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1. QUICK VIEW

• The U.S. Federal Reserve Bank (Fed) held its benchmark 
interest rate near zero, as expected, and indicated that interest 
rate hikes could come sooner than expected.

• The South African Reserve Bank (SARB) Monetary Policy 
Committee (MPC) members unanimously voted to keep the 
repo rate unchanged at 3.50%.

• Rand weakness provided an effective hedge against weakness 
in offshore asset classes.

• Vaccines administered in South Africa rose by a record  
4.9 million doses to 17.5 million. 

2. GLOBAL MACROECONOMICS

The Fed held its benchmark interest rate near zero, as expected, 
and indicated that interest rate hikes could arrive sooner than 
expected, with nine of the Fed’s senior policymakers predicting 
the first rate hike in 2022. Policymakers also indicated that they 
could begin to trim their monthly asset purchases “soon”. There 
were some considerable changes to the Fed’s GDP and CPI 
forecasts. The Fed slashed its GDP forecast for this year to 5.9%, 
compared with a 7.0% forecast at the previous meeting, while 
growth for 2022 is expected to come in at 3.8%, compared with 
3.3% previously. Projections for CPI are stronger than previously 
forecast, with the committee now seeing core inflation at 3.7% in 
2021 and 2.3% in 2022, compared to 3% and 2.1%, respectively,  
at the previous meeting.
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Locally, the SARB MPC members unanimously voted to keep the repo rate unchanged at 3.50%.  
The SARB’s inflation forecasts were revised slightly upwards from the last meeting but remained 
anchored within the target range of 3% to 6%. Headline CPI inched higher to 4.4% from 4.3% in 2021, 
while the forecasts for both 2022 and 2023 were unchanged at 4.2% and 4.5%, respectively. In terms 
of growth, GDP for 2021 was revised higher to 5.3% from 4.2%, while forecasts for 2022 and 2023 were 
lowered to 1.7% and 1.8% from 2.3% and 2.4%, respectively. This left the repo rate path projected by the 
SARB’s QPM to one 25-basis point (bp) increase in the fourth quarter of 2021, and hikes in each quarter of  
2022 and 2023.

In rand terms, most asset class returns ended the quarter in positive territory, with the notable exception 
of S.A. equities. After a promising start to the year in the first half of 2021, the rand found itself among 
the worst-performing emerging market currencies in the third quarter. Having depreciated 5.20% against 
the U.S. Dollar, most of the weakness in the currency came in September as investors trimmed exposure 
to risk assets, as fears of slowing economic growth, Fed tapering and the looming uncertainty around 
Covid-19 gripped markets. However, the weakness in the rand provided an effective hedge against 
offshore exposure to foreign asset classes.

The figure Asset class returns in rands depicts the total returns of global equities (measured in rands) 
and local asset classes.

Asset class returns in rands

Sources: Prescient Investment Management, Bloomberg (as at 30 September 2021) 
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The third-quarter returns in rands of the MSCI All World and S&P 500 Total Return Equity Indices were 
4.45% and 6.17%, respectively, while our local bourse ended -0.84% lower amid a sell-off in risk assets 
globally. The South African Property Index continued to stage a promising recovery after last year’s 
collapse, while SA Preference shares also registered an impressive quarterly gain.

Covid-19 cases continued to rise in September, with 16 million new confirmed cases registered globally. 
Locally, South Africa’s president Cyril Ramphosa eased lockdown restrictions to alert level 1 at the end of 
September, as the country officially exited the third wave of Covid-19, and vaccines administered rose by 
a record 4.9 million doses to 17.5 million. 

OUR SYSTEMATIC VIEW ON GLOBAL MARKETS

South Africa has an attractive investment thesis to almost all major asset classes, and the reasons for 
the overweights are, in most cases, unique to those particular asset classes. South African equities, for 
instance, are offering fundamental ratios, such as Price/Book and Price/Earnings, that are significantly 
more attractive than they have been for some time. The Price/Earnings ratio on the ALSI, for instance, 
currently sits around 12x while its long-term average is 16x. SA bonds (both nominal and inflation linkers) 
are offering real yield profiles at, or near, all-time highs relative to their offshore counterparts, and the 
rand is being backed by the tailwind of a rally in the industrial metal sector plus a risk-on environment 
fed by the Fed. The asset classes where there is no longer a strong buy thesis are those that have 
experienced a strong rally and these are captured in our tactical asset allocation tilts. These include  
SA property, which rallied in the second quarter and preference shares, which ran up almost 20% in the 
third quarter. 

Further afield, in global markets, there was volatility intra-month, but by month-end, nothing to write 
home about. The only significant change in models was a switch in Business Sentiment in the U.S., which 
started to come off the previous highs of the Covid-19 rebound and subsequent stimulus, as U.S. supply 
chain managers began to shift their views to the downside. This is generally negative for growth assets, 
like equities and property, but positive for haven assets like U.S. Treasury bonds. This also spilt over into 
the U.K. and continental Europe, switching the U.S. dollar/pound view away from a strong overweight to 
the Queen’s currency. On top of this, the Prescient Economic Indicator (a nowcast of GDP growth) turned 
from positive to neutral, implying a disappearing growth hypothesis that has begun to cause rumblings in 
markets worldwide. 
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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 Overweight

