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1. QUICK VIEW

• Russia has invaded Ukraine, placing Europe at risk of 
an extended geopolitical war

• Oil prices soar to new highs, and U.S. CPI continues  
to run high

• Finance minister delivers annual Budget Speech, with 
a relaxation on offshore allowances for pension funds

2. GLOBAL MACROECONOMICS

Last month, Vladimir Putin declared a “special military 
operation” with the goal of demilitarising Eastern Ukraine. 
This soon progressed to full-scale missile attacks across 
major Ukrainian cities, including the capital Kyiv. Investors 
fled to safety as the MSCI World Index dropped to its 
lowest level since April 2021, and the price of gold jumped 
to over $2000/ounce. 

This year, there had already been concerns about OPEC+ 
missing the oil production target of 400 000 barrels a 
day, which sent the oil price to regions close to $100/
barrel. After Putin’s declaration, the price of Brent crude 
surged above $100 a barrel due to additional concerns 
concerning production disruptions in Russia. Russia 
supplies around 10% of global oil production. Natural 
gas prices increased more than 40% (Europe depends 
on Russia for 40% of their natural gas supply). The fear 
is that oil and gas prices will remain elevated, which puts 
further pressure on inflation. 

MULTI-ASSET  
MONTHLY COMMENTARY
MARCH 2022

Rupert Hare

Co-Head of Multi-Asset

Bastian Teichgreeber

Chief Investment Officer

Shriya Roy

Quantitative Analyst



02

MULTI-ASSET MONTHLY COMMENTARY

MARCH 2022

The U.S., in addition to other European countries and Japan, has imposed sanctions on Russia and 
President Joe Biden stated that “Putin chose this war and now he and his country will bear the 
consequences”. This will ultimately hinder Russia’s ability to conduct trade in dollars and other safe-haven 
currencies. Some Russian banks have been blocked from the SWIFT global payments system, which could 
negatively affect exports. The Russian rouble plummeted more than 30% versus the greenback, and 
the central bank of Russia announced a double increase in the key interest rate to 20%. The situation in 
Ukraine is rapidly escalating.

In January this year, U.S. consumer inflation beat expectations again and came in at 7.5%, a 0.6% 
increase from December 2021. This is history in the making, as it is the highest recorded number 
since February 1982. Core inflation, which excludes fuel and energy prices, increased to 6%, beating 
expectations of 5.9%. This solidified the expectation that the Fed would hike interest rates in March 
this year. Initially, the market was pricing in aggressive rate hikes at the end of January. However, with 
recent developments in the Ukraine invasion, the expected degree to which the Fed will hike is slightly 
less aggressive. If there are severe global economic slowdowns because of the Ukraine invasion, the Fed 
will need to seriously assess the effects of the rate hikes on the economy. The market has changed its 
expectation from a 0.5% hike to a 0.25% hike in March. 

Closer to home, South African consumer inflation slowed from 5.9% in December to 5.7% in January.  
The main contributor to this decline from the previous month was the declining transport costs category. 
The S.A. Reserve Bank’s target inflation rate is between 3% and 6%, and the latest print sits right near 
the top end of that band.

President Cyril Ramaphosa delivered the State of the Nation Address at the beginning of last month. 
He declared the intention to end the national state of disaster, and thus almost all COVID-19 lockdown 
restrictions have been lifted. The social relief of distress grant programme has also been extended to 
March 2023. There was a specific focus on unemployment. To create more local jobs (about 130 000), 
the government seeks to streamline regulations to industrialise cannabis and hemp. Ramaphosa also 
stated the key task is to create conditions for the private sector to grow, as about 80% of those employed 
work in the private sector. In addition to that, a new loan guarantee scheme is being introduced to 
allow small businesses to recover from the COVID-19 pandemic and July 2021 unrest. He emphasised 
that the number of regulations in the country that enable businesses to grow and create employment 
opportunities is too high; therefore, there is a working strategy to reduce the “red tape”. With load 
shedding persisting and hindering the economy’s growth, new energy-generating projects will be rolled 
out over the next few years. This includes over 500 MW from the remaining projects in Bid Window 4 
of the renewable energy programme and 2,600 MW from Bid Window 5. An important statement with 
regards to the July 2021 unrest was made. Ramaphosa stated that the “government’s initial handling 
of the July 2021 events was inept, police operational planning was poor, there was poor coordination 
between the state security and intelligence services, and police are not always embedded in the 
communities they serve.” To address this, the first step the government is taking is to fill critical vacancies 
and address the positions suspended by the State Security Agency and Crime Intelligence. 
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Finance Minister Enoch Gondwana also delivered the annual Budget Speech. The fiscal position has 
improved, given that tax collections have been higher than expected. The expected tax revenue for 
2021/22 is R1.55 trillion, R182 billion higher than last year’s estimates. The increase was said to be driven 
by higher commodity prices. On the other hand, government debt was recorded at R4.3 trillion and is 
expected to rise to R5.4 trillion over the medium term. The goal is to reduce the deficit and stabilise 
the debt. Projections of the consolidated budget deficit showed a decline from 5.7% of GDP in 2021/22 
to 4.2% of GDP in 2024/25. There is also an expectation of a primary fiscal surplus by 2023/24. The 
corporate tax rate was dropped from 28% to 27%. Changes to Regulation 28 of the Pension Funds Act 
that increase the infrastructure investment allowance is set to be gazetted in March 2022. There has also 
been a proposal to restructure the retirement system to allow greater preservation and partial access to 
funds. This will, of course, be at the discretion of the fund’s trustees.

