Discovery Equity Fund

Market background

February witnessed a continuation in risk-on sentiment, with developed market equities (MSCI World
Index) rising 2.5% over the month, while emerging market stocks (MSCI EM Index) were up 1.8%.
Reminiscent of the final week in January, markets came under some pressure towards month-end, this
time amid a sharp rise in government bond yields as investors positioned themselves for the prospects
of a much stronger-than-anticipated global recovery and a potential rise in inflationary pressures.
Supportive economic data added to fears that stimulus would be withdrawn earlier than initially
suggested. This led investors to reassess whether current equity valuations could still be justified in a
higher yield environment.

Locally, equity markets continued their positive start to the year, with the benchmark FTSE/JSE All Share
Index and Capped SWIX up 5.9% and 5.3%, respectively during February. The surge in platinum-group
metals (PGM) prices, driven by the continued rally in the rhodium price, led to platinum miners
outperforming in the month. Positive sentiment towards the platinum-group miners was further
reinforced by robust financial results from Anglo American Platinum, Sibanye-Stillwater, and Impala
Platinum. The major laggards over the month were tobacco (-5.1%) and gold miners (-16.3%), the latter
hampered by the gold spot price falling another 6.2% to end the month at US$1734/0z. Listed property
(FTSE/JSE All Property Index) reversed the prior month’s losses, gaining 9.7%. In currencies, the rand
firmed against the US dollar and euro, but retreated against the pound sterling.

There were also positive developments on the macroeconomic front. Manufacturing activity in South
Africa continues to recover, with February the seventh consecutive month that manufacturing
purchasing managers' (PMI) surveys remained above the expansionary 50 level, against a backdrop of a
less restrictive lockdown. Within the historical context of PMIs languishing in contractionary territory
(below 50) every month from March 2017 up to the coronavirus-induced lockdown in March 2020, this
is indeed a positive trajectory. On the fiscal front, Finance Minister Tito Mboweni, delivered a better-



than-expected budget with stronger revenue collections, thanks to the increase in the prices of mining
exports, particularly in the PGM sector. The budget was broadly well-received and should offer some
breathing space on the ratings front, more so given the revised debt-to-GDP ratio is now forecast to be
6 percentage points lower over the medium term than previously projected.

Performance review
For the month, the portfolio outperformed the benchmark.

The local equity component of the portfolio outperformed. Positioning within the resources sector
contributed positively to performance. Overweight positions in Impala Platinum, BHP Group and Anglo
American were among the top contributors to performance. All three companies reported strong
results during the month, with all benefitting from robust commodity prices. Furthermore, not having
exposure to Gold Fields and AngloGold Ashanti benefitted relative performance.

On the other hand, the offshore component of the portfolio dragged on relative performance, with
gains further weighed down by a resilient local unit over the period. In the local component, not
holding PGM miner Sibanye-Stillwater and chemicals and energy company Sasol weighed down
performance over the period.

Significant purchases over the period included Spar Group and BHP Group, while significant sales
included MTN Group and Mondi.

Outlook and strategy

The portfolio's investment philosophy and process aim to deliver consistent returns for investors. We
follow a multi-style investment approach which is dynamically adjusted to ensure that relative risk is
actively managed throughout the business cycle. We prefer shares that are trading at a discount
relative to the market.

Some of the portfolio’s largest overweight positions include Richemont and Clicks Group, while its
significant underweight holdings include FirstRand Bank and Sibanye-Stillwater. Both Clicks and
Richemont display strong relative price momentum. In contrast, FirstRand displays weak relative quality
attributes, while Sibanye-Stillwater exhibits weak relative value.
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DISCLAIMER:

Discovery Life Investment Services Pty (Ltd): Registration number 2007/005969/07, branded as
Discovery Invest, is an authorised financial services provider. Product rules and terms and conditions

apply.

The views and opinions expressed in this article are for information purposes only and should not be
seen as advice as defined in the Financial Advisory and Intermediary Services Act. Discovery shall not be
liable for any actions taken by any person based on the correctness of this information. For full details
on the products, benefits and any conditions, please refer to the relevant fact file. For tailored financial
advice, please contact your financial adviser.

For the full CIS disclosure and risk statement, go to:
CIS disclosure:
http://www.discovery.co.za/assets/discoverycoza/corporate/cis-disclosure.pdf

Risk disclosure:
http://www.discovery.co.za/assets/discoverycoza/corporate/risk-disclosure.pdf
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