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1. QUICK VIEW

• Most equity markets pare losses to end the first 
quarter of the year.

• Global bonds rerate.

• U.S Federal Reserve raises rates for the first time in 
more than three years.

• SARB raises the repo rate by 0.25%; revises inflation 
and GDP projections higher.

2. GLOBAL MACROECONOMICS

Most developed equity markets pared some of the year-
to-date losses as the first quarter of the year ended. The 
MSCI World Index and the S&P500 gained 2.5% and 3.6%, 
respectively in March. The rallies came despite a tense 
situation in Ukraine as Russian attacks ramped up. What 
perhaps eased inflation concerns to a certain degree was 
the cooling off in several commodity prices, including oil, 
that had rallied to just below $130 per barrel as a result of 
the Russian-Ukraine war. Emerging markets struggled to 
keep the pace with their developed market counterparts, 
with the MSCI Emerging Market Index down 2.5%. China’s 
CSI 300 and Hong Kong’s Hang Seng Index lost 7.8% and 
3.2% respectively as a surge in COVID-19 cases prompted 
lockdowns restrictions. 
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The U.S. Federal Reserve raised interest rates for the first time in three years by 0.25% to bring the range 
to 0.25%-0.50%. The Fed’s dot plot points to an additional six rate hikes this year, taking the target rate 
to about 1.9% by the end of 2022. On inflation, the committee raised their estimates of the personal 
consumption expenditures price index, excluding food and energy, to 4.1% this year, versus 2.7% in their 
December 2021 projection. On GDP, the projection was cut to 2.8% from 4.0% and the committee still 
expects the unemployment rate to end this year at 3.5%.

With most global bonds rerating amid anticipated central bank action, the Bloomberg Global Aggregate 
Index, which is a measure of global investment grade debt from twenty-four local currency markets, 
had its worst performance in March since 2016, returning -3.1%. Among the sell-off, much attention has 
been drawn to the spread between the U.S. 2-year and 10-year bond, otherwise known as the ‘2v10’s. 
The spread between the two tenors inverted as investors price in an aggressive, front-loaded hiking plan 
by the Fed. While an inversion of this spread has generally been a good indicator of a U.S. recession in 
the past, another indicator, the spread between the 3-month Treasury Bill and 10-year bond has been 
widening, sending mixed signals to the market. Fed researchers have very recently published a paper 
where they have “provided statistical evidence indicating that the perceived omniscience of the 2v10 
spread that pervades market commentary is probably spurious”.

Locally, the South African Reserve Bank (SARB) raised the repo rate by a widely expected 0.25% to 4.25%. 
What was not expected however, was the hawkish split vote of its members, with two out of the five 
voting in favour of a 0.50% rate hike. The trajectory for the remainder of the year is for a further increase 
of 0.75% - unchanged from the last meeting. The SARB revised its inflation projections higher from 4.9% 
to 5.8% for 2022 and from 4.5% to 4.6% for 2023. The uncertain outlook and considerable upside risks 
imply that policy decisions will remain data dependent. Despite the unfavourable growth impacts of 
higher oil prices and weaker global GDP growth, the MPC lifted its forecasts of GDP growth and now sees 
it higher at 2.0% in 2022 from 1.7%, and at 1.9% in 2023 from 1.8%.

With the tyres kicked on the rate hike cycle, let’s have a look at the major central banks who have made 
moves in the first quarter of this year. The figure Central Bank policy rates below shows the change in 
central bank policy rates from the end of 2021 throughout Q1 of 2022. Quite a few central banks are yet 
to adjust their policy rates. Of the developed nations, just the United Kingdom has raised rates twice, 
while South Africa, Mexico and Brazil are among the emerging market countries who have hiked rates 
on more than one occasion. China is the only region to have bucked the trend, cutting its one-year loan 
prime rate by 0.10% in January over concerns about an economic slowdown. 
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Central Bank policy rates 

Sources: Prescient Investment Management, Bloomberg (as at 31 March 2022) 

While some uncertainty regarding the path of interest rates going forward has been removed for the 
time-being, concerns over the Russia-Ukraine war situation, as well as new lockdowns in China, remain.  
A potentially troublesome COVID-19 variant is also making its way through Europe, which has led to a 
spike in hospitalisations.

OUR SYSTEMATIC VIEW ON GLOBAL MARKETS

New regulatory adjustments allowing offshore investment limits up to 45% bring a new investment 
landscape to the table for South African investors. We have been proactive in shifting assets offshore, 
with most of the new offshore allocations hedged back into Rands to remove exchange rate volatility – a 
key differentiator versus most peers, which allows us better access not just to global equities, but also to 
global fixed income.

In terms of our systematic view, here are the changes from last month:

• European equities shift from strong to moderate overweight.

• Our view on developed market small caps has shifted from moderate overweight to neutral.

• Given the rerating in European bonds, we are now moderate underweight from strong underweight.