Looking ahead locally, investors will turn their attention to the SARB meeting in March, when the second 
interest rate will be announced. Globally, the Federal Open Market Committee (FOMC) is due to meet in 
March and will announce forward guidance on interest rates. However, the big question on everyone’s 
mind is whether the geopolitical tensions will intensify. 

OUR SYSTEMATIC VIEW ON GLOBAL MARKETS

As the first quarter comes to an end, the question is: Can the performance of asset classes recover some 
of the losses they may have experienced? Our models continue to adjust to new information received and 
give us a game plan through this market uncertainty.

Strong Underweight Moderate Underweight Neutral Moderate Overweight Strong Overweight

Equities

South Africa Overweight

United States Underweight Neutral

European Union Overweight

Emerging Markets Overweight

DM Small Caps Overweight

EM Small Caps Overweight

Bonds

South Africa Overweight

United States Underweight

European Union Underweight

EM (USD) Neutral Overweight

EM (Local) Overweight

Credit

South Africa Neutral Overweight

DM Investment Grade Overweight

DM High Yield Neutral

EM (USD) Neutral
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Strong Underweight Moderate Underweight Neutral Moderate Overweight Strong Overweight

Real Assets

SA Property Overweight

SA Preference Shares Neutral

SA ILBs Overweight

DM Property Neutral

FX

Euro Overweight

British Pound Overweight

Japanese Yen Overweight

SA Rand Overweight

USD-denominated Emerging Market bonds have shifted from neutral to moderate overweight. The main 
contributors to the shift were investor sentiment and relative yield moves. Overall sentiment has turned 
positive, driven by the Investor Sentiment Indicator moving from neutral to moderately positive. The 
Investor Sentiment Indicator measures the broader market sentiment – the higher the indicator, the 
higher the perceived risk. A higher level would favour riskier assets, thus being positive for Emerging 
Market bonds.

Moving on to currencies, the pound has shifted from moderate overweight to strong overweight. This was 
driven by the investor sentiment indicator turning positive, moving the overall sentiment indicator from 
moderate underweight to neutral. Valuations are also becoming more attractive as the real interest rate 
differential has improved (the U.K. versus U.S. 10-year interest rate spread).

U.S. equities have downgraded to a moderate underweight on the back of existing unattractive valuations 
and a recent downgrade in financial conditions. Conversely, European equities shifted to strong 
overweight as market movement created an improved value case while economics remained supportive. 
Regarding this asset class, in particular, it’s important to look through the noise and ask yourself what 
impacts a Ukrainian conflict really will have on core European markets, such as France and Germany, and 
whether or not markets are overselling a bear case.



05

MULTI-ASSET MONTHLY COMMENTARY

MARCH 2022

UNPACKING OUR VIEW ON SOUTH AFRICAN EQUITIES

WHERE WE CURRENTLY STAND

We’ve covered this asset class in detail 
before, and our bullish view still stands, 
but it’s important to highlight a few key 
changes to what is driving the view and 
how that might play out in the coming 
months. 

As markets have sold off due to the Russia-
Ukrainian uncertainty and its impact 
on key global markets, such as oil and 
wheat, the value case for South African equities has improved slightly. We are lucky to have a market 
with embedded hedges against commodity-based selloffs, with raw materials like iron ore spiking and 
directly boosting resource company earnings. What remains to be felt for South Africa is the impact that 
new highs in fuel prices have on broad-based inflation, but one of the best places to be, at least during 
periods of moderately high inflation such as now, is equities. 
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Where we have seen other changes in the overall S.A. equity model is an increase in the level of economic 
surprises or economic prints coming in ahead of expectations. That, combined with an increase in 
investor sentiment, has strengthened the case for S.A. equities. 

