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Local Market

Global Market

February was one of the toughest months for equity markets since the global
financial crisis of 2008. Local equities fell 9% as markets retreated sharply, as
seen in Chart 1 (below). Local property had a distressing month falling 15.7%,
while bonds benefited from defensive properties and recorded a 0% return for
February.

Global markets suffered in February under Corona Virus fears, as the virus
spread significantly beyond China. Investors worldwide grew increasingly
fearful of the impact of the outbreak on the global economy and as such, the
markets. For the month, developed markets were down 8.5% and emerging
markets were down 5.3%.

Fears about the economic impact of the Corona Virus escalated in February. For
South Africa, it is a potential pandemic that the nation could hardly afford.
Eskom is facing operational, financial and structural issues, while the country is
experiencing sub-par economic growth. As a result, sentiment in SA’s
manufacturing index fell to the lowest level in a decade and ABSA’s Purchasing
Managers’ Index fell to the lowest level since August 2009.

Stocks plummeted and the volatility index on the US Stock market more than
doubled, making cash the only steady asset class for the month. Stocks that
were most affected were European oil stocks, airlines, cruise lines and some
luxury goods makers.

President Cyril Ramaphosa delivered the State of the Nation Address (SONA)
mid-February. The President admitted that public finances in SA are in a dire
state and he acknowledged that recent bouts of power cuts have had a crippling
effect on the economy. The President also announced the government’s
decision to establish a sovereign wealth fund, ensuring that South Africans
could share the nation’s wealth from natural resources. He said that the
government was going ahead with plans to establish a state bank.

Although there could be a rebound in equity markets in the coming months as
the Corona Virus threat fades, the upcoming US presidential election in
November might give equity markets an excuse to sell-off even further.
There are some signs that Chinese activity is on the mend, thanks mainly to
drastic measures taken by the Chinese authorities. Chinese government
estimates that around 60% of the work force has resumed and live traffic
statistics from TomTom show that by the end of February, road congestion in
Shanghai was back to 50% of its normal level.

The 2020/21 budget speech, as delivered by Minister of Finance Tito Mboweni
towards the end of February, was well received by market commentators. Taxes
(income and VAT) did not increase, showing that government is thinking
differently. While the speech sounded good in theory, the proof will be in the
pudding as the nation still faces many challenges. More good news is that
restrictions on taking money offshore have been loosened and private
investment is expected to improve in 2020, growing at 2.1% (compared to 1.5%
in 2019). Mr. Mboweni also addressed the cost of public sector wages and has
proposed reducing the public sector compensation bill by R160 billion over 3
years.

February saw US 10-year bond yield drop to record lows, ending the month at
1.2% as the Corona Virus angst sparked demand for US debt at the expense of
riskier assets. BCA opines that the market has priced in at least three US
Federal reserve rate cuts by year-end.

Moody’s is expected to announce a review assessment of SA in March.
Although many may argue that a downgrade looks certain, good news is that
regardless of what the rating agency decides, it seems the market has adjusted
to the reality of a potential downgrade.

Both gold and the US dollar have been rising at the same time, which
historically reflects periods of market stress.

Chart 1 : JSE / FTSE All Share Monthly Returns Over 10 Years

Chart 2 : Gold Spot US Dollar Price over 10-Years

The US Dollar firmed against most emerging market currencies. Being a safehaven currency, the dollar has benefitted from the rush to safety in February.
Investors have also been chasing gold for the past few weeks. Towards the end
of February, the precious metal was trading at its highest level since April 2013,
as seen in Chart 2 (below).
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Equity

Currency

The JSE All Share Index delivered a negative return of -9.0%, making February
the Index's worst month in 11 years. Resources (-11.6%) bore the brunt of this
month's sell-off, while Financials (-9.5%) and Industrials (-7.0%) also struggled.
Mondi PLC (0.4%) was the only stock on the JSE Top 40 Index that managed to
post a positive return for the month. On average, the companies in the Top 40
Index were 27% below their respective 12-month highs at month end. Our
models indicate that there is still reasonable value on offer and we therefore
maintain our equity allocations at levels close to benchmark.

The ZAR headed for a near-four-year low in February as the nation continues to
experience power outages and weak economic growth. The South African Rand
suffers added pressure from concerns over the impending credit downgrade by
Moody's rating agency. ZAR closed the month at R 15.66/$ from a starting
point of R 15.00/$. At month end, the ZAR was 9% undervalued against the
trade weighted basket of currencies on a purchasing power parity basis.
Significantly, the ZAR was 33% undervalued versus the USD using the same
methodology.
Equity

Property
The SA Property Index lost a further 15.7% in February, bringing the year-to-date
return down to -18.3%. This was the worst monthly performance that the index
has experienced since it was introduced in 2004. Due to low property inflation,
the sector is likely to remain under pressure. We therefore maintain a neutral
ranking on the asset class.
Bonds
The JSE All Bond Index performed relatively well and posted a return of 0.0%
this month. Over a 5-year period, the bonds sector has been the best performing
local asset class, delivering 7.2% per annum. The benchmark R186 yield
increased slightly to 8.1% at month end, and the risk premium component
remains close to 15-year highs. The 2020 Budget indicated that the National
Treasury will issue bonds more evenly across the yield curve. Our valuation
model indicates that bonds are fairly valued, and the high yield in real terms is
looking attractive compared to other asset classes.

February saw a large global market decline, with the MSCI All Country World
Index returning -8.1%. The S&P500 ended the month down 8.2% after it hit an all
time high mid-February, making it the fastest correction for the S&P500 on
record. Emerging Markets held up relative to developed markets and the MSCI
Emerging Markets Index delivered -5.3%. Although global equities remain under
heavy selling pressure, the market continues to shift towards more cyclical
sectors. We therefore 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 drastically to 1.2% towards the
end of February. This drop in the 10-year yield to a record low is a reflection of
global demand for the safety that US sovereign debt offers. BCA Research
expects yields to be significantly higher in 12 months, as history shows that
Treasury yields jump sharply once viral outbreaks end.
Alternative

Cash
Annual inflation increased further to 4.5%, the highest rate since June 2019.
This increase was mainly due to higher prices of transport, housing and utilities,
alcoholic beverages and tobacco, as well as health. Cash currently delivers a
2.0% real yield. We appreciate the optionality in cash, but recognise that several
other asset classes have higher expected real returns at the moment.

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.

