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1. QUICK VIEW

• US administration proposes further fiscal stimulus, which 
would lift spending on infrastructure and other areas more 
than USD2trn over the next eight years.

• The Fed’s Chair, Jerome Powell, insists that the Federal Open 
Market Committee (FOMC) will look through what it sees as a 
period of transitory inflation. It will be very patient in waiting 
to see evidence of a sustained rise in inflation before raising 
rates.

• Risk assets have powered ahead in recent weeks – including 
EM sovereigns, IG and high yield credit, DM equities and 
commodities. We’ve maintained a moderately pro-risk stance – 
skewed in favour of domestic assets.

• We believe that South Africa may ultimately join the group of 
EM central banks normalising policy. Still, the magnitude of 
tightening will likely be less than that currently priced in by the 
market, given low inflation, a strong rand and a more market-
friendly political environment.

• US President Biden plans to increase capital gains tax rates.  
In terms of this plan, taxes on capital gains would nearly 
double to 39.6% for people earning more than USD1 million, 
bringing the top rate for capital gains to 43.4%.

• EM equities (including SA) have done well, in line with our 
expectations. However, the fixed income space has seen a bit 
of a shake-up in recent months. We believe this is happening 
because the emphasis in the global reflation narrative 
following the pandemic shock has shifted more towards 
inflation than growth.
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2. GLOBAL MACROECONOMICS

The Biden administration has already overseen the passage of a major legislative package – the 
USD1.9trn American Rescue Plan – which was focused on combating the COVID-19 pandemic and 
delivering economic relief to households. Now, the administration has proposed a new package, known 
as the American Jobs Plan, which would lift spending on infrastructure and other areas by more than 
USD2trn over the next eight years – equivalent to about 1% of GDP per year. While the American Rescue 
Plan is designed to have a bigger near-term economic impact, the investments proposed under the 
American Jobs Plan are intended to lift productivity growth and potential output over the longer run, 
forming the next phase of the US policy experiment.

On any measure, the size of the latest US fiscal package is very large. Moreover, it comes hard on the 
heels of a second fiscal stimulus in December 2019 and, if President Biden gets his way, not the last. 
Given the new US stimulus package is once again focused on supporting near-term demand rather 
than long-term productive potential, a blind eye cannot be turned to the risk of overheating. Combined 
with the latest increases in the price of oil and other commodities, as well as COVID-19 induced supply 
bottlenecks, inflation is still the main concern in financial markets, contributing to the rise in global –  
but mainly US – bond yields. 

The Fed’s Chair, Jerome Powell, insists that the FOMC will look through what it sees as a period of 
transitory inflation and that it will be very patient in waiting to see evidence of a sustained rise in inflation 
before raising rates: it will not be taking pre-emptive action based on forecast measures of slack in the 
economy, even the unemployment rate. Its new “outcome-based” forward guidance means it will not even 
slow the still hefty rate of asset purchases “until substantial further progress” has been made towards the 
FOMC’s maximum employment and inflation goals. Dependent on widespread, effective distribution of 
COVID-19 vaccines and an acceleration in economic growth through the middle part of this year,  
we expect the FOMC to keep financial conditions loose over the short- to medium-term. 

Notwithstanding the ultra-accommodative monetary policy stance, our longstanding negative view on 
the US Dollar is further supported by a widening fiscal deficit, which shows no signs of slowing down 
(refer to the chart US Dollar vs US budget deficit as % of GDP).
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US Dollar vs US budget deficit as a % of GDP

Source: Bloomberg (as at end March 2021) 

OUR SYSTEMATIC VIEW ON GLOBAL MARKETS

Risk assets have powered ahead in recent weeks – including EM sovereigns, IG and HY credit, DM equities 
and commodities. We’ve maintained a moderately pro-risk stance – skewed in favour of domestic assets 
- in our allocation for most of the past two quarters, and our views have remained broadly unchanged. 
Our moderate risk-on positioning is based on accelerating improvement in the fundamental economic 
backdrop, continued policy support and a rebound in both business and consumer confidence. From 
a macro standpoint, our indicators suggest that the ongoing risk rally still has legs. We see that in 
concurrent, as well as forward-looking data.
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As stated earlier, we remain bearish on the US dollar due to the widening twin deficits – coupled with 
aggressive monetary easing, even though we acknowledge that higher US Treasury yields could support 
the USD in the short term. As such, we expect high-beta commodity-linked currencies like the rand to 
fare better in a reflationary environment. But we note some less constructive developments towards 
risk-taking over the past month: our SA property view deteriorated further on valuations as the asset 
class continued to deliver healthy returns. We now carry neutral positions in SA property (from moderate 
overweight) across our different strategies.

