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AgendaHistoric Asset Class Returns 

Total Returns (ZAR) – As of 30 Sept 2021

Source: Morningstar



AgendaHistoric Asset Class Returns 

Source: Morningstar

Total Returns (USD) – As of 30 Sept 2021



Agenda2021 Year-to-Date Returns: Offshore Markets

Source: Goldman Sachs, Bloomberg 

MSCI World Index Style Returns – 1 Oct 2021

MSCI World Index Sector Returns – 1 Oct 2021 US Fixed Income Maturity and Quality Returns

European Fixed Income Maturity and Quality Returns



Agenda2021 Year-to-date Review: Local Markets

FTSE/JSE Sector Returns

Source: Bloomberg 



Macroeconomics
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Fastest Doubling Since World War II

This is Officially The Fastest Bull Market To Double Off The Lows
S&P 500 Index Bull Markets To Double (Since WWII)

• On the 17th of Aug 2021, the S&P 500 officially doubled from its Covid pandemic low.

• This is the fastest bull market to double since WWII, taking a mere 354 days.

• Closest to this is the recovery post the GFC (March 2009 – Feb 2020) which reached a 100% return in 540 days.

Sources: LPL Research, FactSet 16 Aug 2021
The modern design of the S&P 500 Index was first launched in 1957. Performance before then incorporates the performance of its predecessor index, the S&P 90.
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Supportive Macro Conditions

Monetary Stimulus Fiscal SupportCovid Vaccinations

Macro economic inputs have been exceptionally accommodative over the past 18 months
Record low interest rates, quantitative easing, infrastructure spending plans and the discovery & roll-out of C-19 vaccines during this period
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Growth Returning to Pre-Pandemic Levels 

Sources: BlackRock Investment Institute, U.S. Bureau of Economic Analysis, Eurostat, Cabinet Office of Japan, China National Bureau of Statistics, with data from Refinitiv Datastream and Reuters

News, September 2021. The chart shows projections of the level of GD P in different economies, according to latest consensus estimates compiled by Reuters. Solid lines denote published GDP

data, and dotted line denotes median consensus expectations.

The restart has broadened out to the euro area and the UK
China activity levels surpassed pre Covid trend estimates earlier this year. 

U.S. activity now back above pre Covid levels. Restart momentum is now picking up in other developed economies.



12

Europe & UK Playing Catch-up

Source: Haver Analytics, Markit , Goldman Sachs Asset Management. As of 13 September 2021. 3m change shows the most recent observation versus t 3.

Global Composite PMI readings
Strong rebound in Europe throughout 2021, whilst China a drag on EM of late
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The Globe Heads towards Herd Immunity

Source: Official data collated by Our World in Data. This data is only available for countries which report the breakeven of doses administered by first and second doses in absolute numbers. 

Share of people vaccinated against COVID-19, Oct 4, 2021

Total Cases

235,283,427

Total Deaths 

4,806,649

Total Vaccination Doses Administered

6,314,615,749

▪ Approx. 52 – 57 million people die each year over the past

decade pre the pandemic

▪ The world’s population is estimated to be 7,9 billion in 2021
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2021 has Been a Good Year for Corporates and Households 

Source: Bloomberg

Covid has been good to business profitability
Corporate profits have surged in 2021

• The pandemic has been very positive for company margins.

• Companies cut back costs in 2020 with the “worst case” scenario avoided.

• Operating margins for the S&P are the best since Bloomberg’s data begin

in the 1990s.

• For the rest of the world (including emerging markets), margins are the

best since the eve of the global financial crisis in 2007.

US household debt service ratio
US recession bands highlighted

Source: Board of Governors of the Federal Reserve System (US); Longview Economics, Macrobond

2012 Q4 9.81%
Prior all time low

2021 Q1 8.23% 

• For the time being, many families aren’t experiencing any particular

difficulty paying their debts because interest rates remain historically low.

• This is nothing like 2008.



Market Expectations
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Equity valuations have come down from their 2020 highs

Source: Bloomberg and Goldman Sachs Asset Management. The P/E ratio of the MSCI Emerging Markets ex India and China Index is calculated by subtracting the market cap-weighted P/E ratios of the MSCI India Index and of the 

MSCI China Index from that of the MSCI Emerging Markets Index. 

Forward P/E Ratios of MSCI Indices
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Bonds Relative to Equities Remain Expensive

Bond Market Return Expectations

Source: Research Affiliates, 4 Oct 2021



MARKET RISKS
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Risks that are Front of Mind

Global Economic Policy Uncertainty Index

Source: Baker, Scott R.; Bloom, Nick; Davis, Stephen J.

