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The big recovery: Is this a dead cat bounce?

Financial markets over the globe continued to recover strongly during last week. Despite
horrible US unemployment data during April, where employers had cut jobs by a record 20.5
million to bring the US unemployment rate on 14.7%, the lowest since the 1930’s, equity
markets just bulldozed into a buying spree. The Dow Jones Industrial index had broken easily
through the 24 000 level on Friday whereas the S&P500 started to test the 3 000 level again.
The Dow had lost 37% of its value from its record high of 29 551 on 13 February 2020 to as
low as 18 591 six weeks later by 23 March 2020. Up to its opening on Friday, the index already
had recovered back by 29%. This typical V- format recovery is well known in equity markets
just after a black swan incident, like after the 11 September 2011 twin towers attack in the US
and the 2009 sub-prime crisis.

Most other equity markets followed the US over the last few weeks with strong increases. On
the JSE, the ALSI ended Friday on 51 003. The index had lost 36.0% from its highest point
this year of 59 001 on 17 January 2020 to 37 963 on 19 March 2020. Since then the ALSI had
recovered strongly again by 34.6% to the close on Friday. On the capital market the R186 also
had reached its highest point of 10.48% on 19 March 2020. Despite the downgrade of SA’s
sovereign debt to junk by Moody’s that have led the way for RSA government bonds to be
excluded last Thursday from the World Government Bond Index, the R186 had recovered to
as low as 7.68% on Friday. This is an improvement of 25.4% or 2.8 percentage points within
two months. Resources (2.4%) and Industrial shares (1.8%) continue their strong rally, despite
the news that the South African Business Confidence Index had tumbled to 77, the lowest
since 1985.

The question now remains if this is not a dead cat bounce as more and more devastating
economic data for the second and third quarter will start to emerge in weeks to come? Can
we therefore expect that equity and bond markets will just move in a W-formation and that
another strong collapse is about to emerge? It seems that extend of the Covid-19 infection
recovery and death rate that will determine how fast countries all over the world will abolish
their lock downs holds the key. Together with the enormous economic stimulus packages that
were introduced by most developed countries, economic growth can quickly recover. Share

and bond markets seem to price in this scenario as financial markets continue to strengthen.

Domestically, the opening of some sectors of the economy last Friday also gave some

momentum for foreign and domestic investors. As the mining, agriculture and retail sector
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forms the bulk of the opening of the economy, economic prospects for the second and third
qguarter may be better than expected. Clothing retailers last week saw a sharp increase in their
share prices as shopping malls started to open again.

The Rand exchange rate started to emerge stronger last week. The currency gained 54 cents
against the US$ and traded Friday afternoon on R18.33/$ against the R18.87/$ of the previous
Friday. Against the Pound the Rand recovered by 80 cents from the previous week and ended
Friday on R22.81 and R19.91 against the Euro down from R20.76.

This coming week investors’ attention will concentrate on the release on Tuesday of South
Africa’s unemployment rate for the first quarter 2020. It is expected that the rate had gone up
sharply to 35% from 29% during the fourth quarter last year (2019). The country’s
manufacturing production data for February (Tuesday), retail sales for March (Wednesday)
and mining production for March (Thursday) will also be announced. Therefore, one can
expect that equity prices will tend to move nervous during the week and will stay under
pressure. Globally the UK and the EU will release their GDP growth rates for Q1 2020 on
Wednesday, whilst most countries will publish their latest inflation rate data. The jobless claims
data for the US next Thursday will once again be of high importance.
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DISCLAIMER AND CONFIDENTIALITY

This document does not constitute an offer or solicitation to any person in any jurisdiction in which such offer or solicitation
is not authorised or to any person to whom it would be unlawful to make such offer or solicitation, and is only intended for
the use by the original recipient/addressee. If further distributed by the recipient, the recipient will be responsible to ensure
that such distribution does not breach any local investment legislation or regulation. Opinions expressed are current opinions

as of the date appearing in this material only. The information is confidential and intended solely for the use of Rebalance
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Fund Managers (Pty) Ltd client’s and prospective clients, and other specific addressees. Itis not to be reproduced or distributed

to any other person except to the client's professional advisers.

All data, models and tests are sourced from external data vendors or service providers unless otherwise stated thereon. While
information obtained is from sources, we believe to be reliable; Rebalance Fund Managers (Pty) Ltd does not guarantee the
accuracy or completeness thereof. Save as may be provided under law, Rebalance Fund Managers (Pty) Ltd, does not accept
any liability for inaccurate or incomplete information contained, or for the correctness of any opinions expressed. Prospective
investors should inform themselves and take appropriate advice as to any applicable legal requirements and any applicable
taxation and exchange control regulations in the countries of their citizenship, residence or domicile which might be relevant

to the subscription, purchase, holding, exchange, redemption or disposal of any investments.

While the portfolio manager will attempt to minimise risk, the value of investments in discretionary accounts and the income
derived from those investments may fluctuate and it is possible that the investor could incur losses, including the loss of
principal invested. Past performance is not necessarily indicative as to future performance. An investor whose reference
currency differs from that in which the fund or segregated account is denominated may be subject to exchange rate movements,
which may cause fluctuations in the value of their investments. In addition, investments involving exposure to a currency
other than that in which the segregated account or fund is denominated may also cause values to fluctuate. Funds that pursue
a multi-management approach have an extra layer of fees, with fees payable to both the underlying managers and the manager
of the fund itself. Normally both annual management fees and performance fees are payable to the underlying managers and

an annual management fee is payable to the manager of the fund.

Rebalance Fund Managers (Pty) Ltd is an authorized Financial Service Provider, FSP 45054.
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