INVESTMENT NOTE

13 NOVEMBER 2023

SANTA CLAUS OR
THE GRINCH?

OLD MUTUAL MULTI-MANAGERS

The year may be winding down as we head into November, but things seem to be heating up on markets. Global
equities and bonds have rallied over the past two weeks as investors price in the end of the central bank interest
rate hiking cycle, particularly in the US. Can the cheer last all the way to Christmas, or is there a market Grinch
lurking somewhere? After all, it has mostly been a disappointing year as far as investment returns go.

A good place to start is to ask where the sudden optimism comes from. Markets had been under pressure since
July, so a rebound was always likely. There are always rallies in bear markets and drawdowns in bull markets. Things
never move in a straight line, and that is one of the reasons why timing the market is so difficult. Therefore, November
may be a good month so far, but it tells us very little about what lies ahead. We need to think about whether the
fundamental picture has changed.

CHART 1: GLOBAL EQUITIES AND BONDS IN 2023 (US$)
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As has been the case for the last few years, it comes down
to the global inflation and interest rate outlook. There is

good news and bad news.

The good news is that the major central banks are mostly
done hiking interest rates. Investors' bogeyman for the past

year or so is leaving the scene.

The central bank we care more about than the others, the
US Federal Reserve (the Fed), rapidly raised its policy rates
to 5.25% in the space of the past 18 months in response to
a sudden and sustained surge in inflation. However, it can

now afford to sit back and see how the economic and

CHART 2: US INTEREST RATES AND INFLATION

inflation outlooks evolve before taking further action, if at
all. Inflation has already declined meaningfully, so the
pressure to respond reactively is largely gone. It can shift
to a more proactive stance, setting policy based on the
outlook.

Its preferred inflation measure, the annual change in the
core personal consumption expenditure price index (or
simply core PCE) was 3.7% in September, down from a cycle
peak of 56% in February 2022. In fact, it was not just the
highest point of the cycle, but also in the past 40 years. This
issubstantial progress, but clearly inflation is still above the
Fed's 2% target.
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Unexpectedly, this decline came without any severe cost
to the US economy. Many prominent economists argued
that it would take a nasty recession to wring inflationary
pressures out of the system. For instance, Harvard economist
and former US Treasury Secretary Larry Summers was one
ofthe few to correctly predict the inflation surge. But when
it arrived, Summers said it would take several years of an

unemployment rate above 5% to bring inflation down again.

CAVEAT EMPTOR

Instead, unemployment has remained below 4% for
18 straight months, the longest stretch in 50 years, with the
latest reading at 3.8%.

Thislooks and smells a lot like the soft landing (lower inflation
without a recession) or Goldilocks (not too hot, not too cold)
environment that is so supportive of risk assets, and perhaps
explains the recent rallies. There are caveats, though. As
noted upfront, there is good news and bad news.

Firstly, there is no certainty that inflation will continue to
decline in a quietly and orderly fashion down to the 2%
target. And while the argument can be made that the
targets are arbitrary and can be approached flexibly, that
is not how central banks see it. From their point of view, the

targets are fixed and must be achieved.

At the very least, this means that rates could remain elevated
for some time. There is also a chance of further increases,

as in the case of the Reserve Bank of Australia's recent
unexpected hike, which was a reminder not to be complacent
while inflationary pressures are still around.

Fed chair Jerome Powell reiterated this point in a speech
to the IMF last week, saying that the Fed “is committed to
achieving a stance of monetary policy that is sufficiently
restrictive to bring inflation down to 2% over time; we are
not confident that we have achieved such a stance...
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We will continue to move carefully, however, allowing us to
address both the risk of being misled by a few good months
of data, and the risk of overtightening.”

Powell spoke about the possibility that falling inflation could
be a “head fake,” an American sporting term that we might

call a “dummy” or a “sidestep”.

Secondly and more importantly, the economic impact of
rate increases to date is yet to be fully felt in the US while
itis already felt elsewhere. Interest rate changes are like a
slow-release medicine for the economy, taking months and
months to change the behaviour of firms and households.

And like some medicines, the side effects can be unpleasant.

