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The third quarter of 2021 brought volatility and market 
uncertainty as concerns regarding inflation, China, soaring energy 
prices, supply chain disruptions and ongoing Covid-19 concerns 
weighed on investors. In South Africa, markets were also 
impacted by the social unrest in July that put additional pressure 
on the economy. This volatility came at the end of a very strong 
year of performance for nearly all asset classes. In rand terms, 
emerging markets underperformed developed markets as the 
Chinese markets continue to struggle, with investors remaining 
very wary of growth prospects in the country as well as credit 
risks related to a company called Evergrande.

Our flagship portfolio was in line with the benchmark for the 
quarter. This was achieved by the purposeful diversification in the 
portfolio, with exposure to more defensive assets such as hedge 
funds and private markets which were positive for the quarter. 
Despite the volatility, absolute returns were positive for the period.

In general across all our portfolios, performance was in line with 
expectations. The diversified nature of our portfolios means that 
there are investments across different asset classes that can 
deliver absolute returns during turbulent periods. In our multi-
asset class portfolios, the biggest contributors to returns have 
been an overweight exposure to offshore assets which have 
benefitted from the rand weakness in the quarter.

In August the Johannesburg Stock Exchange (JSE) saw the biggest 
corporate action in its history, involving the biggest local-listed 
stock, Naspers, and its related company, Prosus. The event was 
intended to unlock value for shareholders. This corporate action 
generated the biggest daily turnover in the history of the JSE.

Constant negative news flows and uncertainty can, and 
will continue to, create anxiety for clients when monitoring 
the market movements over short periods in this current 
Covid-19 environment. 

At Alexander Forbes Investments, our portfolio solutions are 
closely monitored by a team of knowledgeable and experienced 
investment professionals who maintain high quality investment 
oversight on behalf of clients, irrespective of market or 
economic conditions.

Our multi-management approach is centred on a practical risk 
management framework which allows us to carefully consider all 
potential outcomes and manage any risk that might arise in the 
process. This means that we are uniquely positioned to employ 
a diverse set of investment strategies and asset managers that 
are responsive to market changes and better positioned to 
deliver the highest likelihood of achieving clients’ long-term 
investment objectives.

We urge our clients to be patient and to stay invested for the long 
term, and be comfortable that their retirement and personal 
savings are in safe hands.

Gyongyi King
Chief Investment Officer

https://vimeo.com/581088013
https://vimeo.com/581088013
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The Delta variant shocks global growth ahead of looming 
monetary policy normalisation

ALEXANDER FORBES INVESTMENTS | MARKET AND ECONOMIC OUTLOOK

The Delta 
variant shocks 

global growth and 
reinforces the 

uneven economic 
recovery.

Monetary policy 
to take a back 

seat in supporting 
growth reforms 

and infrastructure 
investment to lead 

growth.

A rise in global 
inflation fears ahead 

of the monetary policy 
normalisation in 

advance economies.

The risk-on 
environment persists, 

aiding the flow of 
capital to emerging 

markets.

Isaah Mhlanga
Chief Economist
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While the widespread Delta coronavirus variant has eased in 
many parts of the world, the economic constraint is evident 
in the gradual slowdown in growth momentum, particularly 
in the United States (US) and China. New coronavirus cases 
have declined significantly across regions, although remaining 
high (Figure 1), with uneven immunisation driving prospects 
of growth. Globally, over 6.4 billion Covid-19 vaccine doses 
(enough to fully vaccinate 41.9% of the global population) have 
been administered, equivalent to a rate of about 28.4 million 
doses a day. As such, global immunity remains a long way off. 
Evidently, high-income countries have vaccinated more than 
20 times faster than low-income countries and their economic 
recoveries have been robust, supporting the easing of lockdowns 
and encouraging the progressive normalisation of economic 
activity. Furthermore, the recovery has also been supported by 
the accommodative fiscal and monetary policy in advanced 
economies. Economic activity across major economies has 
recovered above its pre-pandemic trend (Figure 2), while slower 
vaccination rates in emerging markets and developing countries 
have resulted in lacklustre economic activity. Overall, advanced 
economies have fully vaccinated about 60% of the adult 
population while emerging markets and low-income economies 
battled with the Delta variant strain, resulting in a slower return to 
pre-pandemic activity levels. 

Global growth recovery loses momentum with heightened imbalances

Figure 1: New Covid-19 infections by region

Figure 2: Economic activity versus vaccination rate

Sources: Our world in data and Alexander Forbes Investments (Data as of 30 September 2021)

Sources: Our world in data and Alexander Forbes Investments (Data as of 30 September 2021)
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Figure 3: Global real GDP growth projections

Sources: OECD, IMF and Alexander Forbes Investments (Data as of 30 September 2021)

Figure 4: Global GDP levels deviation from pre-pandemic projections*

Sources: OECD, IMF and Alexander Forbes Investments (Data as of 30 September 2021)
*Projections are based on the IMF’s World Economic Outlook Update, October 2021

In its September 2021 Economic Outlook, the Organisation for 
Economic Co-operation and Development (OECD) downwardly 
revised global GDP growth projections to 5.7% in 2021 and 4.5% 
in 2022 (Figure 3). Similarly, the International Monetary Fund (IMF) 
marginally lowered its global growth outlook for 2021 to 5.9%, from 
6%, in its October World Economic Outlook. Advanced economies 
are expected to grow by 5.2% in 2021, from 5.6% previously and 
from a contraction of 4.5% in 2020. Aggregate output for the 
advanced economy group is expected to regain its pre-pandemic 
trend path in 2022. Growth in the US was downwardly revised to 
6% for this year, from 7% estimated previously, and 5.2% in 2022 
compared to 4.9% estimated in July 2021. Real gross domestic 
product (GDP) in the Eurozone is projected to rebound to 5% in 
2021 from its previous estimate of 4.6%, and growing at 4.3% in 
2022, unchanged from the previous estimate. The United Kingdom 
(UK) economy is expected to moderate to 6.8% in 2021, from 7% 
estimated earlier. 

