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Note from the  
PRINCIPAL OFFICER 

 

 

 
 

 
 

 
Dear Member 

 

It is with great pleasure that we distribute our first newsletter to members of the Prescient Retirement Funds!  

 

One of the duties of the board of trustees of each fund (“the BOT”) is to ensure that adequate and appropriate 

information is communicated to you about your rights, benefits and duties in terms of the rules of the fund. 

Our annual Fund update and benefit statement that is distributed during May each year, provides this 

information.  

 

The BOT feels it is appropriate to also communicate additional, generic news and information that could assist 

you to make informed decisions about your retirement savings and matters that may have an impact on your 

ability to retire comfortably. We will therefore in future also send you periodic newsletters as part of Prescient’s 

commitment to “remain relevant, protect the value of assets and deliver what members need, now and into 

the future”.  Our newsletter includes the following articles: 

 

- “The Evolution of Fee disclosure” by Niki Giles, Head of Product and Investor Services at Prescient 

Fund Services; 

- “Consciously apply your capital at retirement” by Twané Wessels, Product Actuary at Just; 

- A macro market commentary by Nicholas Kinghorn, Technical Retail Sales Support at Prescient 

Investment Management. 

 

We hope you find this information valuable and would love to hear your thoughts on future articles you would 

like to see. 

 

Kind regards 

Helena 

  

HELENA SWART 
Independent Principal Officer, Prescient Retirement Funds 
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The evolution of  
FEE DISCLOSURE 

 

 

 

 
 

The financial services industry has long been criticized for the manner in which fees are disclosed, or not 

disclosed in some cases.  The many different layers and types of fees cause confusion and not even 

professionals in the industry can always understand what the total cost of investing is.  So, where does that 

leave the average investor? 

 

The Financial Sector Conduct Authority (FSCA) released a set of six outcomes under the banner of Treating 

Customers Fairly (TCF) that product providers need to demonstrate and deliver to their customers over the 

lifetime of the product.  Outcome 3 states that “Customers are provided with clear information and kept 

appropriately informed before, during and after point of sale”.  But how can this be applied to the confusing 

area of fees? ASISA (Association for Savings and Investments South Africa) has stepped into this area of 

uncertainty with several standards designed to help investors understand exactly what they are paying for their 

investments. 

 

Total Expense Ratio (TER) 

Collective Investments Schemes (CIS) have long had a regulatory requirement to produce what is referred to 

as a TER for each unit trust portfolio.  A TER consists of all the charges incurred within the portfolio, such as 

basic management fees, performance fees as well as any other charges or costs within the portfolio.  Adding 

transaction costs to the TER (the costs incurred when trading assets within the portfolio) and you get what is 

referred to as the Total Investment Cost (TIC).   ASISA has developed a standard on the Calculation and 

Disclosure of Total Expense Ratios and Transaction Costs, providing guidance and consistency in the 

calculation and disclosure of these cost measures.1 

 

But the term “Total Investment Cost” can be misleading, as this is not the end of all fees incurred when 

investing. 

 

                                                      
1 ASISA Standard: Calculation and Disclosure of Total Expense Ratios and Transaction Costs 

NIKI GILES 
Head of Product and Investor Services 
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Depending on how you are investing, directly or via a platform, and what type of product wrapper you are 

investing in, e.g. retirement annuity fund, preservation fund, living annuity policy etc, there are other fees that 

you are paying.   

 

Effective Annual Cost (EAC) 

In 2016 ASISA members implemented a standard referred to as the Retail Standard on Effective Annual Cost 

(EAC).  The aim of this standard was to allow investors to compare charges on most retail investment products, 

across the various regulatory wrappers, so that investors are placed in a position to make better-informed 

decisions around retail savings and investment product choices.  The EAC is a measure of the charges that an 

investor will likely incur in purchasing and holding a financial product.2 

 

The EAC is made up of four components. 1) Investment management charges, which is typically the TIC 

mentioned above, but could also include other investment management charges that are levied outside of 

the product; 2) advice charges, being the initial and ongoing fees paid to your advisor, should you have one; 

3)  administration charges, which are typically the fees paid to the platform (often referred to as the LISP 

platform charge) or the product wrapper administrator; and 4)  other charges, which is the catch all for any 

other fees paid such as termination charges, penalties, guarantee charges, wrap fund charges etc. 

