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Local Market

Global Market

December was a reasonably good month overall for the local market. South
African equities performed better than global equity markets in December,
gaining 3.3%. The FTSE/JSE All Share delivered a respectable 12.1 % return for
the year, outperforming inflation by nearly 8%. Up 7.0% for the month, the
Resources sector was the key contributor to the index performance.
Telecommunications recorded losses of 9.9% for the month, as MTN faced
legal battles and Telkom shares fell a further 25.7%.

Global markets exceeded most investors’ expectations in 2019 and ended the
year strongly as a result of supportive economic data and easing trade
tensions.

The listed property sector was the worst performing asset class for the year
once again, despite recovery to modest growth after the sector plunged 25% in
2018. The FTSE/JSE South African Listed Property Index lost 2.1% in December,
recording another year of negative real returns as structural adjustments have
yet to run their course.
Bonds had a good month, outperforming Developed and Emerging Market
aggregates. This is despite a very negative fiscal outlook and a high possibility
of a rating downgrade by Moody’s in the first half of 2020. The 1.9% gain of the
All Bond total return Index was supported by a very strong ZAR in December.
Rand ended the month 4.6% stronger at R 14.01 per US Dollar.
On the 9th of December Eskom implemented the previously unheard-of stage 6
load shedding, putting further strain on South Africa’s economic growth. In
response to the most severe power cuts the country has experienced to date,
Goldman Sachs Group described the debt-laden power utility as the biggest
threat to the South African economy.
As it forms the base for government revenue, low nominal GDP is intensifying
SA’s fiscal predicament. SA’s nominal economic growth fell to its lowest rate in
over 25 years (3.8%). This is mainly due to low inflation and weak real economic
growth. Weaker nominal GDP and lower tax compliance have led to
disappointing government revenue collection. On the other hand, rising
emigration numbers are also threatening SA’s shrinking tax base.

December brought a little more certainty on two major global issues. First, the
British voted for Boris Johnson as Britain’s Prime Minister, and thus for Brexit
as quickly as possible. Second, the last-minute decision of the US
administration to cancel the December 15 rise in tariffs on Chinese imports
seemed to de-escalate the US-Chinese tariffs war.
Equities recorded its best calendar year performance since 2013, which was
widely welcomed by investors given that global markets suffered their worst
year in a decade in 2018.
The S&P 500 gained 31.5% for the year on a total return basis, making 2019 a
year to remember for risk assets. Gold gained 3.6% in December and 18.3% for
the year, the best annual performance in a decade, as central banks globally
relaxed monetary policy to boost economic growth.
The MSCI Emerging Markets Index returned a decent 7.5% in December but
recorded a less impressive yearly return of 18.4%. The Purchasing Managers’
Indices (PMIs) stabilized in many regions during the month, although
manufacturing mostly remained in recessionary territory. December saw the
United States ISM manufacturing index fall to its lowest level since June 2009.
Numerous characteristics of risk-on sentiment emerged in December. The US
dollar depreciated against developed market currencies, particularly the Euro,
as well as emerging market currencies as the global environment appeared to
be less risky.
The US dollar index recorded its smallest-ever annual move, rising just 0.2% for
the year after a drop in December reversed earlier gains.

Chart 1: South African Asset Class Returns Over 5 Years Since 1 Jan 2015
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Equity

Currency

The JSE All Share Index returned a strong 3.3% in December, ending the year
with a double digit return of 12.1%. Resources (7.0%) had another excellent
month with platinum shares as the key contributor. Industrials (2.4%) also
performed well, while Financials (0.7%) lagged. Stocks delivered a mixed bag of
returns with big gains in resource companies such as Impala Platinum (27.5%)
and Gold Fields (+24.6%), together with big losses in Telecommunications with
Telkom down 25.7%. Our models indicate that there is reasonable value on
offer and we therefore maintain our equity allocations at levels close to
benchmark.

The rand strengthened against the majors during December as a result of a
favourable global environment. Most Emerging Market currencies rallied on the
back of easing tensions between the US and China. ZAR closed the month at R
14.01/$ from a starting point of R 14.65/$. At month end, the ZAR was fairly
valued against the trade weighted basket of currencies on a purchasing power
parity basis. Significantly, the ZAR was 20% undervalued versus the USD using
the same methodology.
Equity

Property
The SA Property Index returned -2.1% in December, recording another
disappointing yearly return of 1.9%. The 3-Year and 5-Year returns for this
sector are even lower. The outlook for all three sub-sectors (office, retail and
industrial) remain weak, and short-term total returns are expected to be
generated by income rather than capital appreciation. We maintain a neutral
ranking on this asset class.

Global developed equity markets had another good month, with the MSCI ACWI
returning 3.5%, and the S&P500 up 3.0%. Emerging Markets outperformed
Developed Markets, with the MSCI Emerging Markets Index returning 7.5% for
the month. This performance was mainly driven by stronger Brazilian and
Chinese markets. Globally, economic activity is picking up, and cyclical sectors
and economies are starting to outperform defensives. We therefore maintain
our global equity ranking to overweight and continue to favour allocation to
high quality stocks.