The slowdown in momentum is also due to the global supply 
chain disruptions such as a shortage of semi-conductors and 
shipping constraints, with rising supplier delivery times holding 
back output in most industries like the car production industry, 
and varied fiscal and monetary responses to the Covid-19 shock 
which have subsequently resulted in an uneven recovery across 
regions. Overall, advanced economies are expected to carry much 
of the weight of the recovery, with the possibility of additional fiscal 
support in the US in the coming year, a strong rebound economic 
activity in Europe as well as the depleting household savings as 
activity normalises. However, countries that have seen increased 
output and returned to pre-pandemic levels, such as the US, 
have also experienced lower employment gains than before the 
pandemic. In contrast, employment levels have been somewhat 
steady in Europe but output and total hours worked have not fully 
recovered from the pandemic weakness. For the few emerging 
market economies that have seen rapid rebounds in economic 
activity, employment levels have been accompanied by high 
inflation pressures.
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Meanwhile, growth in emerging markets is expected at 6.4% this 
year, compared to 6.3% estimated earlier from a contraction 
of 2.1% in 2020. The growth momentum in China has slowed, 
driven by the withdrawal of fiscal and credit stimulus measures. 
However, like with other Asian economies, the Chinese economy 
has also been impacted by supply chain constraints as well as a 
resurgence of Covid-19 infections. China is expected to grow by 
8% this year, from 8.1% estimated in July 2021, and 5.6% in 2022 
compared to 5.7% projected earlier, citing a faster-than-expected 
scale-back of public investment spending. Growth in India quickly 
reversed following a severe second wave of Covid-19 infections. 
Growth prospects in other emerging markets economies 
improved as high commodity prices, strengthening global 
demand and capital inflows shaped a more favourable global 
backdrop. Countries such as Brazil and Chile, who are strong 
commodity exporters, have significantly benefitted from improved 
terms of trade conditions, higher tax revenue collections and 
favourable exchange rates. In Sub-Saharan Africa, the recovery 
was interrupted by the effects of the gradual vaccine deployment 
as well as limited policy space. Sub-Saharan Africa is projected to 
grow by between 3.4% and 3.7% this year, from a decline of 1.8% 
in 2020, lagging all other regions of the world.

In the near term, the Delta variant continues to raise uncertainty 
to the overall outlook especially with persisting lockdowns in 
some Asian economies and more recently Russia. Consequently, 
this will result in an adverse impact on the availability of supplies 
and thereby denting the pace of the global recovery.

Underlying inflation remains moderate in most 
countries despite a rise in headline inflation

Expanding demand, together with supply bottlenecks, have 
pushed global inflation higher in 2021. Headline consumer price 
inflation has accelerated sharply in the US and the Euro Area, 
reaching multi-year highs of 5.4% and 3.0% in July and August 
2021 respectively. While US inflation has risen above 5%, the US 
Treasury curve has flattened on a year-to-date basis, reflecting 
confidence that higher inflation will be temporary. The yield on 
the benchmark 10-year US Treasury bond, for instance, reached 
record lows of 1.18% at the beginning of August, from a 2021 high 
of 1.74% in April. Similarly, in the Euro Area, government bond 
yields have also eased despite higher inflation outcomes. 

Euro Area inflation reached 3% in August, yet yields have slipped 
back, with large portions of yield curves in negative territory. 
More so, producer price inflation has increased sharply, raising 
concerns about its potential pass-through to consumer prices. 
We note that while headline inflation rates across advanced 
economies and emerging markets have risen this year, in most 
instances, core inflation has broadly remained contained.

Rising global inflation and greater uncertainty about the future 
path of interest rates have contributed to financial market and 
capital flow volatility over the past six months. This reflects supply 
side bottlenecks and presents risks of overheating as policy 
accommodation remains extensive, as well as risk aversion toward 
emerging markets with weaker growth and higher inflation.



ALEXANDER FORBES INVESTMENTS | MARKET AND ECONOMIC OUTLOOK

| 10 |

Figure 5 shows that with slowing activity and moderate global 
demand, price pressures are likely to abate in advanced 
economies as supply constraints begin to ease while remaining 
elevated into 2022 in some emerging market economies, given the 
continued food price pressures, lagged pass-through from higher 
oil prices and fluctuating Covid-19 restrictions.

Overall, the rise in inflation has been exacerbated by the surge in 
demand for some goods, which has been compounded by break 
downs in supply chains, shortages in some sectors, and higher 
shipping costs and commodity prices. Higher commodity prices 
and global shipping costs are currently estimated to be adding 
around 1.5 percentage points to annual consumer price inflation 
across G20 member countries, accounting for most of the inflation 
upturn over the past year. In the medium-term, supply pressures 
are expected to gradually fade, while wage growth remains 
modest and overall inflation expectations remain anchored. 
However, near-term risks are on the upside and consumer price 
inflation amongst many countries is projected to moderate by the 
end of 2022, although remaining above pre-pandemic levels.

Nevertheless, considerable uncertainty remains as the 
reopening of economic activity, supported by the acceleration in 
vaccinations, will cause a sharper rundown of household savings. 
In turn, an increase in demand and a decline in unemployment 
will also potentially drive up near-term inflationary pressures.

Figure 5: Advanced and emerging markets economies 
inflation rates Figure 7: Commodity and shipping prices have increased

Sources: IMF and Alexander Forbes Investments (Data as of September 2021) Sources: Our world in data and Alexander Forbes Investments (Data as of 30 September 2021)

Figure 6: Global inflation rate projections Figure 8: Drivers of inflation

Sources: IMF and Alexander Forbes Investments (Data as of September 2021) Sources: Our world in data and Alexander Forbes Investments (Data as of 30 September 2021)
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Monetary policy remains accommodative but gearing for normalisation

When the effects of the coronavirus pandemic began to ravage 
global economies last year, many central banks shifted to 
an aggressively expansionary monetary policy to buffer the 
economic shock. However, as the pandemic progressed, 
some major central banks began to decrease the amount of 
accommodation provided, directed by their unique economic 
recovery and inflation outlooks. More so, central banks in 
advanced economies have deemed the current inflationary 
pressures as transitory and have kept interest rates unchanged 
at historic lows until there is more clarity on price dynamics. 
Notably, the US Federal Reserve, the European Central Bank 
and the Bank of England have indicated their intention to begin 
reducing the pace of their asset purchases, while the Bank of 
Japan is expected to continue expanding their balance sheets 
over the short-to-medium term. The historically high debt and 
fiscal deficits accumulated by major advanced economies over 
the last year do not pose an immediate threat, but stronger 

growth and fiscal consolidation will be required to rebuild fiscal 
space and ensure medium-term debt sustainability.