UNPACKING OUR VIEW ON SA BONDS

WHERE WE CURRENTLY STAND

The recent move higher in yields globally 
has resulted in tightening being priced in 
by rand money market participants, with 
FRAs indicating more than 50bps in policy 
rate hikes over the next 12 months and 
around 150bps over the next 24 months. 
This implies a policy rate north of 5% by 
the end of 2022. We believe that South 
Africa may ultimately join the group of EM 
central banks normalising policy, but the 
magnitude of tightening will likely be less 
than currently priced in by the market, 
given low inflation, a strong rand and a 
more market-friendly political environment.
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SA bonds are attractive on several metrics, including real yields, spread to US Treasuries, and the 
steepness of the curve. Fiscal dynamics have also improved, leading to a notable reduction in issuance in 
the current fiscal year, with gross borrowing set to fall from R518bn in FY20/21 to R380bn (down from an 
MTBPS estimate of R472.2bn). Furthermore, the concentration of foreign positioning is historically low. 
While all this suggests a lower sensitivity than in the past, it is not to say that SA bonds will be immune 
when the market’s mood turns risk-off; it just means the domestic bond market is less exposed from an 
external vulnerability viewpoint. While fiscal challenges remain, the external tailwinds and the domestic 
rebound continues to provide a positive cyclical backdrop for local asset prices in general. Both local 
nominal bonds and ILBs provide value on a tactical basis.

Part of the reason behind high and rising levels of inflation risk embedded in the 10 year yield is possibly 
the expectation of fiscal risks starting to spill over into inflation ultimately. This means the market is 
potentially beginning to price in higher inflation tolerance by the SARB to deflate the country’s rising 
debt burden, notwithstanding a very credible SARB and low levels of current and surveyed inflation.  
The elevated risk premia give us comfort in our allocation to bonds.
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Currency risk premium

Sources: Prescient, Bloomberg (as at 28 April 2021)

LOOKING AHEAD: RISKS TO OUR VIEWS 

WHAT EFFECT COULD HIGHER US CAPITAL GAINS TAX RATES HAVE?

According to Bloomberg, US President Biden plans to increase capital gains tax rates. Under this plan, 
taxes on capital gains would nearly double to 39.6% for people earning more than USD1 million, bringing 
the top rate for capital gains to 43.4%. US equities took a hit after this – discounting the increased 
probability of corporate margins softening on the back of higher taxes. Getting a capital gains tax 
increase through Congress and onto the President’s desk will not be easy. Republicans will oppose it, 
and there will most likely be some Democrats that are not thrilled with the idea, either. Perhaps a smaller 
capital gains tax rate increase will pass – say, with a top rate of 25% to 30%, instead of 39.6%. Raising 
taxes on individuals, in general, will be more difficult than increasing taxes on corporations, too. 

The President’s American Families Plan includes other tax provisions focused on the wealthy, so there 
will be a lot of back-and-forth in Congress to find the right mix of tax hikes on the wealthy to pay for 
the proposed benefits and tax breaks for middle- and lower-income Americans. Whether a capital 
gains rate change can ultimately make it into the final bill remains to be seen. With that said, we make 
no predictions on political outcomes. Instead, we believe any negative developments on this front will 
be captured by the forward-looking elements of our models via deteriorating consumer and business 
confidence. 

DIVERGENT DM VS EM GROWTH PATHS

EM equities (including SA) have done well, in line with our expectations. However, the fixed income space 
has seen a bit of a shake-up in recent months. We believe this is happening because the emphasis in the 
global reflation narrative following the pandemic shock has shifted more towards inflation than growth. 
The bold macro policy experiment in the US, higher and more volatile core rates, and EM’s disappointing 
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performance on vaccine rollout, have caused a change in perception that EMs are likely to face greater 
challenges to balance recovery prospects and price pressures relative to the US. 

While domestic assets have benefitted from the rally in commodities, the impact of the huge positive 
terms of trade has not been felt in a widespread fashion across the EM spectrum. EM curves are pricing 
in more rate hikes and almost no rate cuts with fears that Fed tapering may prove to be a not-too-distant 
prospect. The debt servicing costs for higher public debt (compared to the pre-pandemic period) are 
rising, perhaps requiring some austerity down the line. The latter has been gaining ground amongst 
investors in the tussle between “benign versus sinister” reflation views. As articulated in our previous 
monthly pieces, we tend to side with the more benign outlook regarding the inflation debate.

As we enter a phase with a likely pick-up in macro data volatility with massive base effects and still 
varying impacts from the pandemic worldwide, it is only natural to expect rising market volatility going 
into the second quarter/half of the year. As such, further gains may be capped as our mostly risk-on 
positions come up against volatility headwinds. 

BRINGING IT ALL TOGETHER

We are clearly in a period of bifurcated market signals – where proponents of opposing schools of 
economic thought can easily find evidence to back their own world view. As macro-aware, full-cycle 
allocators of capital, we lean more on our systematic evidence-based process to guard against our own 
biases. The strict adherence to our models keeps us honest. We strip out emotions from the process 
and let the data speak to us. We will continue to measure and map data daily and draw signals from an 
indicator-set that makes economic sense. Hopefully, our disciplined adherence to the process will help us 
stay nimble and navigate these unchartered waters successfully.

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). 




