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Are we there yet? Investors and parents tired of home-schooling 
are asking this question in unison. The answer, unfortunately, 
is not quite. Since November, global investors have had to 
balance two competing ideas: on the one hand, the arrival of 
vaccines means life can start to return to normal. On the other, 
the coronavirus can still do much damage to lives and livelihoods 
before the vaccinations bring it under control. 

It has been the more optimistic view that prevailed over this 
period, supported by an eventual Democrat sweep of the US 
election that promises to unleash more fiscal spending in the 
world’s largest economy. This while major central banks keep 
monetary policy extremely accommodative too. 

FADED OPTIMISM 
However, over the past few days this sunny outlook has dimmed 
somewhat. The vaccine roll-outs are not quite going to plan, 
and South Africa is not the only country to struggle on this 
front. Continental Europe in particular is far behind where its 
organisational and logistical capabilities suggest it should be. 
At the same time, there are mixed reports on the vaccines’ 
effectiveness against the new fast-spreading variants of the 
coronavirus, particularly the one that first emerged in South 
Africa. Time (and more data) will tell.

Meanwhile, it doesn’t appear as if the expected US fiscal spending 
package will be passed until late next month, while the European 
Union’s massive rescue package faces implementation problems, 
being something brand new. 

Adding to the downbeat tone of the past week was the US 
Federal Reserve assessment that the US recovery had slowed 
recently due to the resurgence of Covid-19 cases. However, the 
corollary of this view is that the Fed’s policy stance will remain 
extremely supportive, both with record low interest rates and 
huge monthly purchases of bonds. 

Fed Chair Jerome Powell was clear that the Fed was not 
considering a tapering of these purchases. Investors and 
commentators recently focused on the impact such a reduction 
in stimulus would have. Back in 2013, the so-called taper tantrum 
saw a big bond sell-off when the market was caught off guard 
by comments from the then Chair Ben Bernanke that the Fed 
would soon scale back its purchase programme. 

This time round, the Fed wants to make sure its intentions are 
clearly understood well ahead of time. And its intention is to 
keep the foot on the accelerator until there is marked progress 
in raising inflation above 2% and lowering unemployment 
towards pre-pandemic levels. Powell also noted that the Fed 
will view the likely increase in inflation associated with reopening 
the economy over the next few months as transitory. 

There are two big lessons from the 2008 global financial crisis. 
The first doesn’t apply here (not yet anyway): property bubbles 
and reckless banks are a bad combination. The second does: 
don’t remove fiscal and monetary support too soon after the 
crisis. Policymakers are well aware of this and unprecedented 
fiscal and monetary support is likely to remain in place until 
much of the damage has been repaired. The IMF estimates 
that total global fiscal support reached nearly $14 trillion at the 
end of last year, of which slightly more than half is additional 
spending or tax relief, while the remainder consists of guarantees, 
loans, and equity injections. 

CHART 1: GAMESTOP SHARE PRICE, US$
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EAT MY SHORTS
During the past week we were also treated to the spectacle of 
a few million retail investors ganging up on social media 
platforms to take on Wall Street titans and winning. In one 
particularly notable case, they bid up the share of a struggling 
retailer GameStop when it became known that hedge funds 
were betting against the share (shorting it). This in turn caused 
a so-called short squeeze as these hedge funds were forced to 
buy back the share as it was rising, pushing the price even 
higher, until the company was briefly valued at $24 billion. 

While this episode, and watching billionaire hedge fund owners 
get bloody noses, was quite entertaining to outsiders, it increased 
volatility, partly because large hedge funds and other investors 
had to quickly reassess some of their positions. We know 
investors are not always rational, and speculation is often rife, 
but this kind of behaviour takes that to a new level. It should 
not ultimately matter much in the long term, but can add to 
short-term uncertainty.

IMF FORECASTS
Getting back to the bigger picture, the International Monetary 
Fund (IMF) released updated global forecasts during the week. 
These are always interesting, not because the IMF is better at 
forecasting but because of its truly global perspective and 
impact on policy choices in individual countries. What is 
particularly notable is not the actual point estimates of forecasts, 
but rather the direction: are forecasts being upgraded or 
downgraded?

CHART 2: IMF REAL GLOBAL ECONOMIC GROWTH 
FORECASTS, %
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The IMF estimates that the global economy declined by 3.5% 
last year, but will expand by 5.5% in 2021. Last year’s contraction 
was not quite as severe as initially thought, but was still the worst 
decline since the 1930s Great Depression. This year’s expansion 
should similarly be one of the strongest on record from that low 
base, but will be uneven across sectors and countries. 

