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A CONFLUENCE 
OF RISKS

Global markets have been under extreme pressure since the start of the year, with the main bond and equity 
benchmarks down double digits. Depending how you measure it, it has been the worst start to the year for a 
global balanced portfolio in at least the past 50 years. This does not mean that diversification doesn’t work. It 
means that diversifying equity risk when developed market bond yields were extremely low and vulnerable to 
even modest inflation and interest rate increases was always going to be less effective. And neither inflation nor 
projected rate hikes is anywhere near modest. 

The way forward depends a lot on how three big macro risks evolve. 

Firstly, the ongoing war in Ukraine shows no sign of 
letting up, even if Russia had to abandon its initial goal 
of quickly capturing Kiev. Therefore, the upward pressure 
on food and energy. Even if the conflict was to end 
now, which doesn’t seem likely at all, global fertilizer 
shortages can still lead to smaller harvest in six or 12 
months. As always, the impact falls hardest on poorer 
countries and low-income groups within developed 
nations. But even for relatively affluent consumers, the 
cost of living has increased substantially. And even 
though wage and salary increases are running at the 
fastest pace in years, particularly in the US, they aren’t 
keeping up with inflation.

Meanwhile, the longer the war drags on, the greater 
the risk of a complete embargo of Russian oil and gas 
by either West or Russia itself, even if it would hurt both 
sides. Indeed, the European Union has now proposed 
implementing a ban on Russian oil imports by year 
end. It is also looking to ban any European company 
from shipping Russian oil to third parties, or financing 
or insuring such shipments. That would make it even 
more difficult to move Russian oil around even if the 
end customer is in a neutral country like India. Gas 
remains Europe’s biggest vulnerability. Unlike oil, 
replacing Russian gas requires a complete reconfiguration 
of energy infrastructure since most of it is piped in. 

WAR, WHAT IS IT GOOD FOR? 
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FROM FIFO TO FILO

While households and small businesses arguably have some 
flexibility, large factories that run on gas cannot quickly 
convert to other energy sources. Countries like Germany 

CHART 1: GLOBAL ENERGY PRICES, US$
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Meanwhile, this is clearly a blow to China’s domestic economy. 
People locked down in their homes are spending less and 
struggling to get to work. Moving goods around internally 
is proving difficult. The government will probably have to 
step up stimulus measures to achieve its growth target of 
5.5% this year. 

The lockdowns also pose a risk for the global economy since 
so many supply chains run through China. It is still the world’s 
factory. Global supply chains were already creaking before 
the war in Ukraine created additional problems. This feeds 
into pre-existing global inflationary pressures, bringing us 
to the third point.

The second big macro headwind is China’s zero-Covid policy. 
It is responding to a Covid outbreak by imposing hard 
lockdowns on affected cities to halt the spread of the virus. 

China was seemingly first-in first-out of the pandemic. It’s 
zero-Covid policy in 2020 seemed to work and it was held 
up as a model for decisively dealing with the pandemic in 
contrast to the fumbling and bumbling approach of the US, 
UK and other democracies. But today, even though other 
countries are reporting much higher new case numbers, it 
seems to be a case of first-in last-out as far as the economic 
impact is concerned. The government’s response seems to 
be disproportionate to the health risks, and again raises 
questions over policy credibility. 

would likely slump into recession if either side were to cut 
off gas flows. 

HAWKY TALKIE

Inflation was already running uncomfortably high coming 
into 2022. Central banks initially viewed this as largely 
temporary, but the more recent evidence, particularly from 
the US, is that inflation has broadened out beyond commodity 
prices and pandemic-related distortions. While central 
bankers would ordinarily look through commodity price 
movements, this time it is hard to do so since inflation is 
already so high. There is a risk that expectations of future 
inflation shift permanently, potentially resulting in inflation 
becoming self-fulfilling.

Therefore, global central banks have dialled up the hawkish 
talk. Last week the US Federal Reserve put words into action 
by implementing a 50-basis point hike for the first time 
since 2000. By moving in bigger increments than the 
traditional 25 basis points, the Fed is hoping to send a strong 
signal that it is serious about fighting inflation. The equity 
market initially seemed to get excited when Fed Chair Jerome 
Powell ruled out 75 basis increases, and the S&P 500 rallied 
3%, the biggest rally on a Fed announcement day since 
December 2008 (when the Fed cut rates). But those gains 



3 

MARKET MATTERS

were given back the following day. The volatility points to a 
market still grappling with a new reality that the Fed is 
aiming to deliver one of the sharpest rate increases on record. 
Money markets are pricing in a fed funds rate of just above 
3% by the end of next year. 