• Fed & ECB Policy mistake (too accommodative)

• China policy shifts

• China policy mistake (too hawkish)

• Global growth slows/inflation surprises



Market Risks
Risk Rating

1 2 3 4 5

Inflation Risk 4

China Risk (Policy Shifts, Property Market) 4

Timing Monetary Policy 2

New Covid Variants 2

China, Hong Kong, Taiwan Tensions 3

US China Trade Tensions (Tech, ADRs) 3

Elevated Stock Valuations 3

Geopolitical Risks (Afghanistan) 2



Inflation Risk

• Inflation risk remains the market’s Grand Daddy risk right now.

• The transitory vs. structural debate continues

• Is inflation demand-driven (global growth) vs. supply-driven (bottle-necks, supply-

chain disruptions, base effects)

• Higher U.S. inflation data in recent months has seen Fed language turning more

hawkish

• The ECB is some way away from achieving its new symmetric 2% inflation objective.

Source: Federal Reserve Board and Goldman Sachs Asset Management.

The market’s rate forecasting
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Slower Pace of Rate Hikes

Sources: . Source: BlackRock Investment Institute, Federal Reserve and Federal Reserve Bank of New York, with data from Refinitiv Datastream, September 2021. 

▪ Little room for central banks to aggressively hike interest rates
▪ As a result, likely to see a slower pace of rate hikes, than in the past, at similar levels of growth and inflation. 
▪ This supports equities and other risk assets

U.S. policy rate path vs past cycles Expectations of ECB policy interest rates



China Risk

• Authorities can no longer ignore extent of China’s slowdown.

• Policymakers have been willing to sacrifice short term growth for longer term social

objectives.

• Yet they are not insensitive to a sharp slowdown in near term growth.

Sources: BlackRock Investment Institute, China’s Ministry of Finance with data from Haver Analytics, September 2021. 
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China’s 14th Five-Year Plan (2021-2025)

In March, China’s leadership approved China’s 14th Five-Year Plan (2021-2025), the grand

strategic blueprint for the next half decade, as well as longer-term goals for 2035.

Major themes included:

▪ Prioritising the quality of growth rather than the quantity of growth

▪ Building China into a self-reliant technological and manufacturing powerhouse

▪ Accelerating the drive towards a low-carbon economy to help achieve the 2030/2060

climate goals

▪ Achieving “common prosperity” through new rural revitalization and urbanization

strategies

▪ Moving ahead with gradual liberalization of the business environment

▪ Elevating China’s leadership role in regional and global economic governance

▪ Managing great-power rivalry with the United States

China’s 14th Five-Year Plan

Sources: Hil+Knowlton Strategies

Regulation

Anti-competitive practices

Production cuts: energy-intensive industries

Regulation

Regulation
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Regulatory Tightening 

▪ Over the past few months, we've witnessed an intense period of regulatory

tightening in China.

▪ These moves have placed a good deal of pressure on different parts of the

corporate sector, including internet companies.

▪ Surveillance capital in the hands of internet companies vs. state control of

data.

▪ Regulatory tightening has created volatility & indiscriminate selling.

▪ Regulation = short-term pain vs. long-term positive.

Chinese Internet Companies

▪ Evergrande is serious but unlikely to be another Lehman Brothers.

▪ Limited banking sector exposure & the ability of policymakers to inject

additional liquidity into the system.

▪ Nevertheless, the slowdown in property sector to negatively impact Chinese &

Global growth (approx. 28% of China’s growth & China is 30% of global GDP).

Chinese Property Developers 

Source: WFE, CEIC, Japan Cabinet Office, Halifax, Goldman Sachs Global Investment Research.

China’s property market is likely the largest asset class in the world 
(Total value, US $tn)



Global Outlook

▪ Macro conditions remain exceptionally accommodative despite market fears of tightening.

▪ U.S. economic momentum extended to other developed economies, particularly in Europe.

▪ China’s slowdown in growth has hit levels policymakers can no longer ignore - monetary, fiscal and

regulatory tools available.

▪ Evergrande is serious but unlikely to be another Lehman Brothers.

▪ We remain of the view that the recent ‘’overshoot’’ in inflation is transitory (supply driven inflation).

▪ Rate hikes will be more gradual compared to similar growth & inflation cycles –good for risk assets.

▪ We favour equities over bonds on a risk adjusted basis.

▪ Volatility is likely to increase, after an exceptionally accommodative period – China to contribute.

▪ We remain constructive on risk assets following a measured approach to portfolio allocations.

▪ Being long-term focused is key!