We are seeing possible cracks emerging in financial conditions, where funding pressure (the perceived 
risk between commercial and central banks) has increased and become a negative contributor. In 
contrast, credit spreads and cross-currency basis have switched from positive to neutral. The saving 
grace is a stimulative monetary policy. Despite the Fed embarking on its Q.T. (quantitative tightening) 
program in the coming months, the key is that the market is now pricing in a path of Fed hikes that are a 
lot lower than the pre-Ukrainian/Russia conflict. So the Fed is less likely to hike, and the lower-for-longer 
thesis comes back into play. 

LOOKING AHEAD: RISKS TO OUR VIEWS

RUSSIA RATTLES MARKETS

This time it’s different. That’s a blanket statement that applies in so many ways to the Russian “special 
military operation” that it’s not even worth going down the rabbit hole. But one thing is for certain, for 
markets at least, the nature of the response to what could be the next Cold War – at least from NATO 
countries – is a war of finance. With key Russian comrades’ bank accounts and offshore assets frozen, 
SWIFT, Mastercard and VISA suspending services and the taps of gas flow from Russia to Europe turned 
right down, it’s about inflicting economic damage, such that Russia can no longer afford to keep troops 
on the ground. It now depends on just how much pain Russia is willing to endure for the cause, how much 
economic support Russia can receive from non-NATO countries and whether the Russian populous will 
rise up from within. Read Tolstoy’s War and Peace, and you’ll see the parallels between what Napolean 
faced when overextending into Russia and what Putin now faces by overextending into Ukraine. It’s a 
country he may conquer geographically but a people he will seemingly never conquer psychologically and 
with the symbolic winter that is an economic embargo swiftly closing in.

GLOBAL INFLATION RUNS HIGH FOR THE WRONG REASONS

We’ve spoken before about how a Fed lift-off in the face of demand-side inflation is generally a good 
thing for global markets. Essentially, the Fed (and other central banks) are tightening slack because they 
have more than enough room to do so. Unemployment is low, and the economy is running on full steam, 
so best bank it while they can. With the most recent payrolls report in the U.S. coming out as a strong 
positive surprise, there is still a case for good inflation and no need to worry about the tightening that 
comes with it.

That is, of course, and to paraphrase the Fed Chair Jerome Powel, so long as all else remains equal. 
As we know well, within financial markets that is rarely the case. The random walk continues to rudely 
interrupt plans with exogenous risks like a war in Europe and a resulting energy crisis. With oil and gas 
shortages globally comes supply-side inflation, which is the kind of inflation we don’t want to see. To 
provide some slack, the Fed is less likely to hike if inflation is growth detractive, which usually comes 
together with supply-side inflation. Pricing on a Fed hike at the end of March has come down from 50bps 
to 25bps.
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SA SELLING PRESSURE FROM OFFSHORE PENSION ALLOWANCE

Recent changes put forward by SA’s Finance Minister, the SARB and, subsequently, ASISA have relaxed 
the limitations on the maximum amount of offshore exposure allowed within a pension fund from 30% 
+ 10% Africa ex-SA to a combined 45%. Generally, within Regulation 28-compliant pension funds, there 
has been pressure from fund managers to increase this limit and the level of freedom in asset allocation 
decisions for some time. The result of this shift over the next few months could be a gradual selling down 
of SA domiciled holdings, selling rands and buying offshore investments. Given that the SA pension fund 
industry is over R4 trillion in size, this could put significant selling pressure on South African markets. 
Prescient’s approach is to update the base portfolios timeously and move ahead of this selling pressure 
while taking advantage of new regulations to build a more solid foundation and reduce the risk profile of 
the portfolios.

Offshore allocation limits 

Source: South African Reserve Bank (as at March 2022)
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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.

BRINGING IT ALL TOGETHER

For the first time in just shy of two years, COVID-19 has barely made it into this monthly update, with 
eyes now turning to Eastern Europe and the possibility of either WW3 or a new Cold War. This time 
certainly is different, with live streaming of Russian attacks leaving no room to hide and a massive media 
presence guiding overwhelming support from most Western countries against their long-standing foe, 
Vladimir Putin, who seems to have come out of hibernation and launched himself onto the world stage.

For us, it’s important to gauge the views on assets based on our four pillars – valuations, economics, 
financial conditions, and sentiment and remain unperturbed by the noise. At the end of the day, we 
must be able to answer the questions: Is the market cheap or expensive? Is the environment conducive 
to growth? Do global participants have the appetite for funding that growth? And, lastly, does the 
sentiment of market participants lean towards them believing in all of the above?

As always, we remain guided by insight and informed by science – trusting the data we process to get a 
logical, refined view across global asset classes. 