 

By providing an EAC the retail investor should be able to determine the total extent of fees paid on their 

potential or existing investment. 

 

Retirement Saving Cost (RSC) 

The next standard released by ASISA was the Retirement Savings Cost (RSC) Disclosure standard aimed at 

assisting participating employers and/or board of trustees in comparing quotes from different retirement fund 

solutions.3  This measure was not designed for individual fund members, but rather for the decision makers 

who needed to be able to compare the quotes received from various retirement fund solutions they were 

evaluating in order to offer the most suitable retirement savings option to their employees.  It is calculated at 

the scheme level and is not indicative of each member’s individual circumstances. The RSC is made up of the 

same 4 components as the EAC but is calculated at the scheme level.  However, an indicative sample member 

RSC is also calculated to show the effect of fees on a range of different members with different starting salaries 

and current member shares.  This standard became effective from 1 March 2019, with the final date for 

implementation being 1 September 2019. 

 

Effective Annual Cost (EAC) for Individual Fund Members 

In addition, on 28 May 2019, the ASISA Board approved a Standard to be used for Individual Fund Members.4  

This standard is effective from 1 October 2020 and applies to funds such as umbrella funds and unclaimed 

benefit funds as well as to in-fund living annuities.  This standard requires fund administrators to provide 

retirement fund members with a standardized retirement savings cost disclosure at the member level, to be 

                                                      
2 ASISA Retail Standard: Effective Annual Cost 
3 ASISA Standard: Retirement Savings Cost (RSC) Disclosure 
4 ASISA Retirement Fund Standard: Effective Annual Cost (EA) for Individual Fund Members 
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used to review and compare charges on their retirement savings and make decisions around new and existing 

retirement fund product choices.  This disclosure also provides the 4 components of the EAC and members 

should be able to access this through online portals or direct request from their retirement fund. 

 

So, is the industry moving in the right direction regarding fee disclosure?  Only time will tell.  But it is important 

to note that disclosure is only one part of the equation.  How the disclosure is interpreted and acted on is even 

more important.  Higher fees do not necessarily mean lower returns, although they do have an impact.  Lower 

fees don’t always mean more money saved by the investor.  Fees need to be evaluated in terms of products 

provided, risks assumed as well as the return earned after the deduction of these fees.    But hopefully with an 

increase in disclosure, investors, along with their advisors, will feel more empowered when making decisions 

on how to allocate their hard-earned savings. 
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Consciously apply your capital 
AT RETIREMENT 

 
 

 

 

When it comes to a sustainable retirement, you should consider your needs in terms of the level of income 

required, both now and in the future, and the ability to provide for dependants after death. However, these 

needs offset each other because if you consume more capital during your lifetime, the benefit to your 

dependants will ultimately be smaller. 

 

Just Retirement Insights conducted in 2018 substantiates that leaving money for family and having a 

guaranteed income are the most important aspects of retirement products. But these opposing desires are 

compounded by insufficient retirement savings.  

 

At the start of the retirement journey, capital is limited for most retirees in South Africa. It therefore makes 

sense to consciously apply your capital to exactly meet your specific needs in retirement.  In retirement, 

expenses are likely to increase with inflation every year but there is no longer a salary or income from an 

employer to cover these expenses and the increases. Retirees need a level of certainty that essential expenses 

(food, medical, accommodation, water, electricity, cellphone, transport etc.) will be covered in retirement. 

Once you are sure that these basic needs will be covered, any surplus capital can be used to provide flexible 

income and for unplanned expenses, or capital gifts on death.  

 

An insurer can provide financial certainty and protection from outliving capital in the form of a guaranteed life 

annuity. A life annuity converts your retirement savings, or a portion thereof, into a regular income for the rest 

of your life. The insurer carries the longevity risk (how long you live) and the investment risk. Therefore, in any 

life annuity, your income can never reduce, whilst in a living annuity these risks sit with you as an investor. In 

any life annuity, it is also possible to provide for your spouse or dependants’ financial needs with certainty after 

your death.  

