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1. QUICK VIEW

• Daily infection growth rates of Covid-19 climbed in South Africa 
after a month of controlled infections. 

• The SARB MPC hiked the repo rate by 25 basis points to 3.75%.

• Eurozone inflation surged to 4.9% year-on-year – the highest 
in 24 years.

• South African unemployment levels rose to 34.9% in Q3 2021.

• Fed Chair Powell expects FOMC to discuss accelerated 
tapering at the December meeting. 

2. GLOBAL MACROECONOMICS

Many South Africans sadly cancelled their travel and festive 
season plans abroad as the country was placed on the red-list 
once again after identifying the new Covid-19 variant, Omicron. 
Destinations such as the UK, EU, US and Australia, are some 
countries that hastily declared travel bans to and from  
South Africa based on little to no scientific evidence that it would 
effectively combat the spread of the new variant.  
Dr Angelique Coetzee, the South African doctor who first 
identified Omicron, has said that even though the re-infection 
risk of the new variant is higher, thus far, the symptoms are much 
less severe. President Cyril Ramaphosa, in his weighing up of 
the effects on livelihoods of a lockdown versus its effectiveness 
in saving lives, has given no indication of further lockdowns 
in the country. Instead, he encouraged South Africans to get 
vaccinated by raising the possibility of a vaccine mandate that will 
require proof of vaccination to grant access to certain locations. 
Several companies are also looking at avenues to impose soft 
enforcement of staff getting vaccinated.
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Daily Covid-19 infections are rising globally, and South Africa is starting to climb after approximately  
2.5 months of declining cases. Towards the end of November 2021, South Africa had 57.89 cases/million, 
compared to the US at 388.51 cases/million. 

Infection growth rate

Sources: Reuters, Prescient Investment Management (as at 30 November 2021)

The oil price was also quick to react to the new variant as global prices declined more than 10% (Brent 
Crude and US WTI  plunged 11.6% and 13.1%, respectively) shortly after the travel ban announcement – 
the largest one-day drop since April 2020. In addition to fears of a decline in demand for fuel after the 
imposition of travel bans, the Thanksgiving holidays in the US further exaggerated the effect. Despite 
the potential fall in demand that could arise with rising global infections again, OPEC+ decided at their 
December meeting to continue with their original plan and increase supply in January 2022 by  
400 000 barrels per day.

The Rand continued to depreciate versus the US Dollar, reaching an intramonth high of R16.34 and 
ending November at R15.86 to the Dollar, losing 4.06% of its value. Emerging markets, in general, have 
shown poor performance overall over the past month, as shown in the chart Monthly returns vs the  
US Dollar. The Turkish Lira is one to note as it plunged almost 30% to an all-time low of ₺13.47 to the 
Dollar after Turkish president Erdogan stated he was against any rate increases. Turkey’s inflation is now 
almost 20%, and the President has fired three central bank chiefs because they did not align with his 
desire to keep interest rates low. 
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Monthly returns vs the US Dollar

Source: Bloomberg (as at 01 December 2021)

In Europe, annual headline inflation surged to 4.9% in November, beating expectations of 4.5% – the 
highest print since 1997. The European Central Bank’s view is that the print is a very rare occurrence 
and is unlikely to persist in the future since high energy prices and one-time factors are driving it. In 
November, energy prices are 27.4% up in the eurozone versus the previous year. Germany’s inflation 
soared to its highest in 29 years at 6% YoY in November versus the previous year. The ECB is set to meet 
in December to discuss the future plans of monetary policy, the end of the bond-purchasing program 
and developments in interest rates.

Federal Reserve Chairman Jerome Powell has finally retired the word “transitory” with regard to inflation. 
He also said that he expects the FOMC to discuss, in the December meeting, faster tapering of bond 
purchases due to strong inflationary pressures. This creates the expectation that interest rates will rise 
earlier than expected next year, although he has also stated that the Fed’s policy is dynamic and could 
change in response to a change in the global environment.

