INVESTMENT NOTE

MIDPOINT MUSINGS

At the midpoint of an eventful year, what does the
investment landscape look like? Though there will
always be some areas of weakness and lurking risks,
broadly speaking, the environment seems positive.
Known risks tend to occupy investor’s minds and
are therefore also largely discounted in markets. It
is the unknown or surprise outcomes that cause real
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market volatility. The string of recent unexpected
election outcomes is a case in point. While it was
common knowledge that France has high government
debt levels and a rising political right, few worried
about it until the prospect of a populist government
suddenly emerged following President Macron’s
unexpected calling of a snap election.

The most important thing for investors, however, is the
global growth, inflation and policy picture. More precisely,
it is the United States (US) outlook that matters most,
given that it makes up a fifth of the global economy but
more than half of global financial markets. Other major
economies — Europe, China, Japan — are not irrelevant,
the US just counts for more.

At a high level, US growth is still solid, and indeed its
performance has been remarkable. As the International
Monetary Fund (IMF) pointed out last week, the US is
the only G20 economy that is bigger than what the
pre-pandemic trend would have predicted. The others

have mostly recovered Covid-related losses but are still
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smaller than they would have been if there was no
pandemic.

American consumers continue to benefit from rising
real incomes as a tight labour market supports wage
growth while declining inflation means those dollars
can buy a bit more than before.

This doesn't mean that everyone is happy. Though
inflation (the rate of change of prices) is down from a
peak of 7% to around 3% today, the price level is more
than 20% higher than before the pandemic. Goods and
services cost much more than before, and this matters
more to the Average Joe than economists rambling on
about lower inflation.
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CHART 1: US INFLATION
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Moreover, there is a distinction between haves and have-
nots. People who own assets such as houses and equity
portfolios have seen these appreciate in value. Overall
household net wealth (assets minus debt) is near record
levels. Since mortgage rates tend to be fixed, most
homeowners are unaffected by the surge in interest rates.
On the other hand, people who don't own a home have
not only missed out on rising house prices but are also
forced torentin a market where rentals have surged. Those
who were hoping to buy a house have been locked out by
the combination of high interest rates and high house
prices that has left housing affordability at record low levels.

It means that housing activity, one of the US economy’s
key cyclical sectors, isrunning unusually low. In other words,
though the overall economy is resilient, high rates are clearly
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squeezing certain areas. This includes durable goods orders,
which are not growing, while the problems in commmercial
real estate are well known. Another area is small business.
Many large businesses could lock in low interest rates by
issuing bonds. Smaller firms rely on banks and often pay
variable rates. High interest rates hurt them, as do rising
staff costs. If sales growth starts cooling, many could face
problems.

So, while the S&P500 has had a good first half of the year,
driven mostly by a handful of large technology companies,
the small cap Russell 2000 index has moved sideways.
Outside the US, developed markets are positive for the year,
but lag the S&P500. Ditto for emerging markets. This is
partly a dollar story, with the trade weighted dollar index
4% higher in the first half.
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The outlook for the dollar is important as we move in the
second half of 2024 and beyond. A weaker dollar would not
only boost reported returns from outside the US, but also
relieve pressure on the global financial system and commercial
activity. Since capital tends to go to where interest rates are
highest, adjusted for risk, much depends on where US
interest rates settle. Developed market central banks in
Canada, Switzerland, Sweden and the European Central
Bank have started cutting rates. Japan is raising rates, but
by such small amounts that it barely counts, and the yen
continues to fall. Several emerging market central banks
are already deep into a cutting cycle.
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With US growth still solid, the labour market tight and
service inflation looking sticky, the Federal Reserve lags its
peers by keeping rates elevated. But the conditions that
gave rise to the 5.5% level of the Fed'’s policy rate no longer
exist,and itisjustified in lowering rates somewhat. As noted
above, pockets of the US economy are crying out for interest
rate relief,and the Fed would be taking an unnecessary risk
inignoring them.

This could ease upward pressure on the dollar, but it remains
likely that rates will settle well above the pre-pandemic
level.
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GNAILBITING GNU

For South Africa, the first half of 2024 has been particularly
eventful. The country sailed into uncharted political waters
in the May election, with the ANC not only losing its majority
for the first time in 30 years but doing much worse than
expected. This outcome caused great unease, but three
important things did not happen. Firstly, the ANC did not
dispute the results. It accepted them without question and
started coalition talks. Secondly, President Ramaphosa did
not lose his position, as many expected would happen given
such a dire electoral performance. Therefore, there will be
broad continuity in leadership and policy. Thirdly, the
resulting coalition government did not shift in a populist
or leftist direction. Instead, a centrist Government of National
Unity has emerged.

