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AGENDA

● Business Update
● Recap of what we have been calling for this year
● Outline of how we see the market’s positioning
● Inflation risks and why they are so important
● Fund performance and contributions
● How are the funds positioned and where will outperformance 

come from
● Extended Q&A - ‘coffee chat afterwards’



BUSINESS UPDATE



● Exec Management own 85% 
● Rezco Charitable Foundation gets 20% of profits PLUS 14% Dividend
● Target to be BEE level 2 by Dec 2021
● Bonus pool - 30% of profits
● Offices

○ Sandton (Investment Management and Technology)
○ Port Elizabeth (Operations Office)
○ Cape Town
○ Boston (alis_ Tech Office)

● Run own Manco for Unit Trusts
● JTC : pricing and TA function  (Rezco run duplicate backup system)
● Global Fund: Own Luxembourg SICAV UCITS structure

○ J

○

REZCO BUSINESS UPDATE



REZCO TEAM



Our clients know why they use us

Stable Client Base



REZCO WEBINAR FEB 2021



JAMIE DIMON’S THREE OPTIONS

X X



JAMIE DIMON’S THREE OPTIONS

It looks like the car is speeding down a mountain 
pass and the driver still has their foot flat on the 
accelerator.

How do we see this playing out...



Valuations supported 
by expected strong 
growth and margins

Markets are 
expensive

Inflation has 
emerged

Anchored inflation 
expectations: self reverts

● Supply chain
● DD>SS
● Green
● Wages
● Energy & 

Commodity 
Costs

Not anchored!

Major Monetary 
Tightening and Demand 

Recession
Transitory = Reflation Trade

Earnings meet high 
expectations

TINA: Valuations 
supported by QE and 

-ve real rates

Growth slows and 
inflation takes time to 
come under control

Earnings Growth Fails

Equities and Bonds Fall

Equities supported 
(Value>Growth) Bond yields rise over time Red = fact; yellow = mkt logic; white = scenarios; grey = 

further info; green = Rezco positioned for



Option 1: Benign

● Interest rates normalise
● PE’s fall
● Equities go up a little - Value vs Growth
● Bonds take a hit

Option 2: Toxic

● Inflation - Monetary Tightening - Recession
● Equity bear market
● Bonds take a hit

Option TINA  

● Interest rates stay close to zero, and no inflation
● Big budget deficits funded by QE
● Very strong economic growth 
● Equities valuations go up from record levels

TWO LIKELY OPTIONS & TINA



MARKET POSITIONING



THE MARKET IS HYPER BULLISH



BOND BULL MARKET



MARKET IS POSITIONED FOR:

● Goldilocks economies 

● Continued company earnings growth and high margins 

● Negative real interest rates can continue indefinitely

● Inflation is impossible

○ Inflation is not impacted by employment, economic slack, QE, negative 

real interest rates…..only thing that affects future inflation is inflation 

expectations

MARKET IS WRONG FOOTED



What does TINA mean?

● Don’t fight the FED

● Always buy the dips

● Markets always go up

● Ignore the risks

○ QE is always available should anything go wrong

TINA



BUY THE DIPS!



RISKS THAT ARE ALREADY IN MOTION:

● Inflation

○ The FED are positioned for deflationary trends - behind the curve

● Energy Crisis

● Supply chain bottlenecks

● Stock-outs rippling through J.I.T. delivery networks

● Massive budget deficits and unwind of QE

○ Who are the new bond buyers once central banks step back?

● China property (debt) crisis

WHAT CAN GO WRONG FROM HERE? 



Long way to fall

USA EX TECH  



Lack of SA growth justifies sideways market

ALSI UP ON PRE-COVID LEVELS



SA STORY OR JUST GLOBAL SENTIMENT?



INFLATION RISKS



WHY IS INFLATION A PROBLEM?

Higher inflation means:
● QE and negative real rates need to end 
● Rising yields are bad for asset prices
● Rising interest rates will lower economic and earnings growth

○ risk of stagflation when the market is priced for growth



INFLATION HAS APPEARED



CORE CORE CORE INFLATION



Because inflation expectations are well anchored

     WHY’S THE FED FORECASTING 2.3% INFLATION NEXT YEAR?

So, I expect inflation to decelerate, and pre-COVID inflation dynamics to return when 
COVID disruptions dissipate.

Lael Brainard, 27 Sept 2021

The currently elevated level of inflation is driven by COVID-related disruptions. As 
these COVID-related disruptions subside, most forecasters expect inflation to 
move back down toward the Federal Reserve's 2 percent long-run objective on its 
own. 

