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IN COVID'S LONG
S HADOW IZAK ODENDAAL

OLD MUTUAL MULTI-MANAGERS

Three years ago, the reality of Covid shook global markets from its sanguine state. The new coronavirus that
had emerged from Wuhan, China, was spreading globally, and investors began to panic, especially when Italy
became the first country to institute a nationwide lockdown on the ninth of March, following earlier regional
lockdowns. Over the course of the next three weeks, liquid assets across the world were dumped in a frenzied
scramble for cash. Only when central banks forcefully intervened with promises of near-unlimited liquidity
injections did markets stabilise. Soon, amazingly, a blistering rally was underway. Looking at a chart of global
equity indices, Covid appears as a blip, although a very deep one.

CHART 1: GLOBAL EQUITIES IN DOLLARS OVER THE PAST THREE YEARS
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Not so for the real world. The impact of Covid remains and
not just in the fact that more of us work remotely these
days. The rapid shutdown, shift in spending patterns from
services to goods, massive fiscal stimulus, near-zero interest
rates and logistical logjams all contributed to an inflation
surge that central banks are still trying to contain. The supply
chain challenges have largely faded, but a bigger problem
has emerged across the rich world: labour shortages. This
is also due to Covid, at least in part. Many people have
dropped out of the labour market due to the lingering
impact of the disease, while others took early retirement.
The pandemic has also disrupted typical migration patterns.

The net result is very low unemployment rates across the
developed world, and high levels of job openings. This has
put upward pressure on wages as can be expected, but not
enough to keep up with inflation. Individual workers have
suffered real income declines over the past year as inflation
has surged. However, in aggregate, real incomes have grown
since the combination of job growth and wage growth has
exceeded the rise in prices. This in turn has supported
consumer spending, particularly in the US. This is good
news, since it means a recession is less likely for now.

CHART 2: US CORE PCE INFLATION

But as long as consumers keep spending, there is likely to
be upward pressure on inflation, particularly service inflation.
Good news can be bad news.

The data from the US so far this year confirms this story:
economic growth has been resilient, labour markets remain
tight, consumer spending has been solid if unspectacular,
and inflation is proving to be sticky on the way down.

The next few months should see declines in annual inflation
rates due to base effects. Russia’s invasion of Ukraine a year
ago sent food and fuel prices sharply higher. Today's annual
inflation rates are measured off that high base and will
therefore decline — they could in fact show deflation in
categories as most dollar energy and primary foodstuff
prices are now below pre-invasion levels. But this doesn't
mean the inflation genie is back in the bottle.

The Federal Reserve's preferred inflation measure, the core
personal consumption expenditures (PCE) price index, rose
4.7% from the prior year, a faster pace than economists
projected. As an aside, the data was released 30 minutes
after it was announced that South Africa was on the FATF
grey list. The big sell-off on that Friday afternoon was because
global markets came under pressure.
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Chart 2 shows the PCE data over three and six-month periods
alongside the usual 12-month number to account for the
base effects associated with the latter. It shows a picture of
still-strong inflation momentum. We know that the important
rental component should ease substantially in the months
ahead following the overall weaker housing market, but
there are enough signs of sticky inflation elsewhere for the
Fed to maintain the pressure. Indeed, outside of the interest
rate-sensitive housing market, it is hard to see much of an
impact of the rapid rate increases over the past year.

Source: Refinitiv Datastream

One explanation is simply that the economy has adapted
quickly to higher rates and life goes on. The other is that
since rates are still negative when adjusted for inflation (and
by implication income growth), the full impact only appears
when they turn positive in real terms. It could be a case of
recession postponed, not avoided.

The Fed hiked its policy rate range by 25 basis points to 4.5%
to 4.75% at its February meeting. Fed funds futures suggest
that there are another 75 basis points to go in this cycle.
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That would leave the policy rate at the highest level since
2000.

The market pricing is now closer to what Fed officials were
saying all along, namely that rates would have to rise further
and remain elevated to ensure that inflation goes down
and stays down. While January's blistering bond and equity
rally was driven by hopes of a soft landing, the more recent
gyrations suggest the market is grappling with a different,
higher-for-longer interest rate scenario.

REPUBLIC OF SAD AFRICA

The one country that grappled with Covid the longest is
the place of its origin. China only recently exited Covid
lockdowns and last year saw growth of only 3%, extremely
slow by Chinese standards. Inflation is still low and policy
support remains accommodative, in contrast to developed
economies. Chinese economic data is starting to show signs
of life, with a strong rebound measured by the February
purchasing managers' indices. Beijing has adopted a growth
target of around 5% for 2023.

South Africa was one of the most heavily impacted economies
during the early months of the pandemic. The economy
was fragile even before Covid hit,and then our government
instituted one of the strictest lockdowns in the developing
world without having the fiscal space to provide sufficient
relief to businesses and households. According to the
quarterly labour force survey, 1.6 million formal jobs were
lost between the first quarter of 2020 and the third quarter
of 2021. Although some of those jobs have been recovered,
the overall level of employment remains below pre-pandemic
levels, while school-leavers still expand the labour force
every year. Time will tell how intensive loadshedding may
disrupt this gradual recovery. Unfortunately, timely labour
market data is scarce in South Africa.