Whether it lasts is another matter. Coalition politics at the
national level is new to South Africa, and there have been
teething problems, including testy negotiations over Cabinet
positions, which were finally settled over the weekend. And
while the GNU includes parties that have long opposed
one another and disagree deeply over some issues, it is
based on a set of core principles that all parties recognise.
Importantly, these include respect for the Constitution
(whichincludes property rights), the need for faster economic
growth and social upliftment, evidence based (as opposed

POLICY, NOT POLITICS

to ideological) policymaking, and the establishment of an
impartial and professional civil service. The importance of
the last point cannot be overstated. Getting the right people
in the right positions is crucial.

There needn't be too much reinvention of the wheel. Many
important reforms were already underway before the
election and just need to be cemented. Notably, Operation
Vulindlela, the joint initiative between Treasury and the
Presidency set up in 2020 will continue its work of tackling
a focused list of obstacles that impede economic growth.
It has already achieved success, notably in deregulating the
electricity sector.

Fiscal consolidationis also something that has been underway
for some time and should continue, though the exact
contours could shift somewhat under the new coalition.
The retention of Enoch Godongwana in the role of finance
minister is a good starting point. Encouragingly, there is
already some evidence of progress, as the government
posted a small primary budget surplus in the 2023/24 fiscal
year. This means tax revenue exceeded non-interest spending
for thefirsttimein15years. Thisis a key step towards bending
the trajectory of public debt, which stood at R5.2 trillion
(75% of GDP) at the end of the first quarter.

In other words, while the politics could be messy and
uncertain,economic policy is still likely to move in the right
direction, if gradually and unevenly so, raising the medium-
term growth profile of the economy. In turn, this should
support South African asset classes even if political events
cause volatility, as has been the case over the past month.

A further, modest boost is set to come from lower short-
term interest rates. Inflation is likely to return to the 4.5%
midpoint of the target range early next year. Failing some
global calamity that sends food or fuel prices skyrocketing,
inflation should remain under control given soggy domestic
demand and gradual easing of the supply-side pressures
on prices (such as firms having to run generators during
loadshedding).

There is also little inflationary pressure from the labour
market, as the Reserve Bank reported unit labour costs
growth (wage growth adjusted for productivity) of only 3%
year-on-year in the first quarter.

As in the rest of the world, local interest rates are not likely
to fall much, but the more the government can deliver on
reforms, the more room for positive surprise there will be.
In most situations, stronger economic growth means higher
rates, but in South Africa’s case, persistently disappointing
growth puts upward pressure on rates by raising the risk
premium. The more the risk premium declines, the more
rates can fall.

Consumers could use interest rate relief. The latest Reserve
Bank data shows that interest payments are taking an
increasing share of household disposal income, though at
9.2%, it is not high by historical standards. Since 1994, this
ratio has had a low of 7% and a high of 13%. The ratio of debt
toincome ticked up to 63% but remains well below the 78%
record level of early 2008.
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CHART 3: SA ASSET CLASS RETURNS IN RAND, %
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From a return point of view, it has been a good half-year,
despite all the political and geopolitical drama at home
and abroad. The leader among the traditional asset classes
available to South African investors remains global equities,
though the rand-dollar exchange rate is largely unchanged
year-to-date.

South African listed property has been the surprise star this
year, returning 8% and reminding us all that for a battered
asset class to jump, the news needn't be good, it must just
not be as bad as expected.

CONCLUDING THOUGHTS
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Equitiesand bonds delivered a similar first-half performance,
around 5%, slightly ahead of cash. Looking ahead, returns
from money market funds are likely to decline somewhat
as the Reserve Bank starts cutting rates, but this should
support bonds and interest rate-sensitive equities. The more
economic conditions improve, the more these asset classes
can benefit since valuations remain attractive compared
to history and to other emerging markets, and still offer the

potential of above-average returns in the years ahead.

South African investors have had to endure a rollercoaster
of emotionsin the past few weeks. First the election surprise
and ensuing uncertainty, then the excitement of an ANC-
DA tie up, perceived as market-friendly, then touch-and-go
talks over Cabinet positions. It is worth reiterating three
points. Firstly, South Africa's democracy has emerged
stronger from this episode, which is ultimately good for its
longer-term economic prospects. Secondly, messy politics
will be part of our lives from now on, since it seems unlikely
that any party will be able to dominate the way the ANC
did over the past thirty years. This means parties will have
to compromise, and voters will not always get what they
want. But it also means that extreme political outcomes

are unlikely. The focus of investors should be on economic
policy,and thisis likely to keep moving in the right direction.
Thirdly, for South African investors, the global environment
will always matter. As much as we can get lost in local
political soap operas, the decisions of international
policymakers and institutional investors usually have a
bigger impact on your returns.

The real value unlock will probably only happen when there
is evidence of faster growth, better governance, and debt
sustainability. And of course, a conducive global climate. In
other words, whatever happens in the next week, good or
bad, will not the end of the story. Investors will still need to
remain calm and be patient.