The Fed has also completely stopped buying bonds and will 
start letting its holdings mature, thereby shrinking its balance 

Longer-term interest rates have already moved higher in 
anticipation. The US 10-year Treasury yield crossed 3% for 
the first time since 2018, while the key mortgage rate which 

sheet starting next month. The positive impact of quantitative 
easing on equity markets was often overstated, and therefore 
it is easy to overstate the reverse impact of quantitative 
tightening. But the fact remains that this will drain liquidity 
form the financial system and amplify the impact of rate 
hikes.  

These increases are likely to put downward pressure on 
economic growth. Indeed, they must since weaker growth 
is needed to cool inflation. The big question for global 
investors is whether the Fed can engineer a “soft” or “softish” 
(in Powell’s words) where inflation falls without the economy 
going into a recession. The alternative “hard” landing can 
occur if inflation remains stubbornly high and the Fed needs 
to keep hiking until something breaks. 

The trick of course is that today’s rate hike only impacts the 
economy over 12 to 18 months. They are constantly having 
to make forecasts about the future and set policy for the 
future while the present is incredibly uncertain.  

The good news is that the US economy is on a strong footing 
and consumers have healthy balance sheets and should be 

able to withstand tighter policy. However, that also creates 
a problem. If inflation doesn’t cool sufficiently, the strong 
economy must be hit even harder with interest rates. Either 
way, the big shift in the Fed’s thinking has been that if 
inflation proves sticky, they are prepared to hurt the economy. 
The priority is now inflation, not growth. That is a different 
situation from where we’ve been over the past decade. 

This is clearly illustrated by the Bank of England’s decision 
to raise its policy rate last week to 1% even as it warned that 
a UK recession was likely later this year due to the sharp 
decline in household real incomes. It also warned that further 
rate increases were likely to cool inflation.

THE ROAD TO 3%

has moved above 5% for the first time since 2010 (US home 
loans are generally linked to bond yields, not the central 
bank’s policy rate as in South Africa).

CHART 2: US FED FUNDS RATE AND 10-YEAR TREASURY YIELD, %
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CHART 3: US EQUITY AND BOND RETURNS IN 2022
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An optimistic reading of current equity market valuations 
is that they have declined substantially, and much of the 
froth has come out, including in the overvalued technology 
firms. The forward price: earnings ratio of the S&P 500 is 
back to pre-pandemic levels at 17 while the global benchmark 

MARKETS SLIDE

As markets try to price in a future of higher rates and slower 
growth, the valuations of US technology companies have 
come under particular pressure. Pricing in blue-sky growth 
when money is free is one thing. Now that interest rates are 
rising, investors want to pay lower multiples for expected 
future profits even if profit growth remains robust.

While the broad S&P 500 benchmark is down 13% since the 
start of the year, the tech-heavy Nasdaq is in bear market 
territory, down 23% year-to-date. 

MSCI All Country trades at 15 times forward earnings. As 
long as central banks don’t hike the global economy into 
recession, valuations now seem reasonable. However, the 
risk of them doing so has clearly increased.

While highlighting these risks, we should also highlight that there are always macro uncertainties. Investing is often a 
case of climbing a wall of worry, constantly wondering about the many things that can go wrong. Most don’t, however. 
In fact, when everything is looking rosy, it is probably time to start wondering what lurks around the corner. Good times 
can lead to overconfidence, excessive risk-taking and unrealistic extrapolations of recent performance. This description 
applies to many of the technology companies that have seen their pandemic-related gains wiped out. 

The substantial weakness in markets since the start of the year means a lot of bad news is already priced in, but volatility 
looks likely to remain a feature until there is more clarity on the three big macro risks discussed above. While valuations 
have improved and there are selective opportunities in global equities, it doesn’t seem to be time for a big increase in 
global equity exposure yet. Hindsight might show that this was a great buying opportunity, but we’re comfortable that 
we’re maintaining enough equity exposure should markets recover. 