The main reason it is taking longer in the US is because of
the far greater use of fixed-rated loans. Most mortgages
have interest rates that are fixed for the lifetime of the loan,
while a greater percentage of companies borrow in the
bond market at fixed rates, as opposed to borrowing from
banks at variable rates as is the case in Europe.

CHART 3: US SMALL BUSINESS BORROWING COSTS

Economic activity in the Eurozone economy has already
slowed substantially and it might already be in recession.
Itis not only about higher interest rates, since Germany in
particularis hard hit by the slowdown in global manufacturing
activity and the dislocations in energy markets following
the Russian invasion of Ukraine. But higher interest rates
are certainly part of the story and demand for credit has
declined notably. It is safe to say, therefore, that the European

Central Bank is done hiking.

However, it would be a mistake to think that all American
businesses and households are completely immune to
higher rates. Anyone wanting to take out a new mortgage
must pay around 7.5%. This severely limits the affordability
of housing and, therefore, housing activity. The same s true
for car or other consumer loans (including credit card rates).
Smaller businesses are far more reliant on short-term loans
with variable interest rates, and these rates have risen sharply

as per chart 3.

— Interest Rate on Short-Term Loans
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In other words, while the US backward-looking economic
data has been much stronger than expected, the forward-
looking data is much less rosy. Both inflation and
unemployment, for instance, are usually lagging indicators
of economic activity. The forward-looking indicators like

new orders are generally soft.

A potential canary in the coalmine is the oil price, which
declined to $81a barrel last week despite Saudi Arabia and
Russia announcing that they will expend current production
cuts of 1,3 million barrels a day. The Israel-Hamas war has
entered its second tragic month, but investors have taken
the collective view that the conflict will not escalate into

something much bigger. The risk remains that it will, of

Source: National Federation of Independent Businesses

course, but we saw a similar pattern after Russia's invasion
of Ukraine, though the energy markets took longer to

stabilise.

A lower oil price is always helpful, taking further pressure
off the global inflation and interest rate outlook. Record US
oil production is part of the story here, but so is weakening

demand.

Against this backdrop, it makes sense why bonds are rallying
(lower yields imply higher prices). If interest rates have
peaked, inflation is likely to decline and economic activity
to slow, you want to own bonds, and the longer-dated the

better.
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However, softer economic activity is not normally associated
with stock market rallies, since it implies weaker earnings
growth. This cycle might be a bit different, since earnings
declined sharply last year, ahead of the broader global

economy, as listed company earnings are far more skewed

CHART 4:12-MONTH FORWARD EXPECTED EARNINGS

to the goods sector than the overall economy is, and global
manufacturing has been in recession. The question is
whether the upturn in earnings that is projected by consensus
can materialise against a backdrop of slowing economic

growth. There is reason to be cautious.
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However, while things have been particularly uncertain in
the wake of the pandemic, a cloudy investment outlook is
normal, for the simple reason that there are always things
toworry about and that the future is always unpredictable.
What matters is whether markets are discounting a future
thatis excessively rosy or upbeat. Valuations across a broad
range of asset classes are in attractive territory following
the weakness earlier in the year. Not necessarily Black
Friday-Sale cheap, but attractive. The outlier remains those
mega-cap US technology companies, often called the
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“Magnificent Seven” that still seem expensive not only
relative to their own history, but also given that no investment
tradesinisolation, relative to developed markets bonds and
cash. The latter, of course, offer the prospects of decent
returns for the first time in several years. Non-US equities
are trading below long-term averages. South African
investments look particularly cheap, even when accounting
for the lacklustre growth outlook. So, while 2023 has so far
been a disappointing year for investment returns, the future
outlook for a diversified portfolio is much better.