EQUITIES - GLOBAL

DESCRIPTION INDEX CURRENCY  INDEX VALUE MONTH-TO-DATE YEAR-TO-DATE TYEAR
Clobal MSCI World uss$ 35120 0M% 194% 10.82% 20.07%
United States S&P 500 us$ 5460.0 -0.09% 3.45% 14.47% 24.74%
Europe MSCI Europe us$ 2 095.0 -0.43% -2.42% 371% 1015%
Britain FTSE 100 us$ 10 324.0 -0.85% -210% 4.85% 8.93%
Germany DAX Us$ 1696.0 1.31% -219% 6.87% 10.42%
Japan Nikkei 225 uUs$ 246.1 1.90% 0.55% 3.71% 712%
Emerging Markets MSCI Emerging Markets us$ 1086.0 -0.09% 3.53% 6.05% 9.48%
Brazil MSCI Brazil uss$ 1408.0 0.28% -4.54% -21.78% -12.49%
China MSCI China us$ 574 -2.15% -2.63% 3.46% -5.31%
India MSCI India us$ 1073.0 1.97% 6.87% 16.38% 35.48%
South Africa MSCI South Africa us$ 427.0 -1.84% 9.21% 2.89% 9.49%
EQUITIES - SOUTH AFRICA (TOTAL RETURN UNLESS INDICATED OTHERWISE)

DESCRIPTION CURRENCY  INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE TYEAR
All Share (Capital Only) All Share (Capital Index) Rand 79707.0 -0.08% 392% 3.66% 6.52%
All Share All Share (Total Return) Rand 14 331.0 0.01% 4.08% 575% 10.88%
JSE Capped SWIX Capped SWIX (Total Return) Rand 35080.8 0.03% 417% 572% 11.76%
TOP 40/Large Caps Top 40 Rand 12986.0 0.25% 3.70% 5.49% 8.91%
Mid Caps Mid Cap Rand 23020.0 -0.86% 6.41% 5.66% 19.47%
Small Companies Small Cap Rand 35785.0 -0.90% 6.51% 9.56% 21.89%
Resources Resource 20 Rand 50705 267% -3.67% 4.30% 0.58%
Industrials Industrial 25 Rand 23 476.0 -0.36% 1.62% 573% 5.52%
Financials Financial 15 Rand 14 045.0 -0.85% 14.50% 8.78% 27.08%
Listed Property SA Listed Property Rand 20418 0.03% 5.96% 9.54% 28.33%
FIXED INTEREST - GLOBAL

DESCRIPTION INDEX CURRENCY  INDEX VALUE MONTH-TO-DATE YEAR-TO-DATE T1YEAR

IBOXX Global Government S&P uss$ 73.8 -0.55% -0.27% -591% -4.08%
Overall (USD Unhedged)

FIXED INTEREST - SOUTH AFRICA

DESCRIPTION INDEX CURRENCY  INDEXVALUE  WEEK  MONTH-TO-DATE  YEAR-TO-DATE 1YEAR
All Bond BESA ALBI Rand 9927 114% 518% 5.55% 13.63%
Government Bonds BESA GOVI Rand 977.8 -114% 518% 5.49% 13.56%
Inflation Linked Bonds BESACILI Rand 356.3 -0M% 2.85% 2.03% 934%
Cash STEFI Composite Rand 5709 0.16% 0.63% 417% 8.55%
COMMODITIES

DESCRIPTION CURRENCY  INDEX VALUE MONTH-TO-DATE  YEAR-TO-DATE 1YEAR
Brent Crude Ol Brent Crude ICE uss$ 85.0 -0.28% 4.94% 10.39% 14.86%
Gold Gold Spot uss$ 23260 017% -0.04% 12.75% 21.72%
Platinum Platinum Spot uss$ 994.0 -0.20% -4.79% 0.71% 9N%
CURRENCIES

DESCRIPTION CURRENCY  INDEXVALUE  WEEK  MONTH-TO-DATE  YEAR-TO-DATE 1YEAR
ZAR/Dollar ZAR/USD Rand 1819 1126% 327% 0.60% 2.58%
ZAR/Pound ZAR/GBP Rand 2301 -130% 4.09% 1.26% 2.43%
ZAR/Euro ZAR/EUR Rand 19.50 1.46% 4.54% 361% 4.43%
Dollar/Euro USD/EUR us$ 1.07 0.00% 1.40% 318% 1.87%
Dollar/Pound USD/CBP uss$ 126 -0.04% 0.43% 0.43% -0.36%
Dollar/Yen UsD/Ipy us$ 0.01 0.64% 228% 14.06% 11.32%

Source: I-Net, figures as at 28 June 2024

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
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