 

Typically, there are two requirements for dependants in the event of your death:  

1. To be able to provide an income for your spouse to cover essential expenses. Budgeting exercises have 

revealed that expenses tend to reduce by around 35% after the death of a spouse, so the amount needed 

should decrease following your death. 

2. To be able to provide an income for a certain period to those who may be financially dependent. 

Death benefits in a guaranteed life annuity 

In a guaranteed life annuity, you may choose a spouse’s income between 50% and 100% of the full monthly 

income to be paid for the remainder of your spouse’s life. There is also an option to secure a monthly income 

TWANÉ WESSELS 
Product Actuary at Just 
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for a set length of time, regardless of whether you, your spouse, or dependants pass away. For example, you 

could consider securing this income until the time your last dependant reaches the age of 18 or 21. 

Debunking living annuity death benefits 

The perceived death benefit is often cited as a reason why people select a living annuity over a guaranteed 

life annuity at retirement. However, this death benefit or capital gift is an expensive self-insured benefit, which 

may not meet the income needs of financial dependents. 

 

In early retirement years, the capital gift within a living annuity is generally larger than what is required by 

beneficiaries. Often, retirees draw a lower rate of income in a living annuity compared to what a life annuity 

can offer to try and achieve a sustainable income for life and sustain the capital. Therefore, the capital gift 

comes at a cost. 

 

The cost is to forego consumption (or spending).  

If the retiree, instead, were to consume or draw more income from their living annuity, the capital available at 

their expected date of death could be significantly below the level required by financial dependants. In fact, 

instead of leaving a death benefit, many retirees are more likely to become dependent on family members or 

the Government when their money runs out. 

 

The option best suited for you would largely depend on the amount of capital available at retirement, versus 

your lifetime income needs, the needs of your financial dependants and your capital gift objectives.  

 

Your options at retirement 

One of the requirements of the Trustees of your retirement fund is to give you options to adequately provide 

for yourself and your spouse and/or beneficiaries at retirement. The Trustees have therefore included the 

option of a guaranteed life annuity from Just, who are specialists in retirement income solutions.  

 

The Just Lifetime Income Annuity provides a guaranteed income for life with annual increases5 that target 

inflation. The annual increases are linked to the balanced investment portfolios of two leading South African 

asset managers, Allan Gray and Prudential Investment Managers.  

 

Just Lifetime Income has the added ability to protect your income in the event of your death to continue to 

meet the needs of your spouse and/or dependants. Your Trustees have selected certain income legacy options 

to bolster your Just Lifetime Income. This includes a 10-year minimum payment period and a 75% spouse’s 

income option.  

 

This means that if you follow the options selected by the Trustees, your Just Lifetime Income will be paid each 

month for 10 years, regardless of when you, your spouse or your dependents pass away. Over and above this, 

                                                      
5 Increases target inflation when the 6-year average investment return (after all fees) of the Allan Gray 
Balanced Fund or the Prudential Balanced Fund is 6% above inflation. 
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if you pass away after the 10-year minimum payment period, your spouse will continue to receive 75% of your 

Just Lifetime Income for as long as they live.  

 

If you have any questions or need more information, please visit justsa.co.za or speak to your Principal Officer.   

  

About the author:  

Twané Wessels, Product Actuary - Just  
 

Twané is a qualified actuary and a member of the Investments Committee of the Actuarial Society of South 

Africa (ASSA). She has extensive experience in the management of risk and uncertainty gained during her time 

with some of South Africa’s largest insurers, particularly regarding employee benefits and structured 

investments. Prior to joining Just in 2017, Twané was managing structured solutions for the MMI Holdings 

Group.  

 

About Just South Africa 

At Just, we believe everyone deserves a just and secure retirement.  

Just offers guaranteed lifetime income solutions that provide retirees with financial certainty and protection 

from outliving their assets. We partner with best-of-breed asset managers and administrators to provide, 

collectively, an enhanced value proposition and client experience to meet the different needs of South African 

retirees. 