Bonds
The ALBI delivered a very good return of 1.9% in December, and bonds remain a
great local asset class over the last 5-Year period. The benchmark R186 yield
decreased slightly to 8.25% at month end, and the risk premium component
remains close to 15-Year highs. The World Bank has lowered SA's economic
growth forecasts to below 1% for 2020 as SA faces the possibility of a
downgrade in March by Moody's. Our valuation model indicates that bonds are
fairly valued, and the high yield in real terms is looking attractive compared to
other asset classes.

Fixed Income
With renewed risk-on sentiment driving some investors towards equities, the US
10-Year treasury bond yield increased to 1.92% in December. With a positive
view on global economic growth, longer-term rates are expected to increase
further. The US Fed is expected to cut rates once over the next 12 months, and
BCA Research opines that yields should reach 2.5% by mid-2020.
Alternative

Cash
In line with market expectations, annual inflation decreased to a very low 3.6%
from 3.7% in the previous month. It remains at the very low end of the SARB's
target band. Cash currently delivers a very attractive 3.2% real yield. We
appreciate the optionality in cash, but recognise that several other asset
classes currently have higher expected real returns.

Other asset classes that can be considered include structured notes, private
equity, direct real estate, commodities and hedge funds, and can provide
investors with uncorrelated returns. However, as interest rates are slowly but
surely rising, these alternative investments do become less attractive. These
assets can still perform a useful role in multi asset portfolios, as they help
provide more consistent returns.
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Disclaimer
Seed Investment Consultants is an Authorised Financial Services Provider in terms of the Financial Advisory and Intermediary Services Act (Act No. 37 of 2002). The
laws of the Republic of South Africa shall govern any claim relating to or arising from the contents of this document. This document may not be amended, reproduced,
distributed or published without the prior consent of Seed Investment Consultants.
No guarantee is provided as to the values of any financial product mentioned in this document. All illustrations, forecasts, information and opinions provided within this
document are of a general nature and are not intended to address the circumstances of any particular individual or entity. This document does not constitute a
solicitation, invitation or investment recommendation. While we endeavour to provide accurate and timely information, all illustrations, forecasts or hypothetical data are
not guaranteed and are provided for illustrative purposes only. We make no representation or warranty, expressed or implied with respect to the correctness, accuracy or
completeness of the illustrations, forecasts, information or opinions. No party should act upon such information or opinion without obtaining the appropriate
professional and specialised financial, legal and tax advice based upon a thorough examination of their particular situation. Seed Investment Consultants will not be
held liable for any direct or consequential loss or damage suffered by any party as a result of that party acting on or failing to act on the basis of information or opinion
provided by or omitted from this document.
The value of financial products can increase as well as decrease over time depending on the value of the underlying securities and market conditions. Changes in
exchange rates may have an adverse effect on the value price or income of any product.

Past performance is not necessarily a guide to future performance. Performance has been calculated using net NAV to NAV numbers with income reinvested. The
performance for each period shown reflects the return for investors who have been fully invested for that period. Individual investor performance may differ as a result
of initial fees, the actual investment date, the date of reinvestments and dividend withholding tax. Full performance calculations are available from the manager upon
request.
Prescient Management Company and the Trustee are registered and approved under the Collective Investment Schemes Control Act (No.45 of 2002). Collective
Investment Schemes in Securities (CIS) should be considered as medium to long-term investments. There is no guarantee in respect of capital or returns in a portfolio.
CIS’s are traded at the ruling price and can engage in scrip lending and borrowing. The CIS may borrow up to 10% of the market value of the portfolio to bridge
insufficient liquidity. A CIS may be closed to new investors in order for it to be managed more efficiently in accordance with its mandate. CIS prices are calculated on a
net asset basis, which is the total value of all the assets in the portfolio including any income accruals and less any permissible deductions (brokerage, STT, VAT,
auditor’s fees, bank charges, trustee and custodian fees and the annual management fee) from the portfolio divided by the number of participatory interests (units) in
issue. Forward pricing is used. In the event that specific CIS in securities are mentioned please refer to the relevant Minimum Disclosure Document in order to obtain all
the necessary information in regard to that unit trust. In rare instances redemption transactions may be subject to a redemption fee. The applicable Prospectus and Key
Investor Information Document will be made available upon request.
Please note that there are stipulated cut-off times for all documents, notifications of deposit, investment, redemption and switch applications. These cut-off times are
product or fund specific and the applicable guidelines have been stipulated on the relevant supporting or transaction documents, application forms and Minimum
Disclosure Documents. Where all required and supporting documentation is not received before the stated cut off time no service provider shall not be obliged to
transact at the net asset value price as agreed to. Prices are published daily and are available on the Prescient website at www.prescient.co.za.
Investors should at all times remain aware of the risks involved in the buying or selling of any financial product. Where foreign securities are included in a portfolio there
may be potential constraints on liquidity and the repatriation of funds, macroeconomic risks, political risks, foreign exchange risks, tax risks, settlement risks, and
potential limitations on the availability of market information. The investor hereby acknowledges the inherent risk associated with any selected investments and that
there are no guarantees (Paragraph 6(2)(f) of BN92). The Manager retains full legal responsibility for any third-party named portfolio (Paragraph 6(1)(g) of BN92).
For any additional information please visit our website on www.seedinvestments.co.za.