In contrast, inflationary pressures in emerging markets have 
remained relatively muted, despite higher inflation in Brazil, 
Russia, Hungary and Turkey that prompted their respective 
central banks to tighten monetary policies. Most emerging 
markets economies face the prospect of sustaining recoveries, 
and rebuilding fiscal and monetary policy space, even as global 
conditions become less supportive. However, policymakers are 
increasingly faced with challenging choices to deal with high 
debt and rising inflation which pose a potential downside risk 
for the medium-term global economic outlook. Unfortunately, 
the resurgence in Covid-19 cases and renewed restrictions 
have resulted in additional fiscal measures, implying that fiscal 
consolidation across emerging markets is likely to be slower 
given the absence of a more sustained and stronger economic 

growth. Overall, the slower than expected growth will result 
in lower revenue, keeping debt levels elevated and increasing 
the vulnerability of these economies to higher financing costs, 
especially since about 40% of emerging markets’ credit ratings 
have been downgraded since the beginning of 2020.

While the near-term global outlook remains uncertain, robust 
macroeconomic policy to support the economic recovery 
remains critical for labour markets not yet fully recovered. 
Therefore, we expect accommodative monetary policy to be 
maintained, but clear guidance is needed about the horizon 
and extent to which any inflation overshooting can be tolerated, 
together with the planned timing of eventual moves towards 
monetary policy normalisation. This means that any premature 
withdrawal of policy support will likely be avoided.
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South Africa outlook – Beyond the recovery, accommodative monetary policy and 
infrastructure investment will drive growth
After more than 130 days of the Delta variant induced third wave 
of Covid-19 infections ravaging both domestic livelihoods and 
economic activity, South Africa moved to lockdown alert 1 on 27 
September as the 7-day moving average declined significantly 
below 1 000 new cases. South Africa’s GDP growth was better 
than expected in Q2 2021, supported by stronger global growth, 
expansionary policy and robust vaccination drives in advanced 
economies. However, stronger growth momentum has been held 
back by the July riots, looting and disruption of supply chains 
in the provinces of KwaZulu-Natal, Gauteng and Mpumalanga, 
remaining below the pre-pandemic level. Real GDP expanded by 
19.3% year on year (y/y) in Q2 2021, partly lifted by the rebasing 
exercise undertaken by Stats SA that saw the size of the economy 
rising by 11% in 2020 and growth revised higher to -6.4%, up from 
the -7.0% previously reported. Until the growth momentum was 
interrupted by the July riots, the economy was on track to recoup 
most of the GDP losses by the end of 2021. The recovery has 
been relatively uneven across sectors as the pandemic-induced 
lockdown scarring was more severe on some secondary sectors, 
such as construction that is currently operating at 79% of its 
pre-pandemic level, while idiosyncratic factors have weighed on 
growth in manufacturing. The primary sector on the other hand 
has been boosted by the continued expansion in the agriculture 
and mining sectors which have benefitted from favourable weather 
and demand conditions as well as higher commodity prices. 
Notably, output in the tertiary sector reverted to its 2019 level, 
lifted by finance, and community and social services, despite the 
transport and trade sectors, such as travelling for leisure, sit-in at 
restaurants and alcohol sales, remaining depressed. 

As the Covid-19 waves evolve, the impact on the economic 
sectors has decreased, supported by vaccine rollouts and 
general adaptation to the lockdowns by firms and households, 
although the effects will be long lasting and the overall growth 
outlook is expected to slow considerably, largely reflecting the 
pre-existing constraints to long-term growth. The third wave 

of the Covid-19 virus required government to tighten lockdown 
restrictions one level higher than the tightest restrictions during 
the second wave of the pandemic. However, the measures were 
significantly less restrictive on economic activity compared to 
those implemented in the earlier waves, with less than 3.1% of the 
economy directly affected by the restrictions compared to 3.3% 
during the November 2020–February 2021 and 42.8% during the 
March–October 2020 lockdowns.

Looking ahead, the economic recovery will face some headwinds 
given the escalation in power shortages, the persistent policy 
uncertainty weighing on business confidence and investment 
growth. The South African Reserve Bank (SARB) expects                                                                                                                                          
the economy to contract by 1.2% in Q3 2021, with growth 
averaging 5.3% in 2021. Over the medium term, economic 
growth is forecast lower at 1.7% in 2022 and 1.8% in 2023, due to 
substantially lower investment.

Figure 10: Impact of Covid-19 lockdowns per sector in each wave

Figure 9: GDP growth accelerates by 19.3% y/y in Q2 2021

Sources: Stats SA, Oxford University and Alexander Forbes Investments

Sources: Stats SA, Oxford University and Alexander Forbes Investments

Figure 11: Only three main sub-sectors have recovered above 
their pre-Covid-19 levels

Sources: Stats SA, Oxford University and Alexander Forbes Investments
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The South African labour market showed a broad-based 
deterioration in Q2 2021 despite stronger GDP growth and rising 
employee compensation. According to the recent Quarterly Labour 
Force Survey (QLFS), more than 375 000 jobs were lost in the formal 
sector during the quarter, with significant weakness in finance, 
community and social services, and labour-intensive manufacturing 
and construction sectors. More alarming is the persistent rise in the 
unemployment rate which increased by 1.8 percentage points to 
a new record high of 34.4% in Q2 2021. This was driven in part by a 
larger labour force participation rate as more South Africans returned 
to the labour market, consistent perhaps with the stronger economic 
recovery. At the same time, labour force participation has improved, 
rising to 57.5% in the second quarter of 2021, as job seekers 
previously discouraged from seeking jobs returned to active search. 
Notably, companies have delayed the hiring of workers, shifting to 
the use of overtime work to meet the growing demand. Despite weak 
employment growth and rising unemployment, average earnings 
have largely recovered to their pre-pandemic levels.