• Our strong overweight stance on the Euro and Pound against the US dollar has shifted from strong to 
moderate overweight.
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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 Neutral

EM Small Caps Overweight

Bonds

South Africa Overweight

United States Underweight

European Union Underweight

EM (USD) Neutral Overweight

EM (Local) Neutral

Credit

South Africa Neutral 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



05

MULTI-ASSET MONTHLY COMMENTARY

APRIL 2022

UNPACKING OUR VIEW ON THE EURO

WHERE WE CURRENTLY STAND

The global theme that has dominated 
mainstream media over the last few 
weeks has been Russia’s “special military 
operation” into the Ukraine – which one 
would think would lead our models to being 
bearish on the Euro. That is correct in part, 
as European consumer sentiment has fallen 
to levels almost as low as the first COVID-19 
wave, but the straw that broke the camel’s 
back for the Euro was a climbing European 
inflation with little to no central bank intervention. 

The Euro has seen a significant decline in the real interest rate differential between the Euro and the US 
Dollar, primarily as a result of inflation prints in Europe coming in much higher than expected, and there 
having been little to no response from the ECB on rate hikes, at least in comparison to the Fed. 

On top of that, consumer sentiment declined sharply due to concerns that the war is spreading towards 
the west of Ukraine and funding pressure between central banks increased as tensions rose along with 
the perceived risk of bank default. Importantly though, the deterioration in financial conditions (including 
credit spreads and cross-currency basis) was nowhere near the magnitude in a financial crisis or a 
pandemic – highlighting that, at least for now, the risk is contained, and markets remain liquid. 
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Consumer sentiment 

Sources: Prescient Investment Management, Bloomberg (as at 31 March 2022) 

LOOKING AHEAD: RISKS TO OUR VIEWS

THE UKRAINE CONFLICT SPREADS WEST (OR THE WEST SPREADS EAST)

What has been interesting to watch is how both Russia and NATO have been circumventing all-out war 
yet fully participating in a form of proxy war. NATO has been flooding Ukraine with arms and ammunition 
capable of destroying Russian tanks and aircraft with great effect. Russia has recently rotated their 
efforts away from Kiev and towards their original reason for invasion of bolstering the pro-Russian 
separatist republics in Eastern Ukraine. 

Whilst Russia may now be less likely to spread westwards, the effects of the war certainly have spread 
West, with millions of refugees pouring into Europe to escape the conflict. Likewise within Russia, despite 
what seems to be heavy use of propaganda, citizens are building up strength in resistance – not just to 
the conflict, but towards Putin’s overarching power. So we watch this space with interest, as it could very 
well be one of the biggest shift-changes in global politics in the 21st century.

THE RAND INVERTS ON A DIFFERENT TYPE OF RISK

To many, the Rand-Dollar is seen as a natural hedge in the event of a sell-off. Whilst this is true in some 
crises, it is by no means the rule. This crisis has seen a significant rise in global commodity prices, fuelled 
mainly by rising oil and gas prices. In this sort of scenario we generally see a rally in the Rand (as well as 
a rally in resource stocks, partially hedging the ALSI from the sell-offs of earlier this year). With all eyes 
on Ukraine, it is important to open them a bit wider and look elsewhere – particularly China, where there 
is a lockdown in place to stem the uprising of a new COVID-19 wave. This is significant because it shows 
we certainly aren’t out of the woods yet and it could lead to another sell-off similar to the first, where 
commodities are no longer around to provide a buffer and growth is the underlying concern.
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COMMODITIES CALM DOWN

Following on from the above, if we respect the logic that what goes up must come down in the 
commodities market, when the Ukrainian conflict does eventually resolve itself there will be significantly 
less pressure on commodities. Oil prices should fall to around pre-crisis levels and other commodities 
are likely to follow. That carries the risk of reversing the windfall South African assets have had during 
the more recent global sell-off where resource companies might take knocks to earnings, global inflation 
tames itself and offshore rates suddenly become more attractive. 

BRINGING IT ALL TOGETHER

With most eyes now focussed squarely on Eastern Europe it’s important to take a step back and revisit 
the themes we saw emerging before the Ukrainian conflict – rising inflation (transitory or otherwise), a 
flare-up in Chinese COVID-19 cases and their lock-down response, changes in regulatory limits allowing 
multi-asset funds to increase their offshore allocations (which we have now completed across all of our 
funds) and the potential for a Fed yield curve inversion and what this might signal to global markets. All 
of these and more are variables we track within our tactical asset allocation models, with the changes in 
offshore allowance coming through in the longer-term strategic foundations in the funds, and as such 
we take comfort in keeping our fingers on many pulses rather than having tunnel vision to mainstream 
media. 

We remain bullish on South African assets, despite having moved a portion of the portfolio offshore to 
take advantage of structural improvements. Overall, we shaved around 1% off the volatility profile of the 
funds, whilst still maintaining the same CPI+ return targets. That’s what’s important, minimising risk and 
as a result maximising the likelihood of meeting client objectives with a smoother ride. 

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). 

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.


