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1. QUICK VIEW

• January proved to be a rollercoaster ride for global 
equities 

• U.S. CPI continues to run high

• Central banks began the year on a hawkish note;  
SARB raised rates by 25 basis points (bps)

• Locally, investors turn their attention towards the 
annual budget speech

• Geopolitical tensions rose amid a Russia and Ukraine 
standoff; keeping commodity prices elevated

• Brazilian Real and South African Rand shine against 
the U.S. Dollar despite risk-off environment

2. GLOBAL MACROECONOMICS

January proved to be a roller coaster ride for global 
equities. Most markets ended deeply in the red as 
investors responded to surging inflation, key central bank 
meetings, Omicron and geopolitical tensions. The MSCI All 
World Index and the S&P500 both ended the month more 
than 5.0% lower. The U.S. tech-heavy Nasdaq Composite 
was one of the hardest hit, down 9.0%, as investors began 
to price in a more aggressive interest rate hiking cycle by 
central banks. Meanwhile, our local bourse bucked the 
trend, gaining 0.8% and with financials and resources 
providing healthy returns. We currently have a strong 
overweight on S.A. equities.
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December’s year-on-year inflation in the U.S. came in at a nearly 40-year high of 7.0% - matching 
expectations. Meanwhile, the year-on-year Core Personal Consumption Expenditure Price Index, a gauge 
closely watched by the U.S. Federal Reserve (Fed), rose by 4.9% - its fastest pace since 1983, adding 
to further expectation for rate hikes this year. In an advanced estimate of U.S. GDP, economic growth 
accelerated by 6.9% annualised, beating expectations of a 5.5% increase. 

As volatility continued throughout January, investors attention turned to the Fed meeting to receive 
some clarity on the future path of interest rates. Fed chairman Jerome Powell mentioned that there 
would be quite a bit of room to raise interest rates without threatening the labour market. Though he did 
not provide a specific time for when they would raise rates, indications are that it could happen as soon 
as March, compared to prior expectations of a June start. 

Locally, the S.A. Reserve Bank (SARB) raised the repo rate by 25bps to 4.00%, as expected. Four Monetary 
Policy Committee (MPC) members voted for a hike, while just one member voted to leave the repo rate 
unchanged. The repo rate is expected to end 2022 at 4.91%, while the SARB’s model appeared to be 
less hawkish for the trajectory of future interest rates. The model now projects a terminal repo rate of 
6.55% by the end of 2024, compared to 6.75% at the previous meeting. Risks to growth are now seen 
as balanced, while inflation risks are to the upside. Investors will now turn their attention to the annual 
budget speech.  The Minister of Finance, Enoch Godongwana, will deliver his inaugural National Budget 
Speech on 23 February.

Tensions between Russia and Ukraine have reignited and risen in recent weeks. The standoff between 
the two nations has elevated commodity prices. Oil prices continue to grind higher amid fears of a 
potential Russian attack on Ukraine, worsening supply conditions. Other commodities, such as natural 
gas, wheat, aluminium, and palladium prices, are all trading higher as the standoff continues.

While there was somewhat of a flight to haven assets last month, it is worth a mention that the Brazilian 
Real and South African Rand were the two major currencies that impressively strengthened against the 
U.S. Dollar. In periods of high volatility and risk, these two currencies are generally sold off as investors 
flee and hedge emerging market assets. However, the Brazilian Real and the South African Rand both 
appreciated, gaining 5.0% and 3.6% against the greenback, respectively.
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OUR SYSTEMATIC VIEW ON GLOBAL MARKETS

With major equity and bond markets undergoing a valuation re-rating, volatility has created mispriced 
assets, and with the mispricing of assets comes opportunity. 

There have been quite a few shifts to our asset allocation tilts. Emerging market equities have shifted 
from neutral to moderate overweight, and emerging market small caps have been upgraded to strong 
overweight based on our valuation’s indicator. Emerging market U.S. Dollar-denominated and local 
denominated bonds moved to neutral and moderate overweight positions, respectively. With improved 
indicators, both S.A. credit and property have lifted out of neutral territory to moderate overweight. We 
also now have a strong overweight on the Euro against the U.S. Dollar.

Strong Underweight Moderate Underweight Neutral Moderate Overweight Strong Overweight

Equities

South Africa Overweight

United States 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

EM (Local) Overweight

Credit

South Africa Overweight

DM Investment Grade Neutral

DM High Yield Neutral

EM (USD) Neutral

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
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UNPACKING OUR VIEW ON EMERGING MARKET SMALL CAPS

WHERE WE CURRENTLY STAND

Venturing further afield than normal in 
this update into one of the more exotic 
asset classes, we find that a seemingly 
unlikely candidate has emerged as a 
strong overweight over the past weeks 
- small-cap equities listed in emerging 
markets. This might seem counterintuitive 
in a world where the repeated narrative 
is “overvalued”, “overstretched”, or 
“overbought”. But it’s important to keep in 
mind that in all of the above, mainstream media tends to refer to western markets – in particular, the U.S. 
Looking to the East and other emerging economies, we have seen an interesting trend emerging. While 
valuations are still nothing to write home about, the impact of world trade coming back online has filtered 
into economic surprises (economic prints that come in above expectations) across broader emerging 
markets. On top of that, profit margins are now higher than average and continue to rise, strengthening 
that economic pickup narrative.