Slow economic growth will continue to strain domestic demand 
and subsequently put pressure on the growth of employment 
levels. More so, household incomes and spending will likely 
remain subdued given the risk imposed on future incomes. 
We expect some 285 000 jobs to be created in the current year, 
with the majority added in the finance and government sectors. 
Over the next five years, we expect the cumulative increase in 
employment to be less than one million, compared to the  
1.7 million jobs lost last year, reflective of the permanent loss in 
jobs particularly in the service sectors. 

Households will continue to face headwinds over the medium term 
considering the expiration of the government’s expanded social 
grant payments at the end of March 2022. As the third wave put more 
pressure on the services sectors, such as tourism and restaurants, we 
can expect further retrenchments as many companies are likely to 
reduce headcount further in an attempt to stay afloat.

Job creation remains sluggish despite the strong economic recovery 

Figure 12: Total formal non-agricultural employment recovery

Sources: Stats SA, SARB and Alexander Forbes Investments

Figure 13: Real average earnings level by industry

Sources: Stats SA, SARB and Alexander Forbes Investments
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South Africa’s fixed investment growth remains lackluster despite 
the strong performance of exports and robust spending by 
households in the past decade, with gross fixed capital formation as 
a share of GDP at 13.7% in 2020, its lowest level since the mid-1990s 
and remaining 13.9 percentage points below pre-pandemic levels. 
In the absence of broad improvements to the investment climate, 
growth momentum will slow into 2022. Investment growth edged 
up to 3.7% Saar in Q2 2021 after shrinking in the previous quarter, 
driven by the increase in private investment in machinery and 
equipment, and transport, and helping to offset lower investment 
spending in the public sector.

Positively, the efforts around infrastructure investment are 
commendable, with the latest news centered on Phase 2 of the 
Lesotho Highlands Water Project and the Crocodile Mokolo Water 
Augmentation Project announced in May 2021, and the South 
African National Roads Agency Limited N2 and N3 highway upgrade 
announced in February 2021. From the private sector side, projects 
from the fifth bid window of the Renewable Energy Independent 
Power Producer Procurement Programme should also support 
investment in the medium term. 

Overall investment projections have softened, with growth expected 
at -0.3% in 2021 before stagnating in 2022 and 1.8% in 2023. The 
slow recovery in investment spending over the medium term is 
largely due to feeble investment appetite, constrained electricity 
supply and the growing uncertainty around the pandemic, while 
the July unrest further weighed on investor confidence.

Gross fixed capital formation remains weak despite a strong recovery in household consumption

Figure 14: Investments remain low

Sources: Stats SA, SARB and Alexander Forbes Investments

Figure 15: Recovery to pre-pandemic level

Sources: Stats SA, SARB and Alexander Forbes Investments
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The latest Monetary Policy Review noted that while core inflation 
remained muted, the first half of the year saw a sharp rise in 
non-core inflation such as food and fuel. Food inflation has 
been rising since April 2021 and is expected to peak at 6.4% in 
the second half of the year, before moderating. Fuel inflation is 
expected to rise to 15.3%, even as the strong rand helped to mute 
the high oil price effect, but was projected to decelerate to 5.5% 
in 2022.

Despite the latest uptick in inflation, the hawkish stance of the 
SARB’s Quarterly Projection Model at the previous Monetary Policy 
Committee (MPC) meeting, and the wide expectation of interest rate 
normalisation, we still expect the SARB to only begin hiking interest 
rates from early next year. More so, the economic growth recovery 
remains fragile and exacerbated to some extent by the effects of 
the July 2021 unrests that damaged economic activity and reversed 
the improvement in business confidence in Q3 2021. Meanwhile, 
inflation expectations are well anchored around the 4.5% midpoint 
target, partly supported by a relatively resilient rand that is keeping 
inflation risks contained. 

We expect headline consumer price inflation (CPI) to average 4.3% 
in 2021, similar to the SARB’s. Core inflation is projected at 3.0% for 
2021, up from 2.9% in July, and is expected to rise to 4.3% by 2023. 
As such, we do not expect the SARB to alter the monetary policy 
at its upcoming November 2021 MPC meeting, with interest rates 
remaining at 3.5% until the end of Q1 2021. Over the next three 
years, inflation will likely hover near the 4.5% midpoint target range 
due to the continued weakness in the domestic economy and 
labour market. 

Inflation risks remain balanced over the short term

Figure 18: Targeted inflation forecast

Source: SARB, OECD and Alexander Forbes Investments

Figure 19: Interest rate hikes

Source: SARB, OECD and Alexander Forbes Investments

Figure 16: Inflation has surged in recent months 

Source: Stats SA, BER, SARB and Alexander Forbes Investments

Figure 17: Drivers of elevation in inflation to abate

Source: Stats SA, BER, SARB and Alexander Forbes Investments
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The terms of trade reached record highs, sharply raising national 
income and increasing by 4.5% in Q2 2021, a slight moderation from 
the 6.1% increase in the previous quarter. However, the momentum 
in commodity prices is starting to ease, with many commodities 
having turned from their peak levels as supply begins to normalise. 
Iron ore prices are vulnerable to increased global supply as Brazil’s 
Vale operation resumed amid moderating demand, particularly 
from Chinese and US manufacturing activity. In addition, the sharp 
increase in oil prices, coupled with the levelling-off in commodity 
prices, should dampen the terms of trade going forward.

South Africa’s current account balance has remained in surplus 
for four consecutive quarters since Q3 2020, the longest sustained 
surplus in nearly two decades. As a ratio of GDP, the surplus 
widened to 5.6% in the second quarter of 2021, from 4.3% in the 
previous quarter. The larger current account surplus reflects both 
stronger export growth on the back of surging commodity prices, 
and a slow recovery in the demand for imported consumer and 
investment goods. The current account surplus is expected to 
widen to 4.6% in 2021, from 2.0% in 2020, and moderate to 0.7% in 
2022, then record a modest deficit of 0.3% in 2023.

