for the highest office. If the Democratic Party’s candidate is deemed to be market
unfriendly, a sell-off could easily follow. To this end, the run-up to them selecting their candidate will see polls
changing as each candidate delivers their election pledge. Meanwhile, President Trump’s impeachment
charges is another source of uncertainty, which we will monitor Moderate overweight allocation to SA Bonds
Final thought Page l 8 closely. For now, with the majority of the Senate being Republican, the base case is that
Trump will survive the charges against him, even though it would seem his dealings with the Ukrainian
President were below board. This is because an impeachment charge is political, instead of a legal process.
Additionally, polls would suggest that the Democrats will nominate a market-friendly candidate to take on
Trump, but that Trump will remain the US president in November.
State-Owned Enterprises (SOE) will remain in the headlines domestically, and so will load shedding. In an
effort to minimise the impact load shedding has on GDP growth, government officials and the private sector
could work together to figure out the best time for businesses to be faced with electricity outages, which
would minimise the adverse impact on them and hence GDP growth. As for Moody’s, it would seem the lack
of manoeuvrability at SOE’s to lower their work force is making it difficult to allow them to become less
burdensome on the SA fiscus. Moody’s cannot issue any more warnings and the Budget Speech in February
will be extremely closely watched. For now, it looks like the writing is on the wall and that they will be
downgrading SA debt. As always, we will place risk management at the forefront of our investment decisions
in our quest to deliver superior risk-adjusted returns.
The Prescient Economic Indicator (PEI) is estimated by statistical models that filter the noise from a wide range of daily macroeconomic data releases. It thereby extracts one single
number that reflects the state of the overall economy at any point in time. This allows us to have a daily estimate of the current economic environment across the globe. The indicator
is constructed from roughly 50 – 100 individual economic variables for each country, including hard numbers like retail sales, manufacturing, industrial production, electricity
consumption, employment, etc.; and soft survey data like PMIs, consumer sentiment, investor sentiment, etc. The benefit of this approach is that we avoid overreacting to individual
data releases, and rather put each data release into a broader context which reflects the overall trend of the economy.
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DISCLAIMER
The Prescient Umbrella Funds, Preservation Funds and Retirement Annuity Fund (“the Funds”) are registered
with the Financial Services Conduct Authority and approved by the South African Revenue Services for tax
purposes. The Funds are administered by Prescient Fund Services (Pty) Ltd (Reg. No: 1998/023727/07,
“Prescient Fund Services”). Prescient Fund Services is an approved retirement benefits administrator (Licence
No: 765) under section 13B of Pension Funds Act, 24 of 1956 and an authorised Financial Services Provider
(Licence No: 43191) under the Financial Advisory and Intermediary Services Act, 37 of 2002. This document
was written by Prescient Fund Services for information purposes only and does not constitute advice or a
solicitation for investments. It is subject to copyright and may not be altered, copied or reproduced in whole
or in part without the written permission of Prescient Fund Services. The Funds and their trustees, and / or
Prescient Fund Services cannot be held liable for damages or loss suffered as a result of any action taken based
on the information in this document.

CONTACT DETAILS
If you would like to contact us, please email ebadmin@prescient.co.za.
Physical address: Prescient House, Westlake Business Park, Otto Close, Westlake, 7945
Postal address: PO Box 31142, Tokai 7966
Telephone number: +27 21 700 3600
Website: www.prescient.co.za
14