Disruptions to global commodity markets worked in our
favour, however. While the initial lockdowns saw commodity
prices crumble —the oil price famously briefly turned negative
in April 2020 - they shot up soon thereafter as the market
started worrying more about supply constraints than
demand. The 2022 Russian invasion of Ukraine exacerbated
this. However, coommodity prices have come down to earth,
especially over the past few weeks. This is despite the better
growth outlook for China, still the world's biggest market
for raw materials.

CHART 3: 6-MONTH GOVERNMENT BOND YIELDS %

The surge in commodity prices bailed out the local economy
by supporting the currency, the JSE and government tax
revenues. Unfortunately, logistical and electricity bottlenecks
limited how much the economy could benefit, but the
boost was massive. This is now unwinding. The rand is under
pressure, and the resources index on the JSE lost 12% in
February alone, losing 16% over 12 months.

The long-term outlook for many commodities is still positive
assupply remains tight. South Africa is not the only mining
jurisdiction with supply-side bottlenecks, and the major
miners have been very circumspect in expanding production.
But this does not help in the short term.

Three years after Covid, where to next for markets? The
standout feature of the current investment landscape is
thatinterest rates are higher, not just compared to the lows
of 2020, but also compared to pre-pandemic levels.

Shorter-term bond yields in the US and Europe are pushing
levels last seen before 2008. Longer-dated yields have also
risen, but not by as much, reflecting a view that inflation
will eventually subside. This results in a “yield curve inversion”
where short yields are higher than long yields. This is
historically a recession indicator, though with uncertain
lead times.

5 A//—\'\V/\ —US — GERMANY — UK
LA A r
. N\ r

z \ — 1)

%

1 YA\

B

\
¢
I

|

Mar 2006
Sep 2006
Mar 2007
Sep 2007
Mar 2008
Sep 2008
Mar 2009
Sep 2009
Mar 2010
Sep 2010
Mar 201
Sep 2011
Mar 2012
Sep 2012
Mar 2013
Sep 2013
Mar 2014
Sep 2014
Mar 2015
Sep 2015
Mar 2016
Sep 2016
Mar 2017
Sep 2017
Mar 2018
Sep 2018
Mar 2019
Sep 2019
Mar 2020
Sep 2020
Mar 2021
Sep 2021
Mar 2022

Sep 2022
Mar 2023

Source: Refinitiv Datastream



INVESTMENT NOTE

Either way, for the first time in many years cash and bonds
in the developed world are offering attractive yields. The
post-Global Financial Crisis era has been characterised by

GOODBYE TINA

ultra-low interest rates, and the pandemic briefly intensified
this. But no more.

Over this period of low yields, it made sense to strongly
favour equities over fixed income, so much so that the
acronym TINA was widely used — there is no alternative to
equities.

Thisisclearly nolonger the case. Given higher fixed income
yields. an equity overweight would only make sense if

CHART 4: FORWARD PRICE: EARNINGS RATIOS

equities were also cheap compared to their own history.
This is not the case in the US, though the air came out of
the most inflated areas of the market such as tech and
crypto last year. Outside the US, valuations are in line with
long-term averages.
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South African equities are cheap compared to history,
though this is somewhat distorted by the high earnings
base of the mining firms. However, clearly the local market
derated significantly since 2015, from PE of 17 to 9, and is
on the low side of its historic range. There has been a lot of
bad news in South Africa, but a lot of bad news is priced in.
The same is true for the local bond market, where high
yields have long been a feature. However, there was a notable
derating relative to other emerging markets following
Nenegate. The lost credibility can only be regained when
there is demonstrable progress in the structural reforms
that can boost economic growth. All South African assets
will continue to be influenced by global events and rise and
fall with global markets, usually with greater intensity.

Source: Refinitiv Datastream

We are still in the early days of the post-pandemic era and
might not be fully aware of some of Covid's long-lasting
economic and social changes yet. The same is true of the
Ukrainian invasion, which could end up fundamentally
rewriting the global geopolitical order. It certainly took time
to understand how long the impact of the Global Financial
Crisiswould linger. However, the past three years have again
reminded us how quickly markets can turn on adime. Itis
either naive or arrogant (or both) to think that you will be
able to time those turning points. Hence the importance
of remaining invested even when things look dire — the
market can quickly turn higher when things go from terrible
tojust bad. But the equity market can also turn lower when
too much optimism is priced in, or an external shock hits.
This is where diversification is so important, and higher
global yields mean the cost of having defensive offsets in
a portfolio has declined significantly.