EQUITIES - GLOBAL

DESCRIPTION INDEX CURRENCY  INDEX VALUE MONTH-TO-DATE YEAR-TO-DATE TYEAR
Global MSCI World uss$ 29010 0.59% 477% N.45% 10.01%
United States S&P 500 us$ 4 4150 1.31% 527% 14.97% 11.60%
Europe MSCI Europe us$ 1810.0 -0.77% 3.08% 4.50% 7.80%
Britain FTSE 100 us$ 9 000.0 -1.99% 117% -017% 4.18%
Germany DAX us$ 1428.0 0.00% 4.39% 9.85% 12.44%
Japan Nikkei 225 us$ 2149 0.46% 5.63% 7.97% 10.36%
Emerging Markets MSCI Emerging Markets us$ 948.0 0.00% 3.61% -0.84% 6.52%
Brazil MSCI Brazil uss$ 1628.0 131% 8.82% 1.58% 10.30%
China MSCI China us$ 562 -1.33% 1.22% -12.07% 8.43%
India MSCI India us$ 819.2 1.26% 2.40% 6.25% 3.04%
South Africa MSCI South Africa us$ 3730 -4.85% 3.04% -11.40% -9.69%

EQUITIES - SOUTH AFRICA (TOTAL RETURN UNLESS INDICATED OTHERWISE)
CURRENCY  INDEX VALUE WEEK

MONTH-TO-DATE YEAR-TO-DATE 1YEAR

DESCRIPTION

All Share (Capital Only) All Share (Capital Index) Rand 71393.0 -2.01% 2.50% -2.27% 0.97%
All Share All Share (Total Return) Rand 12549.0 -2.00% 2.53% 117% 4.71%
JSE Capped SWIX Capped SWIX (Total Return) Rand 30601.8 -1.74% 2.81% -0.52% 0.75%
TOP 40/Large Caps Top 40 Rand 1 404.0 -2.20% 2.46% 0.96% 5.60%
Mid Caps Mid Cap Rand 19 610.0 -2.29% 2.27% -1.25% -3.82%
Small Companies Small Cap Rand 301910 -0.31% 2.70% 277% 0.85%
Resources Resource 20 Rand 4 436.2 -6.59% -4.68% -2277% -21.32%
Industrials Industrial 25 Rand 21062.0 -0.08% 5.31% 1.24% 21.24%
Financials Financial 15 Rand 11860.0 -0.92% 5.39% N.90% 8.26%
Listed Property SA Listed Property Rand 1618.0 0.03% 412% -4.38% -0.06%

FIXED INTEREST - GLOBAL

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

us$ 731 -0.46% 1.61% -5.05% -314%

DESCRIPTION INDEX

IBOXX Global Government S&P
Overall (USD Unhedged)

FIXED INTEREST - SOUTH AFRICA

DESCRIPTION CURRENCY  INDEX VALUE MONTH-TO-DATE  YEAR-TO-DATE 1YEAR
All Bond BESA ALBI Rand 903.0 -0.22% 201% 531% 595%
Government Bonds BESA GOVI Rand 8899 -0.22% 2.02% 526% 591%
Inflation Linked Bonds BESACILI Rand 3387 114% 3.83% 3.85% 4.24%
Cash STEFI Composite Rand 5421 0.16% 0.23% 6.84% 7.79%
COMMODITIES

DESCRIPTION CURRENCY  INDEX VALUE MONTH-TO-DATE  YEAR-TO-DATE 1YEAR
Brent Crude Oil Brent Crude ICE uss$ 814 -4.08% -4.20% -5.31% 13.37%
Gold Gold Spot uss$ 1938.0 -2.76% -2.91% 6.25% 13.53%
Platinum Platinum Spot uss$ 8410 -957% -9.96% -2162% 1514%
CURRENCIES

DESCRIPTION CURRENCY  INDEXVALUE WEEK  MONTH-TO-DATE  YEAR-TO-DATE 1YEAR
ZAR/Dollar ZAR/USD Rand 1873 -2.52% -0.44% -9.09% -733%
ZAR/Pound ZAR/GBP Rand 2290 127% -1.05% -10.09% 118%
ZAR/Euro ZAR/EUR Rand 2001 212% 142% -897% N.41%
Dollar/Euro USD/EUR uss$ 1.07 0.00% 112% 0.00% -4.67%
Dollar/Pound USD/GBP us$ 122 1.25% -0.22% -1.04% -4.31%
Dollar/Yen Usb/apy uss$ 0.01 1.47% -0.09% 15.60% 7.52%

Source: I-Net, figures as at 10 November 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