 

Just Retirement Life (South Africa) Limited is a registered life insurance company, regulated by the Prudential 

Authority of the South African Reserve Bank and the Financial Sector Conduct Authority as an authorised 

financial services provider (FSP no. 46423). A wholly owned subsidiary of Just Group Plc, one of the UK's 

leading providers of retirement financial solutions. 

 

For more information, please visit www.justsa.co.za 

 

 

    

 

  

http://www.justsa.co.za/
http://www.justsa.co.za/
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Macro market 
COMMENTARY JULY 2019 

 
 
 
 
 
 
 
 
 
 

 
 

 
Dovish global central banks spurred risk appetite while hope grew that a trade resolution between 
the US and China would be reached. 
 

As last month began, a huge amount of 

confusion over the potential for an escalation in 

the trade war between the US and China was 

swirling around. This confusion flowed over from May, which meant June began on the backfoot. 

 

Back then however, concerns were not only related to the trade dispute between the world’s two largest 

economies as the US and Japan (world’s third largest economy) were also set in trade talks. Moreover, despite 

both Japan and the US being confident that a “win-win” deal could get struck, Trump’s comments that a deal 

could only get struck in August after Japan hold their elections meant anxiety over the issue stood to linger 

for some time more. Whilst making these comments, Trump went on to confirm that the US was not ready to 

see eye to eye with China, which added to the gloomy atmosphere in global markets. Unsurprisingly, China 

retaliated by threatening to limit their exports of niche metals to the US, which stood to impact the US’s 

production of jets and other weaponry. And then as though this was not enough, Trump went on to say that 

he intended placing a 5% tariff on all imports from Mexico, which would rise to 25% by October unless the 

number of illegal immigrants crossing into the US from Mexico, drops off significantly. The potential for these 

tariffs were despite the fact that Mexico have a free trade agreement with the US, which brought into question 

all of the other trade deals the US has or will strike in the future. From this point onwards, sentiment recovered, 

meaning decent buying pressure entered markets for the rest of June. Numerous factors resulted in the rise 

in risk appetite. For starters, talks between Mexico and the US went well. US President Trump then quickly 

scrapped the idea of tariffs on Mexican imports. Furthermore, markets were also buoyed when Japan 

considered reducing the tariffs they have on US agricultural imports. This would level the playing field for US 

farmers after the US withdrew from the Trans-Pacific Partnership, which meant Australian and Canadian 

agricultural products were thereafter cheaper in the Japanese market. All the while, even though sentiment 

improved, uncertainty surrounding US and China trade talks remained the elephant in the room. To this end, 

when news broke toward the end of last month that Trump was ready to resume trade talks with China, a huge 

G20 summit and trade talks between the US and 
China as well as the global trade war in general. 

 

NICHOLAS KINGHORN, cfa 
Technical Retail Support at Prescient Investment Management 
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sense of optimism was created. Focus shifted to the G20 summit where Trump and Chinese President Jinping 

held talks. In the run up to these talks, markets pretty much factored in that a trade deal being struck was 

unlikely although Trump said it was possible. The result of these talks squared with market expectations as no 

trade deal was struck but talks between the world’s two largest economies will continue at least, which is a 

promising sign.  Over the quarter, the S&P500 Index rose by 3.79%. However, an element of uncertainty 

remained as demand for safe-haven assets was still intact. The US 10Y Treasury yield ending the quarter -0.44% 

lower at 2.00% was evidence of this, as was the price of gold, which rose by 9.07% to end the quarter at 

USD1409/ounce. 
 