Closer to home, at the recent SARB MPC meeting, Governor Lesetja Kganyago announced that the MPC 
would be increasing the repo rate by 25 bps to 3.75%. The reason given was due to concerns around 
higher inflation. The MPC said that this normalisation would happen gradually to ensure inflation 
expectations are well rooted and that the path is well laid out for future rates. Higher headline inflation 
for Q4 2021 was forecast at 5.3% versus September’s 5% forecast. The MPC forecasts the economy to 
grow by 5.2% this year versus the 5.3% estimate due to the detrimental effect on output of the July riots. 
On a yearly basis, the expectation for GDP growth of 1.7% in 2022 and 1.8% in 2023 remains unchanged 
from September’s forecast. Kganyago additionally stated that the “July unrest, the Covid-19 pandemic 
and ongoing energy supply constraints are likely to have lasting effects on investor confidence and job 
creation, impeding recovery in labour-intensive sectors hardest hit by the lockdowns”.
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The July riots and lockdowns have impacted employment in SA as the Q3 2021 unemployment figure rose 
to 34.9%. The number of people employed declined by 660 000 to 14.3 million. Gauteng and KwaZulu-
Natal – most affected by the unrest – reported job losses of 200 000 and 123 000 respectively. 
Unemployment under the broader definition, which includes discouraged workers, increased by 2.2% to 
46.6% in Q3 2021 versus Q2 2021. The unemployment figure is expected to worsen with continued 
concerns around load shedding and future lockdowns. 

OUR SYSTEMATIC VIEW ON GLOBAL MARKETS

We remain bullish on most South African assets. SA equities are trading at cheap valuations, and  
SA Bonds offer high relative value in bond yields versus the US equivalent, while the Rand is a strong 
value case due to high interest rate differentials. On the other hand, we are neutral on US equities as 
they still remain expensive based on high valuations all-round – including Price to Earnings, Price to 
Book, Price to Sales and Relative Earnings Yield ratios – but are being supported by accommodative 
financial conditions globally – easy monetary policy, tight credit spreads, tight cross-currency basis and 
funding pressure. We are moderately overweight the Euro and the Pound versus the US Dollar on the 
currency front. Although valuations, economics and financial conditions are supportive, weak consumer 
and investor sentiment in both these asset classes drive their overall sentiment score down, shifting their 
overall position to a moderate overweight.  

Strong Underweight Moderate Underweight Neutral Moderate Overweight Strong Overweight

Equities

South Africa Overweight

United States Neutral

European Union Overweight

Emerging Markets Neutral

DM Small Caps Overweight

EM Small Caps Neutral

Bonds

South Africa Overweight

United States Neutral

European Union Underweight

EM (USD) Underweight

EM (Local) Underweight

Credit

South Africa Neutral

DM Investment Grade Neutral

DM High Yield Neutral

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

Real Assets

SA Property Neutral

SA Preference Shares Underweight

SA ILBs Overweight

DM Property Neutral

FX

Euro Overweight

British Pound Overweight

Japanese Yen Overweight

SA Rand Overweight

UNPACKING OUR VIEW ON THE RAND

WHERE WE CURRENTLY STAND

The Rand took a battering with South 
Africa, unfortunately, associated with all 
things Omicron. This, in conjunction with 
a sell-off in the bond market, creates 
an interesting opportunity for offshore 
investors looking for yield pickup via the 
carry trade. All that’s needed is an appetite 
for risk. The Rand has never been more 
attractive in our models from a valuation 
standpoint. An economic environment that supports a stronger Rand, particularly via the industrial 
metals index helping lift South Africa into a current account surplus, has supported the Rand over the 
past few months. The contra viewpoints come in via weak indicators of economic growth and a poor 
sentiment picture.
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From a pure value standpoint, there has never been a wider spread between real rates on the 10-year 
point of the curves between South Africa and the US. Sitting at 10% real yields becomes an extremely 
attractive trade for a US investor looking for yields in an environment where they are sorely lacking. Given 
that these are sovereign spreads, the risk of default is next to nothing, making this a great longer-term 
investment for those either willing to stomach the currency volatility or able to hedge it. 