A quick scan of the regional forecasts is telling: China is the 
only major economy to have posted positive growth in 2020, 
and the IMF expects the positive momentum to be carried 
forward with 8% real growth in 2021. This suggests that Chinese 
authorities could start tapping on the brakes soon, worried 
about overheating in the real estate sector in particular. Despite 
new isolated coronavirus outbreaks ahead of the Lunar New 
Year, one cannot escape the conclusion that China sailed 
through this crisis better than anybody else. 

The US contracted 3.5% in real terms in 2020, less than initially 
thought, after a strong recovery in the second half. The first 
quarter of this year is likely to be soft, but the remainder of the 
year is expected to lift full-year growth to 5%. The IMF upgraded 
the US outlook for 2021 quite materially in large part due to the 
additional fiscal support the Biden administration is expected 
to deliver. By the end of 2021, the real value of US economic 
activity will be as big as it was before the pandemic, though 
this will not be the case, of course, for each underlying sector, 
and employment is unlikely to have fully recovered. 

In contrast, the Eurozone economy is estimated to have declined 
by 7% in 2021, and is expected to grow by 4.2% this year, not 
fully recovering the losses. This reflects the fact that it was 
harder hit by both the first and second wave than the US 
(economically speaking). The policy response was also smaller. 
Interest rates were already negative before the pandemic and 
couldn’t decline much further. 

The IMF’s forecasts for South Africa are on the pessimistic side. 
It estimates a record 7.5% contraction in 2020 (official confirmation 
will have to wait until 9 March), and forecasts only a 2.8% rebound 
in 2021. 2022 growth is expected to slow to 1.4% in 2022, but if 
realised would still be a better result than anything achieved 
between 2015 and 2020. 

SUMMING UP
We can sum the situation up as follows: The uneven global 
recovery from the first round of lockdowns in early 2020 has 
been disrupted but not derailed by a second round (and 
accompanying voluntary consumer behaviour changes). When 
this round of lockdowns ends, the recovery can continue. 

There is no guarantee there won’t be a third round in a few 
months’ time if progress with vaccinations disappoints or 
problematic mutations of the virus emerge. However, businesses 
and workers have shown tremendous flexibility in adapting, 
while governments are much more circumspect in how 
lockdowns can be applied, compared to the panicked reactions 
early last year. In particular, factories have remained open and 
global manufacturing is in fact enjoying a boom. A complete 
recovery in sectors that depend on the gathering of large 
groups of people, notably entertainment, is unfortunately still 
a way off. 

Things have therefore not changed all that much since last 
year. However, nothing moves in a straight line forever, and 
after a strong run on markets a sell-off is to be expected. In fact, 
it is quite healthy if it serves to remind investors of all stripes 
not to get carried away. The macro and policy backdrop described 
above means the correction is unlikely to be severe. 

RETURNS HAVE RETURNED
Despite last week’s wobble, January was still a good month for 
local investors. The FTSE/JSE All Share returned 5% in the month, 
which beats the annual return on offer from cash these days. 
The All Share hit a new record closing level during the month, 
after three frustrating years of sideways movement. Its one 
year return of 14% is well ahead of inflation of 3%. Encouragingly 
for future returns, South African equity valuations don’t seem 
to price in too much optimism. 

CHART 3: FTSE/JSE ALL SHARE INDEX
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Local bonds are well ahead of cash over one year, with the All 
Bond Index returning 8.2% over a period that included massive 
foreign capital flight, the Moody’s downgrade and exclusion 
from the World Government Bond Index. The starting yield on 
the overall index a year ago was around 9%, which means the 
return came from interest payments, not capital gains. (The 
rally in shorter-dated bonds was more or less offset by the 
decline in longer-dated bonds.) The yield is similar today and 
investors can earn attractive real returns even if there is no 
capital appreciation. 

Global equities were also positive in rand terms in January, 
supported by a weaker currency. Over one year, the rand return 
from global equities is an impressive 18%. 

The laggard continues to be local listed property, with the FTSE/
JSE All Property Index negative for the month and still deeply 
in the red over the past 12 months. The asset class, which 
essentially turns its investors into landlords, faces more uncertainty 
than any other. This is particularly true in South Africa where 
the sector is concentrated in shopping malls and office buildings, 
two areas exposed to permanent changes in behaviour. 

On top of that, local companies are also still in the process of 
strengthening their balance sheets, which is good for the long 
term but weighs on short-term returns. Global property has 
held up better because it is more diversified. While overall index 
returns (FTSE EPRA/NAREIT Developed Index) are negative 
over one year in rand and dollars, subsectors such as data 
centres and logistics have delivered double-digit returns. 

