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January has been an eventful, and in many ways unnerving, start to the year. South
African equities, however, bucked the global trend and ended the first month of 2022
on a positive note. Sasol was the top performer, increasing a whopping 33% for the
period as it benefitted from the spike in energy prices. Local banks also had a good
month as domestically focused companies benefitted from improving sentiment
towards value stocks.

Global equity markets had a volatile start to 2022 with interest rate hikes once again
being the main topic of discussion in January. Developed markets struggled to
absorb the expected rate hikes and inflationary pressures. This resulted in equity,
property and bond indices kicking off the year in the red.

On the pandemic front, SA Covid-19 infections continued to ease. The number of
excess deaths also continued to decline and was well below the level of excess
deaths experienced during the first three waves of Covid-19. What is concerning is the
number of people getting vaccinated each day remains extremely low, averaging only
67 000 a day in January. As at month end, Department of Health data show that
29.89mn vaccines have been administered, versus 27.95mn as at 31 December 2021.

At its January meeting, the SARB’s Monetary Policy Committee raised the repo rate to
4%, as illustrated below in Chart 1. The 25 basis point increase was widely expected
and came on top of a similar increase in November, making it only the second rate
hike in more than three years. The MPC motivated their decision with a list of
concerns, especially the faster normalisation of global policy rates and upside risks to
inflation.
The Reserve Bank is walking a fine line between maintaining an accommodative
policy stance to support credit demand and economic recovery and keeping local
inflation in check. They believe a gradual rise in the repo rate will be sufficient to keep
inflation expectations well anchored and moderate the future path of interest rates.
The repo rate is expected to end 2022 at 4.91%.
The Reserve Bank also cut its economic growth forecast for 2021 to 4.8%, from an
earlier estimate of 5.2%. Forecasters expect that the South African economy will
expand at a substantially slower rate in 2022 than in 2021, with the Organization for
Economic Development (OECD) predicting a 1.9% expansion in its latest update.
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The rapid spread of the Omicron variant throughout much of the world, renewed
lockdown measures, and geopolitical tensions also weighed on sentiment. Rising
political tensions surrounding the build-up of Russian troops on the border of Ukraine
placed pressure on an already-tight global energy market. Brent Crude closed out the
month 17% higher at near $91 per barrel, the highest level since January 2014.
The US Dollar Index enjoyed a highly successful January. As illustrated below in
Chart 2, it traded up sharply through the 97 level, reaching new 52-week highs. The US
M2 Money Supply year-on-year growth rate for December came in above 10%. M2 is
a measure of the money supply that includes cash, checking deposits, and easily
convertible near money and is used as an indicator of possible increases or
decreases in inflation levels.
Following January’s US Federal Reserve meeting, the Fed’s statement and
subsequent Q&A session were more hawkish than investors expected. Jerome
Powell mentioned that there would be quite a bit of room to raise interest rates
without threatening the labour market. It all but confirmed widespread expectations
that the first rate hike will be at the Fed’s next meeting on 16 March, compared to
prior expectations of a June start. The Fed also reaffirmed its plans to end its bond
purchase programme in March before launching a significant reduction in its asset
holdings.
The prospect of tighter central bank policy heightened market volatility. The Chicago
Board Options Exchange Volatility Index (CBOE VIX) hit a 52-week high toward the
end of January. US Retail sales for December came in much weaker than expected
with a broad-based decline including a large fall in on-line shopping. The US
unemployment rate rose to 4% in January from 3.9% in December.
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Chart 2: US Dollar Index (DXY)
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Equity

Currency

Local equities had a great month compared to many major markets, benefitting from
improved sentiment towards emerging markets and a rally in commodity prices. The
JSE All Share Index improved 0.9%, with both Financials (3.5%) and Resources (3.6%)
delivering healthy returns. Industrials on the other hand, ended the month in the red,
down by 1.9%. Foreigners were once again net sellers of South African Equities in
January for the tenth consecutive month. Our models suggest there is significant
value on offer, and we therefore maintain our equity allocations at levels moderately
above benchmark.

