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Global Market

After delivering excellent returns in December, the FTSE/JSE All Share Index
started 2020 on a disappointing note, falling 1.7% in January. Unsurprisingly, the
financial sector, down 5.2% was the worst performing sector for the month, with
all the major bank shares down 6% – 9%. Resources also closed the month in
the red, down 3.5% as Platinum shares seemed to take a break from its ongoing
rally. Fortunately, strong gains from market-cap heavyweights such as British
American Tobacco (10.3%) and Naspers (7.4%) were able to mask some of
these losses.

Worries about the US-China trade war took the backseat, as fears that conflict
between the US and Iran could escalate took the forefront. This came as a
result of the killing of a top Iranian official in a US drone strike ordered by
President Trump that took place early in the new year. Fortunately, neither
country seemed to want the situation to escalate into a full-on war, and market
reactions have been muted after the initial sell-off.

Eskom chairman Jabu Mabuza resigned from his position soon after André de
Ruyter officially stepped in as the new CEO of the struggling state-owned power
utility early in January. Through the course of the month the nation continued to
grapple with planned and unplanned power outages as load shedding continued
to put economic growth under pressure. Power cuts seem likely to persist
throughout the year.
Concerns around Eskom and the outbreak of the Coronavirus drove the Rand
7.3% lower against the US Dollar, making it the worst performing currency
against the greenback in January. This has been the biggest drop in the Rand
since August 2018.
January also saw a surprising shift in the Monetary Policy Committee’s stance
as they announced a 0.25% rate cut, bringing the repo rate down to 6.25%. Most
analysts expected the cut to only come much later in the year. The repo rate,
which is the benchmark interest rate at which the bank lends money to other
banks, is now at the lowest level in 4 years, as illustrated Chart 1 (below). The
SARB also lowered its forecasts for inflation and economic growth.
In the month ahead, the Minister of Finance, Tito Mboweni, will deliver the highly
anticipated National Budget speech in parliament. This is a key event for
investors as they await any signs of the government’s plans to address the
nation’s dire economic situation.

January also saw the US-China ‘Phase One’ deal officially signed at a White
Ceremony on the 15th. The deal stated that the White House would cut some
tariffs on imported Chinese goods and that China, in exchange, would pledge
to purchase more American agricultural, energy and manufacturing goods, as
well as look into US complaints regarding China’s intellectual property
practices.
The annual World Economic Forum took place in Davos towards the end of the
month. Climate change took centre stage as catastrophic bushfires broke out
in Australia. The fires have killed at least 29 people and destroyed around 2,500
homes. The fires, along with rising sea levels, heatwaves and flooding are
heaping the pressure on investors globally to allocate more money towards
sustainable investing.
After ending 2019 on a high, global markets closed January lower with negative
sentiment being driven by fears of the new Coronavirus (2019-nCoV) outbreak.
The virus originated in China and appears to be spreading rapidly, with over
75,000 confirmed cases across 29 countries and at least 2,000 deaths thus
far.On the 30th of January, the World Health Organization (WHO) declared the
Coronavirus outbreak a Global Public Health Emergency of international
concern. The virus could possibly also slow down China’s deployment of 5G
networks, which is a national priority for the country. Many companies in China
have instructed their employees to stay home, resulting in labour intensive
services, like network deployment, being hugely impacted. The US 10-Year
Government Bond yield hit its lowest level in 5 months as illustrated in Chart 2
(below), while investor concerns about the economic impact of the Coronavirus
increased.

Chart 1 : South Africa’s Repo Rate Over the Past 10 Years

Chart 2 : US Government Bond Yield Over the Past 10 Years
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Equity

Currency

Local Equities had a disappointing start to the year as the JSE All Share Index
delivered a negative return of -1.7% in January. Financials (-5.2%) continued to
lag, with Resources (-3.5%) not far behind. Industrials fared relatively better,
(1.6%), propped up by heavyweights such as Naspers, which outperformed for
the month. Sixty local shares, including ABSA, PPC, Truworths and Growthpoint
hit their 12-month lows during the month. Our models indicate that there is still
reasonable value on offer and we therefore maintain our equity allocations at
levels close to benchmark.

The Rand weakened 6.7% against the US Dollar during the month and was the
worst performing currency against the US Dollar in January. The Rand
weakness can be attributed to a myriad of structural problems faced by the
local economy, as well as concerns surrounding the Coronavirus affecting all
Emerging Markets. The ZAR closed the month at R 15.00/$ from a starting
point of R 14.01/$. At month end, the ZAR was 4% undervalued against the
trade weighted basket of currencies on a purchasing power parity basis.
Significantly, the ZAR was 29% undervalued versus the USD using the same
methodology.

Property
The SA Property Index recorded yet another month of negative returns, losing
3.1% in January. The 3-year and 5-year returns for this sector are even lower at
-9.5% and -5.2% respectively. Oversupply remains a problem in all three
subsectors (office, retail and industrial) of the local property market and
investors remain wary of this asset class despite the attractive 10.4% yield on
offer. We maintain a neutral ranking on this asset class.
Bonds
The ALBI delivered 1.2% this month and bonds remained a great local asset
class over the past 5 years.The benchmark R186 yield decreased further to
8.0% at month end, and the risk premium component remains close to 15-year
highs. The World Bank lowered South Africa's economic growth forecasts to
0.9% from a previous 1.0% as SA faces a probable downgrade by Moody's
ratings agency in March. Our valuation model indicates that bonds are fairly
valued, and the high yield in real terms is looking attractive compared to other
asset classes.

Equity
Global developed equity markets had an uninspiring month, with the MSCI
ACWI returning -1.1% and the S&P 500 down 0.1%. The MSCI Emerging Markets
Index lagged, returning -4.7% on the back of a weaker Chinese market. During
the last two weeks of January, global markets recorded some of the most
volatile market action in months. As the market continues to shift towards
more cyclical sectors, we maintain our global equity ranking to overweight, and
continue to favour allocation to high quality stocks.
Fixed Income
The US 10-year treasury bond yield decreased to 1.5% in December, as
investors sought cover in safe haven assets as the long-term impact of the
Coronavirus on global ecomomic markets remains uncertain. BCA Research
opines that the US Fed will stay on hold for the year, and will not cut rates twice
as the market is currently pricing in.

Cash

Alternative

In line with market expectations, annual inflation increased to 4.0% from a very
low 3.6%. It remains at the lower end of the SARB's target band. This increase
was mainly due to an increase in the costs of food, non-alcoholic beverages
and transportations prices. Cash currently delivers a 2.6% 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.

