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Local Market

Global Market

The local market followed global markets lower in June with the JSE ending the
month in the red. Local equities recorded its biggest monthly fall since the start of the
pandemic in March 2020 as the possibility of a meaningful slowdown in global
economic growth increased. Challenges at SA’s power utility also added to
pessimism as striking Eskom employees exacerbated the already challenged state of
the utility’s ability to meet the country’s energy needs. Loadshedding was moved to
Stage 6 for the first time since December 2019, with the country clocking up 62 days
of blackouts in the first half of the year.

It's been a tough first half of the year for global investors as markets faced a laundry
list of concerns. These included new COVID-19 lockdowns and an economic
slowdown in China, the Russia and Ukraine war, surging inflation, and central-bank
tightening. June was exceptionally gloomy as global inflation data deteriorated even
further, raising recession fears and expectations of steep interest rate hikes by the US
Federal Reserve to combat inflation.

On the local economic data front, SA’s economic recovery from the depths of the
pandemic-induced lockdowns seems to have been faster than anticipated. South
Africa’s GDP expanded by 1.9% quarter-on quarter in the first quarter of 2022, ahead
of most forecasts and the second consecutive quarter of GDP growth. Year-on-year,
GDP was up 3%. Real GDP is now slightly higher than what it was before the Covid-19
pandemic.
The current account figures for the first quarter of 2022, also released in June,
showed the current account surplus widening to 2.2% of GDP – an increase from the
upwardly revised 2.1% for the fourth quarter of 2021. Another positive print was the
decline in South Africa’s unemployment rate.

As illustrated in Chart 1 (below), the unemployment rate fell to 34.5% in 1Q22, from
35.3% in 4Q21, the first decline in seven quarters.
Absa Purchasing Managers’ Index signaled a contraction in output for a third
consecutive month, declining to 52.2 index points in June from 54.8 in May. The
average level for the second quarter, 45, was much lower than the average recorded in
the first quarter, at 58.9. The destructive flooding in KwaZulu-Natal in April, sustained
supply chain friction and significant load-shedding has weighed on output.
On the pandemic front, Department of Health data show that 36.8mn vaccine doses
have been administered as at 30 June versus 36.1mn as at end of May. The total
number of confirmed Covid-19 cases in SA since the start of the pandemic stood at
4mn at month end, compared to 3.96mn on 31 May.
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May Inflation, released in June, accelerated by 8.6% year-on-year, the biggest increase
since December 1981. In response to the much-higher inflation print, the Federal
Reserve Bank hiked its main policy rate by 0.75 basis points – its largest increase in
28 years. The rate hike was higher than had been expected. There was no change in
the Fed’s guidance to winding down the balance sheet, which started at the beginning
of June at a rate of US$50bn per month and will ramp up to US$95bn per month by
September.
A bright spot in June was Chinese markets which made a strong comeback as China
emerged from its Covid lockdowns. Supportive monetary policy in China also helped
sentiment and the Shanghai Composite Index ended the month up +7.5%.
Geopolitical tensions remained elevated as the war in Ukraine continued with Russia
expanding its territorial gains in eastern Ukraine. Restrictions on Russian energy
imports to Europe were tightened, exacerbating the energy shortfalls there and
leading to fears of rationing later in the year.
Commodities sold off as investors positioned for the possibility of commodity
demand slowing if a recession were to occur. Iron ore, platinum and palladium
dropped by -13%, -7% and -3% respectively, all in US dollar terms. Gold, while trading
higher towards month-end, still ended June down -1.6% on the strength of the US
dollar. As illustrated in Chart 2 (below), the yellow metal has been struggling over
recent months due to the Fed’s aggressive and hawkish campaign.
The oil price, while still up +48% year-to-date, was down in June as OPEC and its
allied oil-producing countries decided on 30 June to increase crude production. The
cryptocurrency sell-off also continued and bitcoin fell by -40% in June, closing at a
two-year low. Down -51% in Q2, bitcoin had its worst quarter in more than a decade.
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Equity

Currency

After performing better than emerging market peers for most of the year, local
equities underperformed in June. The JSE All Share Index depreciated by 8.0%,
despite a strong rally in index heavyweights Naspers (38%) and Prosus (30%). Anglo
American lost 24% as miners were amongst the worst performers in June. Year-todate the local bourse has delivered -8.3%. From a sectoral point of view, both
resources and financials posted a double-digit negative return, down 16.3% and
13.3% respectively. Industrials managed to end the month in the green, returning
0.9%. Our models suggest there remains significant value on offer, and we therefore
maintain allocation to local equity at levels moderately above benchmark.

After clawing back 1.0% in May, the rand ended June 4.1% weaker against a strong
US Dollar. After starting the month at R15.65/$, the local currency fell to its weakest
level against the greenback in over a year, ending June at R16.29/$. At month end, the
ZAR was trading at fair value relative to the trade weighted basket of currencies on a
purchasing power parity basis. Using the same methodology, the ZAR was 41%
undervalued versus the USD.

Property
June was a tough month for the listed property sector. The SA Property Index
declined by 10.3%, bringing the index’s year-to-date performance down to -12.7%.
Negative sentiment and the spike in bond yields were key contributors to the
weakness in the sector. We maintain an underweight ranking on this asset class as
the yields on offer do not fully reflect all the underlying fundamental risks.

Bonds
Local bonds had the worst month since March 2020 and the JSE All Bond Index
ended June down 3.1%. Year-to-date, the index has returned -1.9%. Bond yields spiked
and the benchmark R186 yield increased to 8.9%, from 8.3% in May. June saw a large
foreign selling of SA bonds and the risk premium component remains on the high
end. The yield in real terms is very attractive when compared to other asset classes
and we maintain our allocation to bonds at overweight levels relative to the
benchmark.

Equity
June was the worst month this year for global equity markets. In US dollar terms, the
MSCI All Country World Index declined 8.4% for the month, bringing the index’s yearto-date return to -20.2%. Tech shares were still amongst the biggest losers, with the
tech-heavy Nasdaq 100 Index down 9% in June and down 29% year-to-date. The S&P
500 declined 8.3%, with the energy sector (-17%) the worst-performing sector.
Emerging markets outperformed their developed market counterparts, predominantly
thanks to a strong performance by Chinese shares. The MSCI Emerging Markets
Index ended June -6.7% lower. We continue to favour allocation to high quality stocks
and maintain our allocation to global equity at levels in line with the benchmark.

Fixed Income
Global bond yield spiked with the US 10-year government bond yields reaching an
intra-month high of 3.5%, the highest level since 2011. US 10-year bond yields fell into
month-end, settling at 3.0% (0.2% ahead of their May close). The Bloomberg Global
Bond Index was down 3.2% for the month, leaving it 14% lower year-to-date.

Cash
The annual inflation rate in South Africa quickened to 6.5% in May, from 5.9% in April
and March. This was above market expectations of 6.2% and broke through the upper
limit of the SARB’s target range of 3%-6%. It was the highest reading since January of
2017. Prices continued to accelerate mostly for transport, on account of fuels, and
food and non-alcoholic beverages. Costs were also higher for housing and utilities.
Cash currently delivers a negative real yield of -1.5% and while we do appreciate the
optionality in cash, there are several other asset classes have much higher expected
real returns at the moment.
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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.