 

Dovish global central banks cushioned global markets last quarter 

for the most part and hence also played a vital hand in the escalating 

equity markets. As such, Fed Chairman Jerome Powell confirmed the US Fed are closely monitoring the impact 

that the trade war is having on the US economy and hence stand ready to act in order to sustain economic 

growth. Expectations then began to rise that there could be a cut in US interest rates. In the meanwhile, 

comments made after the Fed’s Open Market Committee meeting caught markets off guard. Expectations 

were for a dovish tone but the level of gloominess in the Fed’s outlook meant market practitioners were all 

but certain there would be a rate cut in July. In a similar vein, the European Central Bank (ECB) kept interest 

rates on hold as expected and committed to keeping these low interest rates in place at least until the second 

half of next year. A massive target for them is to see the EU’s anaemic inflation of 1.6% move towards their 

target of 2.0%. Additionally, the Bank of Japan and the Bank of Canada both kept interest rates on hold, as 

was the case in Brazil, where interest rates remained at record low levels. At the same time, dovishness was 

also evident when the Reserve Banks of Australia and India both cut interest rates by 0.25%, in an effort to 

stimulate their economies and to propel inflation. As interest rates and interest rate expectations ticked lower, 

demand for risk-on trade rose. This aided markets and ensured decent performance on carry trade strategies. 

Bucking the trend were the Norges Bank, who hiked rates for the third time this year. Norway’s economy has 

been growing steadily over the last while and they hinted at more hikes down the line. 
 

 

 

 

The strong US equity market return worked 

according to plan last quarter with a moderately 

overweight allocation. Nonetheless, value 

remained stretched for equities in the S&P500 Index. The Price to Earnings, Price to Book Value and Price to 

Sales ratios were above long-term 

average levels. Below is a chart of the 

Price to Earnings Ratio of the S&P500 

Index that shows this. The economic 

factor however flagged as a positive. 

One of the indicators monitored is US 

profit margins, which are still high and 

rising, and hence promising for US 

equities. The liquidity factor also 

Central banks had their say. 
 

Allocation to US equities was moderately 
overweight. 
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showed promise with credit spreads compressing to below their long-term average levels, meaning financial 

conditions were still accommodative to riskier equities. With the ISM Purchasing Managers Index falling from 

high levels, a cautionary indication was in place for business sentiment. 

Source: Bloomberg  

 

The Bloomberg Consumer Comfort Index however, was high and rising. This statistic is based on the responses 

to a weekly, random-sample national telephone survey asking Americans to rate the economy, the buying 

climate and their personal finances. The higher reading here was positive for risky assets like US equities. For 

the sentiment factor in total though, a negative for business sentiment was wiped out by a positive for 

consumer sentiment. On the whole, a neutral sentiment indication upon which a negative value flag and two 

positive flags for economics and liquidity resulted in the slightly more aggressive allocation.  

 

 

Value was also of concern for US 

bonds. As part of this factor, the US 

nominal yield to GDP ratio resulted in 

a cautionary indication. More 

specifically, an extended period of US 

quantitative easing pushed nominal 

yields to extremely low levels owing 

to the massive demand for these 

instruments. Liquidity was also 

negative.  

 

A contributor to the cautionary liquidity flag was the LIBOR – Overnight Index Swap (OIS) spread that after 

widening initially, began to contract again (chart below). This contraction favours riskier equities at the expense 

of bonds and hence the negative flag. The US labour market showed no signs of cooling with the US 

unemployment rate at exceptionally low levels. This counts against haven assets like bonds. However, the US 

Economic Surprise Index was downward sloping, which favours bonds at the expense of equities.  

 

In sum, the economics factor resulted in a neutral flag. A neutral flag was also in place for sentiment. With two 

negative and two neutral indications, a moderate underweight allocation was maintained for US bonds.    

 
 

Brexit uncertainty remains a key risk factor. 

Last month saw Boris Johnson win round 

after round of ballots held by the 

Conservatives. This means he will most likely be the UK’s new prime minister as the race between ten 

Conservatives got whittled down to two (Jeremy Hunt and Boris Johnson). The Conservative Party are set to 

announce who the new UK prime minister is on 23 July 2019.  The direction which Brexit could go is highly 

dependant on the outcome of this as Hunt seems to be pro-remain favouring a single market whilst Johnson 

was instrumental in backing the leave campaign at the UK’s referendum on Brexit in 2016. Both hope to 

Allocation to US bonds was moderately underweight. 
 

Jeremy Hunt or Boris Johnson to be the UK’s next 
prime minister. 