Overall, the favourable terms of trade driven by higher commodity 
prices have supported tax revenue collections. Tax revenue has 
over performed, with corporate income tax surging to record levels 
on supernormal profits in mining. While commodity prices have 
largely peaked, prices are expected to remain elevated relative to 
pre-pandemic levels during the fiscal year. Revenues are therefore 
expected to outperform the Budget 2021 projection, easing 
consolidation efforts. The SARB now expects the fiscal deficit to 
improve to 6.5% and 5.7% of GDP in 2021/2022 and 2022/2023 
respectively, a significant improvement compared to the Budget 
2021 projections of 9.0% and 7.4% of GDP in 2021/2022 and 
2022/2023 respectively. However, it must be noted that the current 
fiscal year remains fragile as debt levels remain high. Risks to the 
fiscal outlook include a sharp correction in commodity prices, much 

South Africa’s elevated terms of trade have supported national income 

Figure 22: Elevation in current account balance to abate

Source: Stats SA, SARB, SARS and Alexander Forbes Investments 

Figure 23: Contributions to current account balance

Source: Stats SA, SARB, SARS and Alexander Forbes Investments 

Figure 20: Elevated commodity prices boost terms of trade

Source: Stats SA, SARB, SARS and Alexander Forbes Investments 

Figure 21: Contributions to SA’s weighted commodity prices

Source: Stats SA, SARB, SARS and Alexander Forbes Investments 
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slower growth on the back of more severe waves of Covid-19 such 
as the fourth wave, temporary spending becoming permanent and 
further fiscal support to state-owned enterprises.

Another risk to the fiscal position is the wage settlement 
agreement between the government and public sector unions 
which includes a 1.5% increase (pay progression) for all public 
sector employees and an additional cash allowance of between 
R1 220 and R1 695 per month from 1 April 2021 until 31 March 
2022. Although the 1.5% pay progression was already assumed in 
the February 2021 fiscal framework, the cash allowance was not. 
As a result, the public sector wage bill in 2021/2022 is estimated to 
increase by R18–R20 billion. The National Treasury has indicated 
that the implementation of the wage freeze will be budget neutral, 
financed through budget reprioritisations. 

The drag on growth from weaker investment has been partially 
offset by commodity exports that have played a central role in 
South Africa’s macro adjustment over the past year. Sharp higher 
export commodity prices have aided the economic recovery, 
improved the fiscal position and helped turn a current account 
deficit into surplus. The export price trajectory has facilitated the 
financing of the extraordinary fiscal deficits of the pandemic period, 
in part by raising income, and in part by keeping the currency 
appreciated and the cost of borrowing lower than it might have 
been. The current account swung into surplus in the third quarter 
of 2020 and is projected to remain in surplus for this year, at 4.6% 
of GDP. As economic activity levels, and imports and export prices 
normalise in 2022 and beyond, a deficit is expected to re-emerge.

Overall, the move to alert lockdown level 1, historically low interest 
rates, favourable financing conditions and supportive fiscal 
measures will continue to sustain the domestic economic recovery 
over the medium term. 

Figure 24: Solid tax revenue performance

Source: Stats SA, SARB, National Treasury and Alexander Forbes Investments 

Figure 25: GDP rebasing exercise reduced fiscal deficit

Source: Stats SA, SARB, National Treasury and Alexander Forbes Investments 
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Global financial markets posted their first quarterly loss since the 
recovery from the Covid-19 pandemic began. This loss comes as 
several factors induce uncertainty in the market. On the one hand, 
major central banks are lining up to reduce Quantitative Easing, 
with the US Fed tapering expected as early as November and before 
hiking policy rates in late 2022, which is sooner than previously 
expected. On the other hand, the global economic slowdown 
appears to be taking hold, with industrial production and retail 
sales declining significantly in major countries, a weak labour data 
in the US and the Chinese regulation crackdown. The Organisation 
for Economic Co-operation and Development (OECD) downwardly 
revised its global growth forecasts and warned of an uneven global 
economic recovery. The OECD now expects GDP growth to rebound 
to 5.7% in 2021, from its previous estimate of 5.8%. Growth for 2022 
has been marginally upgraded to 4.5% from 4.4% previously.

South African financial markets have remained quite resilient 
after being struck by extreme macro shocks recently, including 
the US Fed taper discussions, disruptions in the Chinese 
technology and real estate sectors, as well as the domestic 
civil unrests in July, resulting in sharp sell-offs of local assets. 
Notably, asset valuations have now fully recovered from the 
Covid-19 downturn, while asset prices have still underperformed 
compared to advanced economy markets. 

South African equities tracked global stocks lower, with the  
FTSE/JSE All Share Index (ALSI) recording a negative return of 
0.8% in Q3 2021, from +0.05% in Q2 2021, in rands. The market 
was also impacted by the spread of a Delta coronavirus variant 
that overwhelmed hospital capacity, which led to lockdowns and 
unrests in KwaZulu-Natal and parts of Gauteng. From a sector 
perspective, local equities were dragged down by industrials 
and resources, which returned -4.1% and -3.6% in Q3 2021, 
respectively, in rands. Meanwhile, financials strengthened by 
12.9% in Q2 2021, in rands.

Global financial markets post their first quarterly loss since the recovery from the Covid-19 shock began

South African stocks weakened as global sentiment waned due to fears of early normalisation of monetary policies  

On the back of these dynamics, the MSCI All-Country World Index 
(MSCI ACWI) recorded a negative return of 1.0% in Q3 2021, from 
+7.5% in Q2 2021, in US dollars (USD). Regionally, the emerging 
markets underperformed developed markets on concerns around 
quicker normalisation of monetary policy by major central banks, 
slow vaccination rates in emerging markets countries, and concerns 
around China’s regulations. The MSCI Developed Markets Index 
(MSCI DM) returned 0.1% in Q3 2021, from +7.9% in the second 
quarter of the year, in USD. The MSCI Emerging Markets Index (MSCI 
EM) recorded negative returns of 8.0% in Q3 2022, from +5.1% in 
Q2 2021, in USD, driven by underperformance in Brazil, China and 
South Africa.