WRONG QUESTION
Coming back to the “Are we there yet?” question, it is the wrong 
thing to ask. Since markets are forward looking, by the time 
we are “there” (meaning population immunity and not having 
to worry about Covid), markets will already be pricing in what’s 
next, based on information available at the time. When new 
information arrives, the direction can change dramatically as 
we saw a year or so ago. Therefore, there is no point in trying 
to wait until the clouds have completely parted and the sun is 
shining. You need to be in the market when the skies are still 
dark and then have patience. The right question is “What is 
priced in?” At the same time, diversification remains the best 
defence against the inevitable uncertainty, and against the 
answer to “What could go wrong?”.
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Whilst every care has been taken in compiling the information in this document, the information is not advice and Old Mutual Multi-
Managers and/or its associates, do not give any warranty as to the accuracy or completeness of the information provided and disclaim all 
liability for any loss or expense, however caused, arising from any use of or reliance upon the information. Please note that there are risks 
associated with investments in financial products and past performances are not necessarily indicative of future performances.

Old Mutual Multi-Managers is a Division of Old Mutual Life Assurance Company (South Africa) Limited, a licensed FSP and Life Insurer.

Source: I-Net, figures as at 29 January 2021

EQUITIES - GLOBAL

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

Global MSCI World US$  2 662.0 -3.41% -1.04% -1.04% 12.13%

United States S&P 500 US$  3 714.0 -3.31% -1.12% -1.12% 13.47%

Europe MSCI Europe US$  1 813.0 -3.36% -1.47% -1.47% 2.84%

Britain FTSE 100 US$  8 781.0 -4.15% -0.54% -0.54% -9.87%

Germany DAX US$  1 564.0 -3.04% -0.66% -0.66% 14.16%

Japan Nikkei 225 US$  264.2 -4.24% -1.34% -1.34% 23.21%

Emerging Markets MSCI Emerging Markets US$  1 330.0 -4.52% 3.02% 3.02% 21.13%

Brazil MSCI Brazil US$  1 727.0 -2.54% -7.94% -7.94% -23.45%

China MSCI China US$  116.4 -3.95% 7.36% 7.36% 39.32%

India MSCI India US$  659.3 -5.41% -2.32% -2.32% 10.07%

South Africa MSCI South Africa US$  462.0 -1.49% 2.67% 2.67% 2.44%

EQUITIES - SOUTH AFRICA (TOTAL RETURN UNLESS INDICATED OTHERWISE)

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

All Share (Capital Only) All Share (Capital Index) Rand  62 472.0 -2.37% 5.16% 5.16% 10.82%

All Share All Share (Total Return) Rand  9 749.0 -2.37% 5.20% 5.20% 13.92%

JSE Capped SWIX Capped SWIX (Total Return) Rand  23 898.0 -1.61% 3.08% 3.08% 5.58%

TOP 40/Large Caps Top 40 Rand  8 899.0 -2.67% 5.41% 5.41% 16.97%

Mid Caps Mid Cap Rand  15 559.0 0.11% 2.58% 2.58% -9.78%

Small Companies Small Cap Rand  17 837.0 0.30% 3.88% 3.88% 4.60%

Resources Resource 20 Rand  4 285.2 -3.71% 4.86% 4.86% 32.21%

Industrials Industrial 25 Rand  17 077.0 -2.44% 8.48% 8.48% 20.57%

Financials Financial 15 Rand  7 315.0 0.03% -3.07% -3.07% -18.76%

Listed Property SA Listed Property Rand  1 190.1 0.67% -3.25% -3.25% -34.14%

FIXED INTEREST - GLOBAL

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

US Aggregate Bond Index Bloomberg Barclays US$  553.8 -0.17% -0.88% -0.88% 7.64%

FIXED INTEREST - SOUTH AFRICA

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

All Bond BESA ALBI Rand  764.4 0.22% 0.71% 0.71% 8.49%

Government Bonds BESA GOVI Rand  755.6 0.22% 0.75% 0.75% 8.48%

Inflation Linked Bonds BESA CILI Rand  276.4 0.71% 2.00% 2.00% 6.34%

Cash STEFI Composite Rand  465.9 0.07% 0.29% 0.29% 5.12%

COMMODITIES

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

Brent Crude Oil Brent Crude ICE US$  55.0 -0.67% 5.85% 5.85% -8.27%

Gold Gold Spot US$  1 847.0 -0.43% -2.48% -2.48% 17.12%

Platinum Platinum Spot US$  1 083.0 -1.72% 1.21% 1.21% 10.96%

CURRENCIES

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

ZAR/Dollar ZAR/USD Rand  15.16 -0.09% -3.10% -3.12% -3.65%

ZAR/Pound ZAR/GBP Rand  20.78 -0.24% -3.37% -3.37% -8.42%

ZAR/Euro ZAR/EUR Rand  18.40 0.22% -2.44% -2.44% -12.55%

Dollar/Euro USD/EUR US$  1.21 0.83% 0.99% 0.99% -9.09%

Dollar/Pound USD/GBP US$  1.37 -0.15% -0.03% -0.03% -5.14%

Dollar/Yen USD/JPY US$  0.01 0.90% 1.36% 1.36% -3.97%