EQUITIES - GLOBAL

DESCRIPTION CURRENCY  INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE TYEAR
Clobal MSCI World uss$ 27580 1.88% 1.58% 5.95% -6.25%
United States S&P 500 us$ 4 046.0 1.91% 1.91% 5.36% -7.27%
Europe MSCI Europe us$ 1879.0 2.01% 0.70% 8.49% 1.95%
Britain FTSE 100 us$ 95710 1.70% 1.07% 6.17% -0.95%
Germany DAX Us$ 1478.0 3.28% 2.00% 13.69% 4.97%
Japan Nikkei 225 uUs$ 2056 2.23% 2.06% 3.31% -10.68%
Emerging Markets MSCI Emerging Markets us$ 988.0 1.65% 2.49% 3.35% -15.77%
Brazil MSCI Brazil uss$ 1400.0 -1.96% -0.71% -4.04% -20.72%
China MSCI China us$ 67.3 373% 5.04% 522% -12.38%
India MSCI India us$ 729.7 1.42% 2.48% -5.36% -7.63%
South Africa MSCI South Africa uUs$ 411.0 2.75% 1.48% -2.38% -22.31%
EQUITIES - SOUTH AFRICA (TOTAL RETURN UNLESS INDICATED OTHERWISE)

DESCRIPTION INDEX CURRENCY  INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE TYEAR
All Share (Capital Only) All Share (Capital Index) Rand 78 293.0 1.76% 0.72% 718% 117%
All Share All Share (Total Return) Rand 13 306.0 1.77% 0.73% 7.27% 521%
JSE Capped SWIX Capped SWIX (Total Return) Rand 323020 1.47% 0.50% 5.01% 2.20%
TOP 40/Large Caps Top 40 Rand 12203.0 2.02% 0.88% 8.03% 5.84%
Mid Caps Mid Cap Rand 20 601.0 0.23% 0.14% 3.74% 2.08%
Small Companies Small Cap Rand 30259.0 0.85% -0.11% 3.00% 10.15%
Resources Resource 20 Rand 54952 3.73% 2.94% -4.34% -19.33%
Industrials Industrial 25 Rand 218670 1.36% 0.21% 15.50% 2557%
Financials Financial 15 Rand 12920 117% -0.04% 6.54% 598%
Listed Property SA Listed Property Rand 1650.7 -0.04% -0.74% -2.44% 215%
FIXED INTEREST - GLOBAL

DESCRIPTION CURRENCY  INDEX VALUE MONTH-TO-DATE YEAR-TO-DATE 1YEAR

IBOXX Global Government S&P uss$ 76.2 -0.08% -0.26% -1.08% -16.83%
Overall (USD Unhedged)

FIXED INTEREST - SOUTH AFRICA

DESCRIPTION INDEX CURRENCY  INDEX VALUE MONTH-TO-DATE YEAR-TO-DATE TYEAR
All Bond BESA ALBI Rand 876.7 0.32% 0.16% 2.24% 560%
Government Bonds BESA GOVI Rand 864.0 0.30% 0.13% 219% 552%
Inflation Linked Bonds BESA CILI Rand 3246 0.67% 0.05% -0.47% 294%
Cash STEFI Composite Rand 5135 0.14% 0.06% 1.21% 572%
COMMODITIES

DESCRIPTION CURRENCY  INDEX VALUE MONTH-TO-DATE YEAR-TO-DATE TYEAR
Brent Crude Oil Brent Crude ICE us$ 85.8 321% 3.41% -0.20% -21.97%
Gold Gold Spot us$ 1857.0 2.54% 2.54% 1.81% -3.83%
Platinum Platinum Spot us$ 978.0 7.59% 2.52% -8.85% -10.44%
CURRENCIES

DESCRIPTION CURRENCY  INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE TYEAR
ZAR/Dollar ZAR/USD Rand 1818 1.31% 0.98% -6.33% -16.45%
ZAR/Pound ZAR/GBP Rand 21.85 0.69% 1.01% -5.77% -719%
ZAR/Euro ZAR/EUR Rand 19.29 0.72% 0.67% -5.55% -12.86%
Dollar/Euro USD/EUR us$ 1.06 -0.94% -0.19% 0.94% 4.72%
Dollar/Pound USD/GBP us$ 1.20 -0.81% -0.36% 0.47% 10.44%
Dollar/Yen USD/IPY Us$ 0.01 -0.49% -0.30% 3.60% 17.64%

Source: I-Net, figures as at 3 March 2023

The Old Mutual Wealth Investment Note is published on a weekly basis to keep our clients and financial planners informed of what is happening in financial
markets and the economy and to share our insights. Markets are often very volatile in the short term and similarly, economic data releases or central bank actions
may cause concerns for investors. This does not mean that investors should take action based on the most recent events. It is better to be disciplined and remain
invested in well-diversified portfolios that are designed to achieve long-term objectives. Our Strategy Funds are actively managed, with asset allocation changes
based on valuations and in anticipation of future real returns, and not in response to the most recent market noise. The future is always uncertain and that is why
our Strategy Funds are diversified and managed with a long-term focus.
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Old Mutual Wealth is brought to you through several authorised Financial Services Providers in the Old Mutual Group who make up the elite service offering. This
document is for information purposes only and does not constitute financial advice in any way or form. It is important to consult a financial planner to receive financial
advice before acting on any information contained herein. Old Mutual Wealth and its directors, officers and employees shall not be responsible and disclaims all liability
for any loss, damage (whether direct, indirect, special or consequential) and/or expense of any nature whatsoever, which may be suffered as a result of or which may be
attributable, directly or indirectly, to the use of, or reliance upon any information contained in this document