South African Landscape 
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SA’s Economic Recovery 

Source: SARB, Nedgroup Interim Results

GDP path still below 2019’s level for some time
1st Quarter of 2023

Roll-out C-19 Vaccinations Needs to Increase 
At the current vaccination rate, herd immunity 29 Dec 2022

Source: covidvax.live
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Current Account Surplus Benefitting from Commodities

Source: Bloomberg

SA Current account to GDP
Current account surplus was last above 3% in 1987

Platinum prices still well supported
SA’s economy benefiting from the commodity cycle upswing 

Source: Bloomberg
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But Let's Not Kid Ourselves

Source: National Treasury

SA Current account to GDP
Debt/GDP shifted alarmingly, but had pre-existing condition

SA Unemployment
A long-term structural headwind

Source: Bloomberg

#Moody’s: “high risks of SA accumulating more debt” (Oct 2021) 
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The SARB’s Outlook

Source: South African Reserve Bank; Goldman Sachs International 

SA Inflation Outlook SA Growth Outlook

4,30%

4,20%

4,50%

4,40%

4,20%

4,50%

2021 forecast 2022 forecast 2023 forecast

Previous Forecast Updated Forecast

4,20%

2,30% 2,40%

5,30%

1,70% 1,80%

2021 forecast 2022 forecast 2023 forecast

Previous Forecast Updated Forecast

Source: South African Reserve Bank; Goldman Sachs International 

• The SARB kept its policy rate unchanged at 3.50% in a unanimous decision.

• The MPC revised up its GDP forecast for 2021 from 4.2% to 5.3% implying a more front-loaded recovery path.

• The MPC sees balanced risks to the growth outlook, but short-term upside risks to inflation.

• We share GS expectation that the SARB will refrain from tightening policy until 2023.
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The Rand(om)

• The longer-term trend suggests that the rand is relatively strong and could trade towards USDZAR 16:1.

• Over the past 6 months, the USDZAR has traded in a range of R14,00 – R14,80 most of the period.

• Over the next 12 months, our fair value trading range is between R14,50 – R15,50 – provided the currently supportive macro remains in place as the

rand always remains vulnerable to depreciation (i.e. its longer-term trend).

The rand relative to the US Dollar over 25 Years

Source: Trading Economics, 4 Oct 2021

6-month trading band of USDZAR



Market Expectations



AgendaPrice-Earnings (PE): Major Indices 

Source: Infront, StrategiQ Capital

JSE All Share Index (J203)
Current PE: 12,0 (10 Year Average PE: 18,3)

JSE Resource 10 Index (J210)
Current PE: 7,0 (10 Year Average PE: 15,4)

JSE Industrials 25 Index (J211)
Current PE: 20,0 (10 Year Average PE: 24,4)

JSE Financial 15 Index (J212)
Current PE: 13,2 (10 Year Average PE: 12,0)



AgendaMarket Valuations: SA Property

Source: Infront, StrategiQ Capital

Name Dividend Yield Price-to-Book (P/B)

Emira Property Fund Ltd. 12,65% 0,65

Fortress REIT Limited 12,18% 0,70

SA Corporate Real Estate Ltd. 9,82% 0,53

Hyprop Investments Limited 9,80% 0,51

Investec Property Fund Ltd. 0,00% 0,64

Redefine Properties Ltd. 10,96% 0,62

Liberty Two Degrees 8,54% 0,57

Growthpoint Properties Limited 10,23% 0,71

Vukile Property Fund Limited 8,58% 0,66

Equites Property Fund Ltd. 8,08% 1,34

Resilient REIT Limited 8,25% 1,06

Attacq Ltd. 7,23% 0,42

Average 8,86% 0,70



AgendaMarket Valuations: SA Preference Shares

Source: Infront, StrategiQ Capital

Name % from Par Value Gross Yield

Firstrand Ltd B Pref -25,60% 7,15%

Nedbank Ltd Pref -11,00% 6,53%

Standard Bank Group Pref -25,90% 7,27%

ABSA Bank Ltd Pref -32,50% 7,26%

Investec Bank Ltd Pref -20,00% 7,26%

Investec Ltd Pref -26,00% 7,38%

Capitec Bank Hldgs Pref 6,98% 5,43%

Discovery Ltd B pref -15,99% 8,33%

Invicta Hldgs Ltd pref -19,85% 9,47%

Grindrod Ltd Pref -26,50% 8,38%

Netcare Limited Pref -22,80% 7,53%

Average -19,92% 7,45%



AgendaMarket Valuation: SA Government Yield

Source: Bloomberg, StrategiQ Capital

SA 10 year is cheap As of 30 Sept 2021

US 10 Yr 1,48

SA CPI (1 YR Avg) 3,58

US Core CPI (1 YR Avg) (2,9)

SA Sovereign Spread 2,09

SA 10yr FV 4,25

Trading @ 9,22

Cheap / (Expensive) 497bps



South African Outlook

▪ Global fiscal and monetary stimulus remains a supportive backdrop for risk assets.