 

Source: Bloomberg 
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renegotiate with the EU whilst Johnson has been quoted as saying the chances of a hard Brexit are one in a 

million. All along while this has been taking place in the UK, EU Chiefs Jean-Claude Juncker and Donald Tusk 

no longer even hold their posts and have thus since received golden handshakes for their work done on Brexit, 

which brings into question the EU’s willingness or lack thereof, to further talks with their island neighbours. 

Both Hunt and Johnson have reiterated that the UK will leave the EU on 31 October and confirmed their 

willingness to leave the EU without a deal if push comes to shove and they were unable to strike a deal in time. 

On the one hand, this should keep the EU interested in negotiating a deal. On the other hand, consensus is 

that the EU are better positioned than the UK to cope with a hard Brexit, so there may be incentive for them 

to play hard ball and test to see for how long the UK will remain tough on the Backstop Agreement.  In other 

news, the outcome of Europe’s election results was well received by markets with the euro remaining steady. 

As such, pro-EU parties led the way although fears prior to the elections over the rise in populism, were rife. 

For the UK, pro-Brexit parties ruled the roost with Nigel Farage’s Brexit Party winning outright. The results of 

these elections effect subtle issues like environmental legislation and regional development to abolishing 

telephoning roaming fees. 

Brent crude oil ended the quarter -4.70% down at 

USD64.41/bbl. Trepidation over a slowdown in global 

economic growth caused by fears of an escalation in the global trade war was the main culprit. However, it 

was not one-way traffic as over the course of last month, there was both selling and buying pressure that made 

for large swings in the price and thus a 

spike in volatility. Evidence of this is the fact 

that even though Brent crude oil lost 

ground over the quarter, it rose by 4.51% 

last month. After the thawing of fears of a 

global economic slowdown (created by 

dovish global central banks and trade talks 

back on between the US and China), buying 

pressure was also created by a rise in 

tensions in the Middle East. To this end, the 

bombing of two oil tankers in the Gulf of Oman after which the US blamed Iran, did confidence no good. Iran 

obviously denied the bombings although video footage might have suggested otherwise. These simmering 

tensions quickly began to boil after a US drone was shot down by Iran. Iran claimed the drone was flying in 

their airspace whilst the US say it was in international airspace. The jury is out as to who was correct but be that 

as it may, Trump’s unpredictability as to how he will respond most likely advanced the buying of oil and hence 

the jump in its price in June.  

No surprises with valuations of EU equities remaining in 

overvalued territory, and hence a negative flag present in 

our model. Another negative flag was in place for 

sentiment where both consumer and business confidence took a turn for the worst, which is shown in the graph 

below. On the economics and liquidity front, both factors showed reason to be optimistic. The spread between 

Volatile times for Brent crude oil. 
 

Allocation to EU equities was neutral. 
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the German 2Y and 10Y bonds has been contracting over the last while as the EU yield curve has been 

flattening.  However, the slope remains positive meaning expectations are still for rising inflation and a healthy 

outlook. This was one of the indicators that ensured the positive flag for economics. The Laubach 

Williams Estimate for the natural real refinancing rate in Europe remains well above the actual ECB target rate, 

which is positive for European risky assets like equities and hence the promising sign for liquidity. In summary, 

two negatives for value and sentiment and two positives for economics and liquidity resulted in a neutral 

allocation to EU equities.  

The low confidence eluded to above 

bodes well for haven assets. The 

sentiment factor hence resulted in a positive flag for EU bonds. The good news unfortunately ended there as 

negative flags were in place for the value, 

economics and liquidity factors. For 

value, all the indicators resulted in 

cautionary signals. One of these was a 

comparison between the relative real 

yield of EU bonds vs those offered by 

other developed markets like the US. A 

comparison of this spread can be seen in 

the chart to the right where the spread 

between the German (proxy for EU) 10Y and the US 10Y bonds is negative. The EU’s strong labour market 

favours riskier equities at the expense of haven assets like bonds, which meant the economics factor was 

cautionary. With this in mind, the dovishness of the ECB ensured liquidity concerns were nowhere near in sight, 

which bolstered risk appetite, but also to the detriment of EU bonds.    