Real interest rate differential

Sources: Prescient Investment Management, US Fed, Bloomberg (as at 01 December 2021)

That being said, and despite the extreme value case, the score sits on the divide between moderate 
and strong overweights, and if there were to be a degradation in the contributing factors, such as credit 
spreads widening or an increase in funding pressure, the model would switch accordingly. For now, 
though, we remain bullish on the Rand, particularly at the levels seen after the last selloff. 
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LOOKING AHEAD: RISKS TO OUR VIEWS

THE COVID-19 RESURGENCE

South Africa is again in the global spotlight for a new – and importantly significantly different – strain of 
Covid-19. These differences imply that existing Covid-19 vaccines may no longer be as effective, and we’d 
be back to square one. That would mean more lockdowns, a big hit to tourism during South Africa’s prime 
season and a perpetuation of the work-from-home culture.

South Africa’s vaccination program has stalled at around 30% despite vaccinations being open to nearly 
all age groups and an oversupply of vaccines, such that the Government has cancelled some of the 
outstanding orders. It’s a far cry from where we stood last year without a plan or a vaccine supply chain.

There is a potential silver lining in this situation, and that would be if the new variant is indeed aggressive 
in its spread but at the same time a lot milder in its symptoms. This would result in natural herd 
immunity and suppress the more dangerous delta variant – an outcome that could be more effective 
than a vaccine. Mapping that out, it would require a large portion of the population to pass through the 
gauntlet of contracting Covid-19. So even with this potentially positive outcome, there is a long way to go. 
That said, markets largely shrugged off the initial shockwave of a new known unknown in the days that 
followed the Black Friday selloff and things seem to be back to the new normal (at least for now). 

THE MONEY PRINTING MACHINE RUNS DRY

This year, there has been the elephant in the room that nobody has been paying much attention to, the 
developed market versus emerging market disconnect. But first, let’s take one step back and transport 
ourselves to the United States. Unprecedented monetary and fiscal stimulus has been pumping free 
money into the wallets of the average Joe. So much so that active job seekers in lower-income groups 
have switched to being dissuaded dissidents who would rather sit at home on the couch and get, for 
example, $100 in the post than work a 10-hour shift at a fast food joint and get $80. 

Those who still do work have found themselves $100 better off than they were pre-Covid-19 and looked 
for places to park their money and let it grow. They don’t go to the bank because they currently get 
negative real rates. The next place they look to is US bonds, where they again get negative real yields. 
That forces them out into the wild world of equities, placing massive buying pressure on markets and 
crushing valuation metrics to ludicrously high levels, the likes of which have never been seen before. 
That’s pushed returns year to date to the end of November to 30% on the S&P500 Index. What they 
did not do, however, was branch out into emerging markets, which have thus far made 7% for the same 
period despite showing pockets of value in countries including South Africa. 

So what happens when the party comes to a close as the Fed has planned through the phase-out of  
QE through 2021 and 2022 and the cheques in the post run dry? The two things that come to mind are 
that more people will start looking for jobs and have less disposable income, removing this source of 
artificial support underpinning the equity market. The negatives of this combination most likely 
outweigh the positives. The market most exposed to this, given its strong run year to date, is DM 
equities, and, as a relative value trade, the pairing would be a relative underweight developed markets 
and overweight emerging markets. 
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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). 

BRINGING IT ALL TOGETHER

Our old friend Covid-19 is back with a vengeance, although it never went away in all honestly.  
The unfortunate thing for South Africa is it has been tagged as a “South African variant”, which has 
curtailed the flow of tourism into the country and, as a result, will put a serious dampener on the 
Christmas spirit. We continue to monitor fast-moving indicators like credit spreads, cross-currency basis, 
global implied volatility and funding pressure, which remain muted despite the recent market turmoil. 
What seems to have been a knee-jerk reaction specifically targeted at South Africa has spread, but at 
least from a South African perspective, there has been a healthy recovery. Our models still point towards 
attractive opportunities at home. They are mainly neutral on opportunities abroad, including an upgrade 
in the recent past to neutral for US Treasuries. This asset class again would do well in the selloff despite 
extremely low yields. 

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. 




