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Favouring the rest of the world over the US

By Chris Holdsworth, Chief Investment Strategist, Investec Wealth & Investment and member
of the Global Investment Strategy Group

The Global Investment Strategy Group (GISG) maintains its global risk budget score (-0.5 on a scale of +3 to -3),
while the SA risk score has also been maintained, at +0.5

While the Fed has so far successfully contained the risk to the US banking system, it has in effect also bought itself
space to keep rates elevated. We expect a recession in the US to start shortly but this does not yet seem to be reflected
in consensus earnings forecasts. While inflation is coming down, partly due to reduced demand, we do not think it will
come down quickly enough to prevent the Fed from pushing the US into recession. In addition, the US equity market
offers no margin of safety in our view. Equities in the rest of the world look more attractive as does global and US fixed
income outside of high-yield credit.

We continue to expect higher returns from equities and bonds in South Africa than from abroad. South Africa is not
without risk though — declining performance at key state-owned enterprises (SOEs) is a binding constraint on growth and
has kept the allocation to SA Inc shares at neutral, despite compelling valuations. The reopening of the Chinese
economy, combined with continuing strong investment in the global energy transition and disciplined supply from miners
should, in our view, continue to provide support for commodity prices and South African exports. We expect the rand to
strengthen by 5% against the US dollar over the year ahead.
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