 

There was a mixed reaction in the aftermath of 

President Ramaphosa’s cabinet naming. On the 

positive side, Ramaphosa lived up to his promises and cut his cabinet from thirty-six to twenty-eight members. 

There was an interesting mix of old and new members. Importantly, woman made up at least fifty percent of 

the cabinet for the first time ever. Emphasis was also on getting young members involved. However, there was 

an element of disappointment when he confirmed that David Mabuza was still the deputy president. After 

Mabuza delayed being sworn in, in an attempt to first clear his name, post the accusations (that were 

widespread within the African National Congress) that he brought the ruling party into disrepute, expectations 

were mounting that he would not be made deputy president. This was not meant to be, and the rand 

weakened to some degree on the back of the news. 

The rand was also adversely impacted by 

two SA specific risks. Firstly, domestic 

political uncertainty has once again raised its ugly head. After the decision to nationalize the South African 

Reserve Bank (SARB) a few months ago, President Ramaphosa has been doing his best to manage market 

expectations in an attempt to calm fears that the SARB’s independence would be tainted. In direct 

Allocation to EU bonds was moderately underweight. 
 

President Ramaphosa names his cabinet. 
 

Political shenanigans created idiosyncratic risks. 
 

Source: Bloomberg 
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contradiction to this, African National Congress (ANC) Secretary General Ace Magashule announced during 

last month that based on the outcome of an ANC high ranking meeting, the SARB’s mandate will be changed 

to no longer only focus on inflation but to also include growth and unemployment. This was quickly dismissed 

by other ANC officials, which highlights the massive rift present in the ruling party. Worse still, COSATU, who 

is the ANC’s tripartite alliance member, said Magashule’s suggestion should be struck into the constitution. 

Because the SARB’s primary goal at present is to control inflation between their target range of 3% to 6%, this 

gives global investors a level confidence when investing in SA as far as the rand’s stability is concerned. Adding 

to the SARB’s agenda adds layers of complexity foreign investors need to analyse before entering the SA 

market, which SA can ill afford considering the desperate need for foreign investment to hopefully boost 

growth and employment (which ironically is what Magashule said the SARB would add to their agenda when 

he forgot who was actually president). Nonetheless, the rand quickly recovered and Magashule was forced to 

eat humble pie as forty-eight hours after his comments, the ANC’s top six (one of which is Magashule himself) 

released a statement which confirmed the SARB’s mandate has not changed. It went on to endorse Finance 

Minister Tito Mboweni. This was a promising sign for President Ramaphosa as it appears he is in a strong 

position within the ANC.  

The second factor that created jitters domestically was when SA Public Protector Busisiwe Mkhwebane went 

to social media, where she defended broadcasting that she sent the Minister of Public Enterprise, Pravin 

Gordhan, a section 7(9) notice over improper conduct with the way he handled an ex-colleague’s early 

retirement and pay out.  As things currently stand, she is still investigating the Minister of Public Enterprises 

and President Ramaphosa for potential misdemeanour charges laid by the Economic Freedom Fighters (EFF) 

and the Democratic Alliance (DA) respectively. For sure she will innocently claim that she is simply following 

through on charges brought forward by the two political parties, but based on her history, one could be 

forgiven for thinking there might be a murkier underbelly as numerous senior political figures in SA have 

accused Mkhwebane of playing factional politics. Amidst the uncertainty, calls were heard for her to stand 

down over being grossly incompetent. Nevertheless, the saga continues and will keep the SA public 

captivated.  

In the run up to his second SONA, President Ramaphosa 

no doubt had his hands full with attempting to guide 

sentiment. In the event, his SONA was well received by markets. In the speech, Ramaphosa reiterated that 

there would be difficult choices and trade-off’s to be made. Focal points were around economic 

transformations and jobs, how to enhance education, skills and health as well as how to increase the reliability 

and quality of basic services. At the same time, focus was also on spatial integration and human settlements, 

social cohesion and safer communities, whilst references to ethics and a better South Africa and Africa were 

also touched upon. President Ramaphosa thereafter set bold goals to be achieved within the next 

decade.  One of these goals is to get rid of hunger altogether. Another is for the economy to grow faster than 

the population whilst a few others are to improve education and cut down violent crime substantially. On the 

whole, this was deemed to be a decent speech although limited information was given on how this would all 

be achieved.  