Hindsight might also show that this was a good time to get out before more big declines. That is the uncertainty investors 
always live with. Without perfect foresight, the better alternative is to diversify equity risk with other asset classes. Having 
a safety harness helps when climbing that wall of worry.

KEEP CALM AND KEEP CLIMBING 
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EQUITIES - GLOBAL
DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

Global MSCI World US$  2 762.0 -1.22% -1.22% -14.54% -6.44%

United States S&P 500 US$  4 123.0 -0.22% -0.22% -13.49% -1.88%

Europe MSCI Europe US$  1 734.0 -4.09% -4.09% -17.15% -13.52%

Britain FTSE 100 US$  9 117.0 -3.93% -3.93% -8.74% -7.26%

Germany DAX US$  1 312.0 -3.32% -2.89% -2.87% -23.59%

Japan Nikkei 225 US$  206.9 0.02% 0.02% -11.31% -23.07%

Emerging Markets MSCI Emerging Markets US$  1 032.0 -4.09% -4.09% -16.23% -23.04%

Brazil MSCI Brazil US$  1 568.0 -4.33% -4.33% 9.27% -14.88%

China MSCI China US$  64.1 -6.88% -6.88% -23.41% -40.48%

India MSCI India US$  773.7 -4.89% -4.83% -8.44% 8.67%

South Africa MSCI South Africa US$  436.0 -7.23% -7.23% -3.96% -14.84%

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  67 978.0 -6.16% -6.16% -7.78% 0.55%

All Share All Share (Total Return) Rand  11 254.0 -6.06% -6.06% -6.02% 5.24%

JSE Capped SWIX Capped SWIX (Total Return) Rand  28 470.3 -5.73% -5.73% -3.37% 7.09%

TOP 40/Large Caps Top 40 Rand  10 102.0 -6.32% -6.32% -6.81% 4.00%

Mid Caps Mid Cap Rand  19 115.0 -6.20% -6.20% -2.21% 11.51%

Small Companies Small Cap Rand  28 085.0 -3.36% -3.36% 2.82% 27.53%

Resources Resource 20 Rand  5 706.3 -5.64% -5.64% 5.50% 12.01%

Industrials Industrial 25 Rand  15 418.0 -6.94% -6.94% -21.30% -11.68%

Financials Financial 15 Rand  10 175.0 -5.95% -5.95% 5.79% 27.09%

Listed Property SA Listed Property Rand  1 567.7 -4.35% -4.35% -6.91% 10.40%

FIXED INTEREST - GLOBAL
DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

US Aggregate Bond Index Bloomberg Barclays US$  466.3 -1.26% -1.26% -12.42% -14.01%

FIXED INTEREST - SOUTH AFRICA
DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

All Bond BESA ALBI Rand  821.6 -0.26% -0.26% -0.13% 6.19%

Government Bonds BESA GOVI Rand  810.3 -0.26% -0.26% -0.20% 5.99%

Inflation Linked Bonds BESA CILI Rand  320.3 0.15% 0.15% 2.36% 11.74%

Cash STEFI Composite Rand  489.4 0.09% 0.09% 1.47% 4.02%

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

Brent Crude Oil Brent Crude ICE US$  112.4 4.90% 5.04% 44.09% 65.28%

Gold Gold Spot US$  1 883.0 -0.74% -0.74% 2.95% 5.37%

Platinum Platinum Spot US$  965.0 2.77% 2.77% -0.41% -21.54%

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

ZAR/Dollar ZAR/USD Rand  16.04 -1.43% -1.40% -0.61% -11.46%

ZAR/Pound ZAR/GBP Rand  19.72 0.81% 0.81% 9.33% 0.05%

ZAR/Euro ZAR/EUR Rand  16.86 -1.11% -1.11% 7.55% 1.62%

Dollar/Euro USD/EUR US$  1.05 0.00% 0.48% 8.29% 15.24%

Dollar/Pound USD/GBP US$  1.23 1.94% 2.11% 9.40% 12.64%

Dollar/Yen USD/JPY US$  0.01 0.56% 0.56% 13.41% 19.67%

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 Financial Services Provider and Life Insurer.


