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In this edition of The Outlook…
COVID-19 - lives and livelihood

However, as long as COVID-19 continues to spread,

central banks, especially in Developed Markets, will
keep interest rates ultra-low or sub-zero and continue
to dominate markets as the lender of last resort. This is
to ensure financial stability.

The reaction of global equities to COVID-19

South Africa - pre-existing conditions

Outlook - dark clouds with a silver lining?

COVID-19 - lives and livelihood
Months after the initial COVID-19 outbreak, the world
is dealing with a one in hundred-year health, economic
and growing social crisis. The following chart shows just
how devastating the fall in US payrolls and job losses
has been. The dramatically weaker economy with a
likely US/China decoupling, social unrest, November
elections, and uncertainty around a second COVID-19
wave, signals heightened risk and volatility.

The Bank of England (BOE) is the latest to add support,
with Bloomberg quoting Governor Andrew Bailey as
saying that the “BOE sees equity stakes as a solution to
firms’ post-virus recovery”. Knowing and trusting that
central banks will underpin financial markets gives
investors some idea as to where equities are heading.
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In its “The Rally is Broadening” report (June 2020),
AlpineMacro explains that “real long bond yields have
fallen below zero, while money supply has exploded
upward - both are bullish for risk assets, stocks in
particular”.
The reality is that any additional money supply can
either transit into goods and services or asset markets
such as equities. For now, a fair amount of money is
pouring into equity markets.

The reaction of global equities to COVID-19
As the leader of the pack, what the US Fed does,
matters most. Many of you are probably confused by
comments like ‘the worst depression in 100 years’ and
yet stock markets have recovered dramatically. The
chart above shows the dramatic fall in equity indices in
USD between 20 February and 23 March followed by a
significant recovery. The big winner has been the techladen Nasdaq 100 Index that is up 14% year to date.

Negative real yields and exploding money supply

real long bond yields have fallen below
zero, while money supply has exploded
upward - both are bullish for risk assets,
stocks in particular
So why the strong recovery in the face of great
uncertainty around job losses and business closures?
Mohamed El-Erian of Allianz explains, “investors sense
a win-win situation. If the recovery is V-shaped they win,
if not the Fed will underpin the market. After all, the Fed
has indicated it will buy high-yield individual corporate
debt which is not far away from equities”. The Fed can’t
go insolvent, it can print all the dollars it needs to, for
now. “The mentality is that the Fed fears an S&P crash
and a financial crisis”. Therefore, equity investors see
little downside.
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South Africa - pre-existing conditions
Most patients that have succumbed to COVID-19 had
pre-existing conditions. The same can be said of our
local economy. The chart below (courtesy of RMB
Global Markets) shows the ongoing slide into recession
before lockdown.

The feeble growth in recent years, uncertain business
policy, and rampant government expenditure on
salaries, interest payments and SOE bailouts have had
the Minister of Finance and the Reserve Bank Governor
warning that all is not well.

we risk following Argentina’s path,
where ideological conflicts and unstable
macroeconomic policies produced a
steady economic decline
The RMB Global Markets chart below highlights the
growing budget deficit. On 24 June, the Minister of
Finance, Tito Mboweni presented the Special
Adjustment Budget and confirmed everyone's worst
fears.

The RMB Global Markets chart below shows that since
the GFC we have sat on excess manufacturing capacity.
Most of the reasons for this lie at the door of
government: land and Mining Charter uncertainty;
Eskom; SAA; port congestion, and labour challenges are
a few of the reasons.
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The tax revenue shortfall has escalated to an estimated
R304bn and the budget deficit to R761bn. In turn, this
will raise the country’s debt to almost R4 trillion or
81.8% of GDP - an unprecedented and dangerous level
where 21% of tax revenues will go to serve our interest
bill only.
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But it is the brave SARB Governor, Lesetja Kganyago
that certain ANC members have targeted to sort out our
problems as if the SARB were the Fed.
To his credit, Kganyago has stood firm, telling Wits
University students in a lecture last week that “we risk
following Argentina’s path, where ideological conflicts
and unstable macroeconomic policies produced a
steady economic decline. We now find ourselves sitting
on the highest debt pile in history, arguing about
printing money and waving ideological banners at each
other”.

Outlook - dark clouds with a silver lining?
We are sure most of you are hoping that the
government will soon apply its new-found COVID-19
focus to other ‘challenges’ that will see public/private
partnerships flourish. And will our politicians heed
Kganyago’s sage advice: “it is important to make the
most of having low inflation currently to forge a path for
economic recovery. We can set out now on a new path
with low-interest rates if we guard and value them. We
have nearly all the ingredients needed to get
permanently stronger economic growth, create jobs and
rid ourselves of poverty and inequality”.
To support the ‘win-win” thesis outlined above, we
must hope that the re-opening of global economies are
not upset by a second wave of COVID-19.

It is important to make the most of
having low inflation currently to forge a
path for economic recovery
We have nearly all the ingredients
needed to get permanently stronger
economic growth, create jobs and rid
ourselves of poverty and inequality
We can only trust that politicians, here and elsewhere,
will allow people back to work so that entrepreneurs
can drive businesses which creates employment and in
turn generates stock market wealth.
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