South African property outperformed local equities over the third 
quarter, buoyed by hopes of economic normalisation as the 
vaccination campaign intensified and saw the country move to 
alert lockdown level 1 on the back of Covid-19 cases decreasing 
significantly. The local property sector recorded a positive return of 
5.9% in Q3 2021, from 12.1% in the second quarter, in rands. 
South African bonds outperformed local equities, with the All-Bond 
Index (ALBI) returning 0.4% in Q3 2021, from 6.9% in Q2 2021, in 
rands, buoyed by the attractive risk compensation and the flight to 
safe-haven assets. Local cash returned 0.87% in Q3 2021 in rands, 
from 0.86% in Q2 2021. The rand exchange rate has been trading at 
pre-Covid-19 levels, and has benefitted from record terms of trade 
and a large current account surplus, as well as very low global 
interest rates.

Global bonds tracked global stocks as risk sentiment deteriorated 
due to tapering talks. The FTSE World Government Bond Index 
(WGBI) recorded a negative return of 1.2% in Q3 2021, from +1.0% 
in Q2 2021, in USD. Emerging markets bonds underperformed 
developed markets bonds, with the JP Morgan Emerging Market 
Bond Index recording a negative return of 3.1% in Q3 2021, from 
+3.5% in Q2 2021, in USD.

Namibian assets bucked the global trend, with the Namibian ALSI 
returning 7.8% in the third quarter of the year, from 3.5% in Q2 
2021, in Namibian dollars. The performance was supported by 
the significantly positive returns of 15.4% (in Namibian dollars) in 
the banking sector, while mining and basic materials detracted in 
the quarter.

In Botswana, the domestic companies’ index bucked the global 
trend. It returned positive returns of 8.6% in Q3 2021, from 4.0% in 
Q2 2021, in pulas, supported by the financial sector that returned 
15.3%. Local bonds also bucked the global bonds trend, returning 
a negative return of 4.4% in Q2 2021. The pula was down 1.1% 
in Q3 2021 against the US dollar, tracking other emerging 
markets’ currencies.
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Commodities plummeted in the quarter due to Chinese and global growth slowdown concerns

In commodities, Brent crude oil was the biggest gainer after 
increasing by 4.5% in Q3 2021, reaching $81 per barrel and the 
highest since 2014 due to tight US supply following hurricane 
Ida and storm Nicholas. Furthermore, the Organization of the 
Petroleum Exporting Countries (OPEC) and its allies agreed to 
maintain its current output policy as demand for petroleum 
products rebounds, despite pressure from some countries for a 
bigger boost to production. Meanwhile, iron ore prices tumbled 
by 48.0% in Q3 2021 as China pushed to restrict steel production. 
Silver, platinum and copper decreased by 15.1%, 10.5% and 4.8% 
in Q3 2021, respectively. Gold decreased by 0.8% in the quarter.

Major currencies weakened against the US dollar, which is tracking 
its best year since 2015, as the US Fed’s asset purchases tapering 
looms and other major central banks prepare to reduce monetary 
support. The dollar index (DXY) strengthened by 1.9% in Q3 2021. 
The euro and the pound both depreciated by 2.4% in the third 
quarter of the year, in relation to the US dollar. The rand weakened 
by 5.6% against the US dollar in Q3 2021, in line with a risk-off trade 
driven by fears of early normalisation by the US Fed.

Looking ahead, the key risks to the performance of global financial 
markets are the slowing global economic momentum with fading 
fiscal stimulus, uncertainty around Chinese regulations, the 
looming reduction of monetary support by major central banks 
and the sluggish rollout of vaccines in key developing countries. 
Despite the expected tapering, global financial conditions are 
still very loose and accommodative, liquidity is plentiful, and 
developed market central banks will likely maintain the policy 
support or delay their withdrawal until there is broad-based labour 
market strength and meaningful improvements in consumption-
based inflation prints. This will somewhat continue to support 
selected emerging markets countries that offer high real yields. 
Furthermore, better economic data, a resolution of China’s 
Evergrande credit crisis and additional major stimulus packages 
will also support the risk appetite. South Africa’s specific events 
include the municipal elections on 1 November 2021, the 
Medium-Term Budget Policy Statement (MTBPS) on 11 November, 
credit rating reviews by Moody’s and S&P Global on 19 November 
and the South African Government bond coupon payment on 
21 December.

Figure 26: Global asset class performance – Q3 2021 (in USD)

Sources: Bloomberg and Alexander Forbes Investments (Data as of 30 September 2021)

Figure 27: SA asset class performance – Q3 2021 (in ZAR)

Sources: Bloomberg and Alexander Forbes Investments (Data as of 30 September 2021)
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Figure 28: Commodities performance – Q3 2021 Figure 29: Developed markets FX – Q3 2021 Figure 30: Emerging markets FX – Q3 2021

Sources: Bloomberg and Alexander Forbes Investments (Data as of 30 September 2021) Sources: Bloomberg and Alexander Forbes Investments (Data as of 30 September 2021) Sources: Bloomberg and Alexander Forbes Investments (Data as of 30 September 2021)
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Global asset classes in USD September-2021 Q3 2021 Q2 2021 Q1 2021 YTD 1 year
MSCI DM Index -4.1 0.1 7.9 5.1 13.4 5.1
MSCI ACWI Index -4.1 -1.0 7.5 4.7 11.5 4.7
MSCI EM Index -4.0 -8.0 5.1 2.2 -1.2 2.2
MSCI EFM EX SA Index 0.0 4.8 6.7 -1.5 10.1 -1.5
FTSE WGBI -2.3 -1.2 1.0 -5.7 -5.9 -5.7
JP Morgan EM bonds -3.4 -3.1 3.5 -6.6 -6.2 -6.6
MSCI UK -2.0 -0.3 6.0 6.2 12.2 6.2