▪ Strong global growth & a commodity upswing is positive for select EM risk assets including SA.

▪ SA’s growth uptick is off a very low base and the trajectory remains uncertain.

▪ Slow, but steady structural change in SA which needs to be accelerated.

▪ Recent unrest in KZN has elevated the risks of social unrest but hasn’t derailed the SA recovery.

▪ Municipal elections are approaching on 1st November – with all eyes on how the ruling ANC will fair given

the recent turmoil within the party.

▪ Inflation is not a near-term concern & SARB is likely to remain on hold.

▪ The rand is fairly priced given the current global macro backdrop.
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Global Asset Allocation
Q4 

2021
Q3 

2021
Comments

Offshore Equity

We remain marginally over-weight equities, with valuations moderating due to earnings outlook improvements. We
acknowledge the market’s view of higher future inflation and the rotation from growth orientated businesses towards
value orientated opportunities. We however prefer to own high quality growth stocks through an investment cycle and
will be mindful of this in our portfolio construction process. We upgrade our view of European equities on the back of a
stronger economic backdrop whilst we remain neutral U.S. equities - pairing U.S. quality attributes against growth
momentum that may have peaked. We are neutral EM equities, due to U.S. dollar outlook uncertainty and many EMs
having started a tightening policy. China’s current market pullback presents select opportunity.

Offshore Property N
We upgrade our view on property. We anticipate that the cyclical upswing in economic activity in 2021 will continue into
2022, providing a supportive backdrop for the listed property sector. We also expect a slower pace of rate hikes
compared to previous cycles of similar growth and inflation which will be supportive of the sector.

Offshore Fixed Income
With real yields declining amid rising inflation expectations, we remain underweight sovereign debt. We are neutral credit,
albeit credit spreads have compressed in recent months. In this globally low yield environment, we also favour emerging
market debt and inflation-linked bonds.

Offshore Cash N N
Given the potential for inflation risk facing fixed income assets, cash currently provides multi-asset portfolios with a more
sensible hedge against market volatility associated with risk assets.

OFFSHORE MARKETS

Underweight Moderately
overweight

Moderately
underweight

OverweightNeutral

N



SA Asset Classes
Q4

2021
Q3

2021
Comments

SA Equity

We continue to remain moderately over-weight SA equities. A strong global growth backdrop & the commodity cycle
upswing is positive for SA. The reopening of the SA economy is also gaining momentum as vaccine rollouts take place.
Overall, local equity valuations are attractive but require economic growth to further unlock value which we will be
closely monitoring. Given the recent pullback in resource shares, we favour the resource sector with stock specific
opportunities in financial and industrial sectors.

SA Fixed Income
SA government bonds continue to offer good relative value with real yields in excess of >400bps in hard currency which
can't be ignored if the carry trade remains relevant for SA bonds. We are less constructive on SA credit.

SA Cash
With the South African Reserve Bank cutting interest rates by 350 bps last year to 63-year lows, the positive real return
opportunity in cash-like strategies has been eroded away. After costs, cash-like investments now carry a negative real
return.

SA Listed Property N N
The South African listed property market has recovered well in year-to-date. However, the impacts of C-19 has had a
devastating impact on the sector over the short-to-medium term, both from an occupancy and rental escalation
perspective. Given the strong performance YTD, we remain neutral the sector.

Preference Shares N

In a low yield environment, preference shares offer an attractive yield and favourable tax treatment. The majority of the
sector is also trading at meaningful discounts to their par values and the SARB has indicated that the rate cutting cycle
may have bottomed. A declining investment universe and a lack of liquidity are structural headwinds facing the asset
class. Given the relative performance in Q3, we are tactically neutral going into the 4th quarter.

$/R (+ for ZAR strength) N N
The potential for rand strength, driven by a weakening U.S. trade-weighted dollar and favourable commodity cycle
benefiting SA needs to be measured against SA’s structurally vulnerable economy and poor vaccine roll-out leading to
extended lockdowns and delayed business activity. Fair value appears to be between USD14.50 – USD15.50.

LOCAL MARKETS

Underweight Moderately
overweight

Moderately
underweight

OverweightNeutral

N
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