Lael Brainard, 27 Sept 2021



The inflation dynamics are not the same as before COVID:

● Labour rights, political pressure for real wage growth

● Environmental costs are increasing inflation

● Supply chain bottlenecks

○ JIT has gone from efficiency to global fragility

● De-globalisation and protectionism

● Demand is greater than supply, bottlenecks similar to shortages

THE INFLATION PICTURE HAS CHANGED 



JEROME POWELL: FED CHAIRMAN - CONGRESSIONAL TESTIMONY JULY 2021 

THE FED HAVE BEEN SURPRISED



INFLATION EXPECTATIONS ARE NOT WELL ANCHORED



Politics over who gets the Top Job at the FED

JUSTIFY ANCHORING IS GETTING DIFFICULT

“Recent analysis of the Survey of 
Consumer Expectations (SCE) 
concludes that ‘in August 2021 
consumers' five-year ahead inflation 
expectations were as well anchored as 
they were two years ago, before the 
start of the pandemic.’”

Lael Brainard, 27 Sept 2021



EXPECTATIONS: PROFESSIONAL FORECASTERS



Recent paper

ECONOMICS IS NOT EXACT SCIENCE



Rent is coming - 40% of Core CPI

INFLATIONARY PRESSURES ARE STILL BUILDING



Expect continued wage growth

DEMAND FOR LABOUR > THAN SUPPLY



HOW INFLATION THREADS 
THROUGH THE SYSTEM



USA goods demand up 25%

China is where the goods are made:

Electricity demand

Coal Prices

Gas Prices

Container traffic prices

Result: Major output gap (the goods part is only some of this)

FROM US GOODS TO A EUROPEAN ENERGY CRISIS



SUPPLY CHAIN BOTTLENECKS OR EXCESS DEMAND



ELECTRICITY PRODUCTION IN CHINA CAN’T KEEP UP



Inflationary: Higher input costs and lower production levels (supply)

AN ENERGY CRISIS IS BUILDING



EUROPEAN ENERGY COMMODITY PRICES



A metal made from the second-most abundant element on Earth is in shortage

KNOCK ON EFFECTS



Almost 1yr of elevated prices - too much demand!

FREIGHT RATES ARE YET TO RETREAT



Demand is greater than supply

Supply chain bottlenecks continue



US OUTPUT GAP VS CPI 
(FEELS LIKE THE 1970’s)



WHO’S THE BOND BUYER 
AS THE FED STOPS?



WHO HAS BEEN BUYING US TREASURIES?



FED IS THE ONLY BUYER IN TOWN

YTD Net FED Purchases:           $679.6bn
YTD Net Treasury Issuance: $884.8bn

YTD Net FED Purchases as % of Net 
Treasury Issuance: 77%



REZCO PERFORMANCE 
UPDATE



LONG TERM TRACK RECORD
Focus on Risk Management and not Market Timing



UNDERPERFORMANCE OVER THE LAST YEAR
But context needed through the full covid impacted period



REZCO VALUE TREND FUND
WATERFALL CHART - 1 YEAR

51



Fund positioned for:

● Surging US Inflation

● Sharply higher yields

● Move from expensive growth to non-cyclical value

● High risk market for equities - hedged equity 

● The wait has been painful but our conviction is increasing

● We would change our positioning if the opposite unfolded

REZCO GLOBAL FUND PERFORMANCE



We misjudged the impact of the semi shortage

PGM UNDERPERFORMANCE



Risks were asymmetrical to the downside

FUNDS PULLED BACK OVER THE LOOTING



Low allocation has been the drag on performance

VALUE TREND CARVE OUT RETURNS



56
Source: JTC Group/Rezco

HISTORICAL ASSET ALLOCATION

REZCO VALUE TREND FUND



Rezco Equity Fund : Stock Selection

TEAM IS WORKING WELL



RISK MANAGEMENT IN A FULLY INVESTED STRATEGY 



REZCO SA EQUITY FUND
RETURN AND STD DEVIATION (3 yr) 



OUTLOOK AND 
POSITIONING



Looking forward

FUND PERFORMANCE

● TINA Trade / Buy the dips is breaking
● Yields are rising in a meaningful way
● QE - USA version is ending
● Data is supporting our views

Where will outperformance come from?
● Funds should outperform in a rising US yield / inflation environment and 

falling equities
● Rezco Global Fund has a negative duration exposure to US treasuries 
● Value outperform growth (hedged global equity)
● Local multi-asset funds have very low equity exposure in anticipation of 

falling equity markets



Strong rise in yields over the last few weeks

US 30YR YIELDS



Buy the dips looks to have broken

S&P 500 YTD



LONG TERM TRACK RECORD OF MAKING TOUGH CALLS



THANK YOU



DISCLAIMER

This presentation 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 Rezco Asset 
Management’s clients and prospective clients, and other specific addressee’s. It is 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 Rezco Asset Management unless otherwise stated thereon. While information obtained is from sources we believe to be 
reliable, Rezco Asset Management does not guarantee the accuracy or completeness thereof. Same as may be provided under law, Rezco Asset Management 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.