SA asset classes in ZAR September-2021 Q3 2021 Q2 2021 Q1 2021 YTD 1 year
ALSI -3.1 -0.8 0.0 13.2 12.3 23.3
TOP40 -3.5 -1.5 -0.8 13.2 10.5 20.3
SWIX -1.4 0.5 -1.8 13.3 11.8 22.9
Capped SWIX -1.4 3.2 0.6 12.6 16.9 30.3
Resources -9.4 -3.6 -5.0 18.8 8.8 17.9
Financials 2.5 12.9 7.9 3.8 26.4 51.1
Industrials -0.6 -4.1 0.8 12.9 9.1 17.2
ALBI -2.1 0.4 6.9 -1.7 5.4 12.5
Property -0.8 5.9 12.1 6.4 26.3 54.4
Cash 0.3 0.9 0.9 0.9 2.6 3.5

Commodities performance September-2021 Q3 2021 Q2 2021 Q1 2021 YTD 1 year
Gold -3.1 -0.8 3.5 -10.0 -7.2 -7.4
Oil Price 7.6 4.5 18.2 22.7 51.6 91.7
Platinum -5.4 -10.5 -9.7 10.8 -10.1 6.2
Copper -6.2 -4.8 7.5 13.5 16.2 34.8
Silver -7.2 -15.1 7.0 -7.5 -16.0 -4.6
Iron Ore -23.4 -48.2 17.6 8.8 -33.7 -25.6

Currencies September-2021 Q3 2021 Q2 2021 Q1 2021 YTD 1 year
Rand/Dollar 4.2 5.6 -3.0 0.6 3.0 -9.4
Rand/Euro 2.1 3.1 -2.2 -3.5 -2.5 -10.6
Rand/Pound 2.0 3.0 -3.0 1.4 1.6 -5.6

Table 1: Asset class performance (%) 

Sources: Bloomberg and Alexander Forbes Investments (Data as of 30 September 2021)
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Asset allocation themes – Q3 2021
We maintain our view which supports equities with good 
pockets of value, but peak growth and peak earnings mean 
a slight moderation over the next 12 months. Equity markets 
continue to be driven by vaccination progress and growth 
expectations across the globe, with developed markets equities 
outperforming emerging markets equities, which reflects the 
difference in vaccination progress and growth expectations. Due 
to base effects, the past 12 months have delivered one of the 
strongest one-year returns ever, with global, emerging markets 
and small caps outperforming, while defensive equities were 
lagging. Given our view that peak growth, and therefore peak 
earnings, are behind us, we believe the past year’s returns will not 
be repeated.

Value stocks, proxied by small caps, and value managers’ 
performance have turned, outperforming the rest, and will 
likely continue to outperform other styles. Emerging markets 
equities should continue to perform well driven by attractive 
valuations, but the talk of monetary policy normalisation in the 
US poses a risk for a moderation; we believe we are not there yet.

Source: Alexander Forbes Investments 

Market volatility is on the rise as sentiment around 
inflation, interest rates normalisation and peak growth 
takes centre stage. While the US Fed has kept its monetary 
policy unchanged, with the Fed Funds rate between 0% and 
0.25%, and bond purchases of US$120 billion per month, it 
has upwardly revised its economic projections. Growth is now 
expected to exceed 7.0% in 2021 and inflation is expected to rise 
to 3.5% before moderating in 2021. This change in growth and 
inflation forecasts, and the recent surge in inflation to over 5.0% 
in the US, has sparked fears that inflation might be sustained and 
the US Fed will be forced to start talking about scaling back its 
bond purchasing programme and ultimately hiking interest rates 
in 2023, which is a year earlier than its initial guidance. 

In the fixed income space, SA bonds are paying off as long-
dated bonds started to outperform after struggling in 2020, 
helped by resolute fiscal consolidation efforts and expected 
economic recovery. The peak economic growth and peak 
earnings macro theme, combined with expectations of normalising 
global interest rates and the potential moderation in equity 

returns, have made bonds more attractive in the second quarter 
of the year following negative returns in the first quarter. Inflation 
has peaked and will moderate in the near term, which implies that 
nominal bonds are still favourable to inflation-linked bonds.

Commodity prices remain well supported over the 
medium term, driven by infrastructure spend, but the 
peak performance seems to be behind us. We expect the 
normalisation of China’s economic growth to drive the moderation 
in commodity prices over the next 12 months. More so, the rotation 
from goods consumption to services consumption as the major 
driver of US growth reinforces a moderation in commodity prices. 
Consequently, we see a rotation from resources to financials and 
industrials over the next 12 months.

As volatility rises, active management will continue to add 
value well across portfolios on the face of shifting market 
dynamics. Multi-managed portfolios continue to offer all sources 
of returns and risk management features that have been the 
cornerstone of how we manage portfolios.

Asset classes Q3 2021 Commentary
Rand Neutral/unattractive Early US Fed tapering and slowdown in the US and China will negatively weigh on emerging markets currencies.
DM equity (USD) Neutral/attractive

Fading fiscal policy and slowdown in global growth will impact equities.
EM equity (USD) Neutral/attractive
DM bonds (USD) Neutral/unattractive As global growth weakens, investors may run to safe-haven assets.
EM bonds (USD) Neutral/attractive Early US Fed tapering and slowdown in the US and China will negatively weigh on emerging markets currencies. 
US cash (USD) Unattractive/neutral US cash is offering negative real yields. 
Local equity Neutral/attractive Early tapering, and a slowdown in the US and China, will negatively weigh on local equities.
Local bonds Neutral/attractive Local bonds still offering positive real yield relative to its counterparts.
Local ILBs Neutral/unattractive Inflation indicators show that inflation has peaked, and lower inflation makes inflation-linked bonds unattractive.
Local property Neutral/unattractive Property will be negatively impacted by surging coronavirus cases and lockdown restrictions. 
Local cash Neutral/unattractive Cash is offering negative real yields. 
Gold (USD) Neutral/attractive As global growth weakens, investors may prefer safe-haven assets.