DM Investment Grade Underweight

DM High Yield Neutral

EM (USD) Underweight

Real Assets

SA Property Neutral

SA Preference Shares Neutral

SA ILBs Overweight

DM Property Neutral

FX

Euro Overweight

British Pound Overweight

Japanese Yen Overweight

SA Rand Overweight

Visible changes to Prescient’s house view are primarily a downgrade from strong overweight to moderate 
overweight for the pound vs the U.S. dollar and an upgrade to neutral for U.S. bonds; which,  
while offering a negative real yield on a standalone basis still offerd an attractive asset class versus 
Eurobonds and provides a good hedge within a portfolio.
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lows (currently sitting at around -2.6%). 
But there is more to an asset class than 
its standalone yield. On a relative basis, 
U.S. Treasuries offer a pickup over their 
European counterparts, while the risk of 
default is arguably higher in Europe than in 
the U.S. For the most part, the signals used 
within this model are the direct opposite of 
their growth asset contemporaries.  
So, a weak Prescient Economic Indicator (a proxy for growth in the U.S. economy before the hard data is 
printed) for U.S. equities means a positive signal for U.S. bonds as investors seek a safe-haven alternative.

Similar to the Prescient Economic Indicator, Citigroup’s Economic Surprise Index quantifies whether hard 
data prints have beaten analysts’ expectations and allows us to have a finger on the pulse of the state of 
the global economy. Currently, the Economic Surprise Index is showing that hard data is disappointing 
investors in the U.S. For U.S. bonds, this is a positive, with investors potentially looking for a haven asset 
to park their money like U.S. Treasuries. 
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Real yield is, of course, a function of realised inflation, and this theme is one of the key discussion points 
within the multi-asset team. If U.S. inflation were to come back to the target 2%, that would add another 
3.4% to the real yield on U.S. Treasuries at current nominal levels. This is a big deal for an asset class so 
heavily suppressed by a combination of buying pressure from the Fed and historically low Fed fund rates 
and could lend itself to becoming a lot more attractive than a highly overstretched U.S. equity market 
sitting at near all-time highs on its P/E ratio and a growth outlook beginning to turn marginally negative. 

LOOKING AHEAD: RISKS TO OUR VIEWS

INFLATION OVERSHOOTS – RUNNING TOO HOT

This is a point of discussion that has been debated ad nauseum across financial media, but for good 
reason. We have mentioned before that our investigation into whether inflation is likely to be transitory 
or a structural risk yielded a conclusion that, given the current environment, inflation would be transitory 
and last no longer than nine months to a year. We are now seeing a more exogenous risk to this thesis, 
with rising oil and gas prices (at just the wrong time) keeping inflation well above where it should be.  
The cause of this, at least most logically, is the worldwide economy coming back online (so-called 
“demand-pull” inflation). This is the crowd favourite of the two inflations (demand-pull or cost-push) as 
it signals a rebound in economic growth. The downside of this is that it is magnified by coal shortages in 
India and China, causing rolling blackouts and fuelling demand for backup power sources dependent on 
oil – a situation that is certainly not conducive to economic growth.

INFLATION UNDERSHOOTS – RUNNING TOO COLD

While this catalyst may now be less likely given the continued prints showing higher inflation,  
it is nonetheless still on the table and perhaps just a can that has been kicked down the road.  
Continuing with the demand-pull example above, think of demand-pull inflation as analogous with 
spectators trying to get out of a crowded stadium after the final whistle – the funnel at the exit is simply 
too narrow for all the fans to head home safely. The crux of it is that once the majority of the crowd is out 
the door, the surge eventually dies off. Unless the world economy keeps aggressively returning to the 
norm into perpetuity (which is implausible given that there is a long-term equilibrium growth rate), there 
could come a time in the not-too-distant future when oil is oversupplied, wage growth is muted, and the 
borrowing from the future finally catches up with the present. 
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EVERGRANDE CONTAGION

The Evergrande saga continues to unfold in China, with market participants searching for the answers 
to two questions: will Evergrande default (or continue to default) on its debt and who holds Evergrande 
(directly or indirectly). One plus side to the situation is that it is a known-unknown rather than an 
unknown-unknown, or in other words, it is not a true Black Swan event. It is something that has been 
heavily covered by the media and is thus at the forefront of investor’s minds. 

The real risk to global markets isn’t so much the investors and home-owners who would directly lose out 
from Evergrande’s default, although this would be truly tragic at a micro level for Chinese investors in 
what could be their first homes. It is what the actual situation in China might be when you look under 
the hood at the macro level. The critical question is whether China is leveraged at a consumer level and 
overdeveloped, putting it in a situation that is similar to Spain and Portugal’s empty and overdeveloped 
towns – in other words, a house of cards ready to unwind. For now, the best one can do is monitor the 
situation as it unfolds and limit exposure where possible. 

BRINGING IT ALL TOGETHER

The South African bull-market thesis remains strong across asset classes, with pockets of value to be 
found across asset classes, making us, if anything, spoilt for choice. What is needed to move prices higher 
is a front runner that triggers appetite for these assets and brings global investors back into the  
South African market. But, for now, at least, the yields on South African asset classes leave us quite 
comfortable to maintain our overweight exposure in these versus their offshore cousins. As the flareups 
in offshore volatility continue and we head into another uncertain fourth quarter of not knowing how the 
coronavirus will spread globally, we take comfort that our models capture the bulk of the dynamics that 
move markets and thus continue to enable us to deliver small, consistent amounts of alpha ahead of our 
peer group. 

As always, we remain guided by insight and informed by science – trusting that the data we process  
will give us 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.