The financial conditions remain a key pivot point in this asset (as well as most other assets in our 
investable universe). Put simply, if the Fed and other central banks continue to gradually feed hikes into 
both hard data and expectations without alarming markets, then financial conditions as a whole remain 
stimulative. Banks are still willing to lend to corporates, among each other and across geographies. In that 
scenario, which we have discussed in prior editions, the world grows its way out of currently top-heavy 
markets, and the global economy remains on track. On the other side of the coin, if financial conditions 
turn negative, it could signal a flight to safety. That said, an asset priced fairly with good tailwinds like EM 
Small Caps is much more attractive during a flight to safety than a top-heavy one sailing into the wind 
like U.S. equities.
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LOOKING AHEAD: RISKS TO OUR VIEWS

HEIGHTENED UNCERTAINTY AND A LACK OF CONVICTION

We saw a pickup in asset class volatility during January, with assets experiencing >2sigma (highly 
unusual) swings to the downside on one day and then rebounding the next. While there were 
opportunities for those willing to take the risk, the direction was, if anything, too hard to call and, more 
importantly, it seemed markets lacked the conviction to take the risk. In other words, when U.S. equities 
sold down 3%, traders weren’t buying the dip because the risk of the dip becoming a cliff was perceived 
as too high. 

All the above are merely observations of the unpredictable nature of a market hinging on a few 
key debates, with split opinions. We take comfort in our approach whereby we stick to the facts as 
represented by hard data prints and don’t try to time a peak or a trough (and run the risk of getting it 
wrong by being in too early or out too late).

THE COVID-19 FIZZLE

The Omicron wave came and went in S.A., and restrictions have now been lifted to the lowest level since 
early 2020. Even people who test positive but display no symptoms must now come to work. All of this 
feeds the thesis that COVID-19 is now less of a burden than it has been over the past two years, boding 
well for markets, and for a good reason. Looking at personal consumption expenditure in the wake of 
the previous four COVID-19 waves in the U.S., one can infer two things. The fi rst is that it rebounds (and 
overshoots) signifi cantly after every wave and the second is that it is now relatively indifferent to waves 
at all, shrugging them off as if they are merely a change in the weather. 

Post COVID-19 wave economic rebound 

Sources: Prescient Investment Management, Bloomberg (as at 31 December 2021) 
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U.S. INFLATION PEAKS AND FALLS

Central banks have begun hiking rates and trimming back on stimulus, mostly in parallel as if they are 
all on a WhatsApp group. That limits the amount of arbitrage available across currencies but does give 
some sense of a rising tide lifting all boats to keep up with inflation. Speaking of inflation, the inflationary 
episode in the U.S. is largely expected to peak this quarter and to rebound right back down to the 2% 
inflation target towards the start of 2023. What this means for markets is a lower probability of sustained 
rate hikes, specifically with inflation in mind and a return to a thesis of hiking on exceptionally low 
unemployment – in other words, a healthy hiking cycle.

U.S. inflation expectations 

Source: Bloomberg (as at 31 December 2021) 

0%

1%

2%

3%

4%

5%

6%

7%

8%

Mar 21 Jun 21 Sep 21 Dec 21 Mar 22 Jun 22 Sep 22 Dec 22 Mar 23 Jun 23

Actual Median Expectation



07

MULTI-ASSET MONTHLY COMMENTARY

FEBRUARY 2022

BRINGING IT ALL TOGETHER

January 2022 brought in the new year with a bang, with markets having fallen to a trough of -9% in the 
U.S. and rebounding by almost 5%. Emerging markets were largely exempt from this selloff, with the JSE 
Top 40 having finished the month with gains and the Rand strengthening back to almost below R15. 
This change of stance in global markets was a welcome breath of fresh air and logical. Typically, when 
risk comes off the table, investors sell emerging markets and flee back to the U.S. Dollar, despite the U.S. 
Dollar and assets in the U.S. being wholly unattractive as a value offering.

The popular adage that all eyes remain on the Fed is perhaps only partly true, with some market 
participants looking further afield for pockets of value and new definitions of safe havens. While the 
COVID-19 pandemic seems to have calmed down to a mere epidemic of pandemic proportions, the 
aftereffects of hyper-stimulus must now be dealt with – arguably leaving more risk to global growth on 
the table than a pandemic may have done. That said, S.A. remains attractive across most major asset 
classes, something that will hopefully bode well for home-biased portfolios.

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.

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). 