Table 2: SA asset class outlook 
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Multi-management. 
Our DNA, your investment 
building blocks.

Since our inception 24 years ago, Alexander Forbes 

Investments has always been centered on risk-led,  

multi-managed portfolio solutions. It is who we are and  

it is what we do – for you.
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Multi-management is an investment approach that allows the 

multi-manager to select and combine many single-asset managers, 

across different asset classes and styles of money management, 

into one portfolio. Our multi-managed solutions were built, and 

are closely managed, by specialist teams with in-depth investment 

knowledge and insight. They ensure our portfolio solutions work 

hard for you, giving you a greater opportunity to achieve your 

investment goals, no matter what the markets do.

We are leaders in multi-management, because multi-management 

is how we were built. And it’s how we do our bit to help you achieve 

financial well-being.

Multi-management. 
Our DNA, your investment building blocks.

To find out more about how our multi-management 
approach has helped make investing simpler, 
smoother and safer, click here.

We know the demands investing has on you: how much time it takes; the need to have a constant handle on complex and 

ever-changing investment options and governance considerations; and the need to have resilient, protected investment 

solutions to ride out increasingly volatile and unpredictable markets. We also know that not many investors are built for that.

It is, however, what our multi-managed solutions were built for.

We tap into our extensive manager research network to bring top-rated asset managers and investment ideas 

together, balancing their strengths across all market conditions.

Through our strategic relationship with Mercer, we offer organisational scale, giving you global access to a 
broad range of traditional and alternative investment opportunities others can’t provide.

We’ve set out a path for better, more sustainable investment results to help your investments transition and 
thrive, now and in the future.

Our four-pillar framework for responsible investment has accelerated long-term ESG risk and return 
considerations in our solutions.

We keep a constant handle on complexity and choice as we strive to make your investment experience simpler, 
smoother and safer.

Our aggregate buying power means we can give you greater investment diversity at competitive management fees.

Smoother multi-manager performance

https://connect.alexanderforbes.co.za/multi-manager
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Useful links

Alexander Forbes Group business update: in the media

Dawie de Villiers
Chief Executive Officer

 – Alexander Forbes Group

Bruce Bydawell
Chief Financial Officer

 – Alexander Forbes Group

The Alexander Forbes Group released its annual results for the 2021 
financial year on Monday, 14 June 2021. 

Our group Chief Executive Officer and Chief Financial Officer presented 
these results to business, analysts and various stakeholders. The 
diverse media coverage received following the presentation can be 
found here.

Mercer’s Asset Allocation Insights 2021 Pension Allocation Trends in Africa
Janina Slawski Head: Investment Consulting – Alexander Forbes Group

In a report published by Mercer, Janina provided some commentary on how South African 
investors have allocated their assets in light of the Covid-19 pandemic, and how allocations are 
expected to trend in the time ahead. To view the report interview in full, click here. 

Behind South Africans’ ability to save
Penelope Gregoriou Technical Investment Specialist – Alexander Forbes Investments

In an article published by Finweek, Penelope shared her thoughts on the complex environment 
that South Africans live in as they are asked to and as they seek to save, highlighting 
fundamental matters that ought to be considered in order to fairly assess savings behaviour. 
Read her article here. 

The Infrastructure Paradox
Isaah Mhlanga Chief Economist – Alexander Forbes Group

Isaah shares some comments on the sufficiency of infrastructure investment in South Africa as 
well as the rising risk that the level of investment may see the nation remain in an infrastructure 
deficit for yet some time. He touches on the importance that the coordination of economic and 
policy proposals could play if this is to be improved. 
More on his thoughts can be found here. 

Click here to read Q1 
2021 Investment report

Click here to read Q2 
2021 Investment report

https://www.alexanderforbes.co.za/investorrelations/announcements-and-other-news/results-news
https://www.mercer.com/our-thinking/wealth/growth-markets-asset-allocation-insights-2021.html
http://fusion.ornico.co.za/Attachments/2021/10/08/2021_10_08_5181174.pdf
http://fusion.ornico.co.za/Attachments/2021/08/20/2021_08_20_5152860.pdf
http://media.alexanderforbes.co.za/sites/afdocs/COVID19EmployeeCommunication/AF%20Investments/Q12021/Quarterly_Investment_Report-Q12021.pdf
https://issuu.com/alexanderforbescomms/docs/22215-q2-institutional_investment_report-2021-07-3?fr=sNWVlOTQwNjM1NjY
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Designed by Alexander Forbes Communications. Photos: Gallo Images. 

22765-Institutional Investment Report-Q3-2021-11

Alexander Forbes Investments Limited is a licensed financial services provider, in terms of section 8 of 
the Financial Advisory and Intermediary Services Act 37 of 2002, as amended, FAIS licence number 711. 
This information is not advice, as defined and contemplated in the Financial Advisory and Intermediary 
Services Act 37 of 2002, as amended.

The value of a portfolio can go down, as well as up, as a result of changes in the value of the underlying 
investments, or of currency movement. An investor may not recoup the full amount invested.

All policies issued or underwritten by Alexander Forbes Investments are linked policies, under which 
no guarantees are issued. The policy benefits are determined solely on the value of the assets, or 
categories of assets, to which the policies are linked.

Past performance is not necessarily an indication of future performance. Forecasts and examples 
are for illustrative purposes only and are not guaranteed to occur. Any projections contained in the 
information are estimates only and are not guaranteed to occur. Such projections are subject to market 
influences and contingent upon matters outside the control of Alexander Forbes Investments, so may 
not be realised in the future.

Disclaimer

Please be advised that there may be supervised representatives.

Company registration number: 1997/000595/06

Pension Fund Administrator number: 24/217

Insurer number: 10/10/1/155

Postal address: PO Box 786055, Sandton 2146

Physical address: 115 West Street, Sandown 2196

Telephone number: +27 (0) 11 505 6000

The complaints handling procedure and conflict of interest management policy can be found on the 
Alexander Forbes Investments website: www.alexanderforbesinvestments.co.za.

http://www.alexanderforbesinvestments.co.za
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