The local currency strengthened against the US dollar in January despite the risk-off
environment. After starting at R15.94/$ it ended the month an impressive 3.5% firmer
against the greenback at R15.39/$. At month end, the ZAR was 3% undervalued
relative to the trade weighted basket of currencies on a purchasing power parity
basis. Using the same methodology, the ZAR was 31% undervalued versus the USD.

Property
After delivering outstanding performance in November and December, local property
retreated in January. The SA Property Index ended the month down 2.9%. Over 1 year
the index still appreciated by 37.4%. The yields on offer do not fully reflect all the
underlying fundamental risks, we therefore maintain an underweight ranking on this
asset class.

Bonds
Local bonds performed almost in line with local equities as the JSE All Bond Index
delivered 0.8% for the month. Foreigners were net buyers of SA Bonds in January. The
benchmark R186 yield decreased slightly to 7.7% (from 7.8% in December) and 10year government bond yields ended the month unchanged at 9.8%, despite a spike in
global bond yields. The risk premium component within the 10-year yield has
continued to come down from its record highs. The yield in real terms remains
attractive when compared to other asset classes and we continue to allocate to
bonds at levels just above the benchmark.

Cash
The annual inflation rate in South Africa accelerated further to 5.9% in December,
moving closer to the top of the SARB’s target range of 3-6%. This was up from 5.5% in
November and above market expectations of 5.7%. The inflation rate was mainly
pushed up by prices of transport amid a record rise in fuels. For 2021, inflation now
averages out at 4.5% year-on-year. Cash currently delivers a negative real yield of 1.8% and while we appreciate the optionality in cash, there are several other asset
classes have much higher expected real returns at the moment.
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Equity
Global equity markets got off to a very poor start in January. Growth stocks were the
notable underperformers and experienced their biggest monthly underperformance
relative to value stocks since 1999. In US dollar terms, the MSCI All Country World
Index was down 4.9% for the month, while the blue-chip S&P 500 lost 5.2%, its biggest
monthly drop since the start of the pandemic. The tech-heavy Nasdaq depreciated an
astonishing 10.1%. While emerging markets also had a tough start to the year, they
fared substantially better than their developed market peers with the MSCI Emerging
Markets Index returning -1.9% for the month. We continue to favour allocation to high
quality stocks and maintain our allocation to global equity at levels just above
benchmark.

Fixed Income
US Treasury yields climbed 0.3% higher to 1.8% in January as investors remained
focused on hawkish comments from the Fed. Fed chair, Jerome Powell, didn’t rule
out the possibility of a rate hike every meeting in 2022 (i.e., seven hikes) causing real
long-term rates to rise sharply as a result. The futures market is now pricing in five
Fed hikes this year. BCA Research however expects four Fed hikes, starting in March.
They still forecast the 10-year US Treasury yield to rise to 2-2.25% by year-end.

Alternative
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. These uncorrelated global assets are particularly attractive in
low interest rate environments as they offer an asymmetric return profile. Alternative
asset classes can thus 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 (RF) (Pty) Ltd 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.

Glossary of Terms
Annualised Return

Annualised return shows longer term performance rescaled to a 1 year period. Annualised return is the average return per year over
the period. Actual annual figures are available to the investor on request.

Annualised Volatility

The deviation of the calendar month return stream, since launch, relative to its own average.

Highest and Lowest
Annual Return

The highest and lowest returns, since launch, for any rolling 1 year period have been shown.

Maximum Drawdown

The maximum calendar month peak to trough loss, since launch, suffered by the Fund.

NAV

The net asset value (NAV) represents the assets of a Fund less its liabilities.

Positive Months

The percentage of calendar months, since launch, where the Fund has delivered a positive return.

Return Horizon

Minimum investment period to have a reasonable probability of receiving the benchmark return.

Risk Horizon

Minimum investment period to have a reasonable probability of receiving a positive nominal return.

Total Expense Ratio (TER)

The Fund's Total Expense Ratio (TER) reflects the percentage of the average NAV of the Fund that was incurred as charges, levies and
fees related to the management of the Fund. A higher TER does not necessarily imply a poor return, nor does a low TER imply a good
return. The current TER cannot be regarded as an indication of future TERs.