State of the Nations Address (SONA). 
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Matching global equity valuations, SA equity 

valuations were still overvalued. The downward 

sloping and negative Prescient Economic Indicator, 

which can be seen below, contributed to the cautionary flag of the economics factor. For liquidity, the 

dovishness of global central banks coupled with the compression of credit spreads ensured a positive flag. 

Meanwhile, SA business and consumer confidence has been dismal for an extended time period and last 

quarter was no exception. With a negative flag for sentiment, value and economics and a positive flag for 

liquidity, a moderately cautious allocation was in place for SA equities. 

   

 
                                                                                                                     Source: Prescient Investment Management 

 

 

SA real yields on a relative basis offer 

decent value vs their developed 

market counterparts. This was a massive determinant of the positive flag for the value factor. At the same time, 

with no concerns over global liquidity, the liquidity factor ended up with the promising indication too. For 

economics, the above chart’s negative indication was nullified by the full steam ahead US labour market, where 

the low unemployment level ensured risk appetite and hence decent demand for emerging market and SA 

bonds. Last but not least, the sentiment flag was negative. To recap, a negative flag for sentiment, and a 

neutral flag for economics coupled with two positive flags for value and liquidity resulted in the moderate 

overweight allocation to SA bonds. Considering the All Bond Index’s decent return last quarter, the decision 

worked out well. 

 

Sustainable investing has been around for a considerable length of time. However, 

over the last few years, investors have cottoned-on to the fact that over and above 

the “feel-good” factor investing sustainably offers, sustainable investing can also help improve and protect 

investment returns. This is a key theme that is likely to grow in importance. We realise the material risks 

associated with not properly accounting for environmental, social and governance factors and are confident 

our partnership with the World Wildlife Fund (WWF) will stand us in good stead down the line.  

 

Chances are, the US and China sort their differences out owing to the massive amount of incentives on both 

sides. In this case, global risk-taking hunger should continue. Any signs of a de-escalation of the trade war will 

Allocation to SA equities was moderately 
underweight. 

 

Allocation to SA bonds was moderately overweight. 
 

Final thought. 
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be positive although it would seem as though this scenario is already being priced-in to some degree.  

Economic expansion in the US is now the longest on record, so it is not too surprising to see the rise in demand 

for haven assets like gold and the Treasury bonds as market participants are left bewildered as to how long 

this can go on for. The element of caution is understandable, but an extended economic cycle could also be 

on the cards. The accommodative Fed mixed with an US labour force that is of prime age for labour force 

participation whilst productivity is on the rise too.  The increase in productivity most likely means the economic 

growth will be slow to impact inflation (which is currently the case) and hence the Fed are unlikely to turn 

hawkish any time soon. As far as the labour force prime age goes, there should be no resource constraints as 

the working population is of a young enough age. A pretty picture is also being painted in China where fiscal, 

monetary and regulatory policies are all very accommodative at a time when credit growth has bounced back, 

and infrastructure investment is showing green shoots.   

 

Risks still unfortunately loom large as nothing is guaranteed with the trade war. This is probably the biggest 

potential stumbling block for global growth. There is an additional layer of domestic uncertainty in the US with 

their national elections coming up next year. Despite Trump not being everyone’s cup of tea, aggressive policy 

proposals from the Democrats are a distinct possibility, which could create some panic in markets. On the 

Brexit front, it would still be astonishing to see a hard Brexit go down as both the EU and the UK stand to lose 

significantly. However, stranger things have happened so this for sure remains a risk as does domestic politics 

where the infighting within the ANC has both factions trying to jostle for power.  As always, risk management 

is our primary focus when making investment management decisions and will continue to be so.  

 

 

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 (“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 
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