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For the past year, the impact of the Covid-19 pandemic dominated invest-

ment conversations, drove markets down and up again and was consid-

ered the biggest issue to consider when making investment decisions. US 

inflation has now overtaken Covid-19 as investors’ biggest worry. 

 

A Bank of America Survey conducted in March shows that the world’s largest 

fund managers now think higher-than-expected inflation would be the big-

gest danger to the market, followed by a sharp bond sell-off. According to 

the report 37% of the 197 respondents – who manage $597 billion between 

them – said higher inflation was the main threat that could damage markets. 

Meanwhile, 35% said a “tantrum” in the bond market was their chief concern. 

 

This was sparked by the most recent meeting of the US Federal Reserve 

(Fed) Open Market Committee meeting where Fed chairman Jerome Powell 

emphatically squashed any rumors about looming interest rate hikes, 

pledged allegiance to US unemployment and downplayed fears about rising 

inflation as the committee kept interest rates at 0 – 0.25% for the foreseea-

ble future. 
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As stated by Morgan Housel, acclaimed finance writer and author, in a  

recent article “Inflation happens when too much money chases too few 

goods, and Covid-19 closed a lot of businesses and gave people an  

unprecedented amount of money”.  

WHY WORRY ABOUT INFLATION? 

   Markets regularly  

deliver surprises, some 

unexpected and others 

predicted. Trying to time 

the market and make  

sudden portfolio changes 

is a mistake many  

investors make.  
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0% interest rates and trillions of dollars in stimulus meant investors had free reign to allocate capital  

towards riskier assets such as growth stocks and cryptocurrencies, without having the safe alternative of 

investing in cash & bonds for a guaranteed, but supposedly lower return.  

FIGURE 1: INFLATION IS WELL BELOW THE TARGETED 2% AND AVERAGE OF 2.2% SINCE 1881. 

Therefore, instead of investors celebrating the economic recovery, fears of an uptick in inflation and sub-

sequent higher interest rates causing a stock market sell off have dominated the news. A possible explana-

tion for investors nerves could be the tension in the market, caused by the speed at which the market not 

only recovered but gained ground since March 2020. All whilst various economies and businesses are 

struggling to find their feet. The recovery was mainly driven by a concentrated group of stocks, mostly 

from the technology sector and currently sit at severely inflated price multiples. The slightest sign in infla-

tion and interest rates might cause some investors to cash in their profits. 

Expected inflation of just 2% a year over the next decade is good news  

Rolling 10 year annualized growth of consumer price index 

FIGURE 2: INFLATION/INTEREST RATE FEARS COULD POSSIBLY EXPLAIN WHY  
THE GAP BETWEEN VALUE AND GROWTH STOCKS NARROWED FROM RECENT HIGHS. 

The valuation gap between growth and value stocks has narrowed slightly 

Forward p/e ratio for Russell 1000 Growth minus Russell 1000 Value 
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An increase in interest rates to halter inflation would have meant the re-emergence of a trade-off  

between risk and return, ultimately increasing the opportunity cost of holding risky assets (borrowing at 2% 

leaves more to ponder than borrowing at 0%). 
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The Fed has a dual mandate – control inflation (target inflation of 2%) and have the economy running at full 

employment. After the recent meeting policy makers pledged allegiance to the latter, giving the economy 

every chance of recovery even if it means inflation rises above its target level of 2%. Investors are justifiably 

nervous, scouring the horizon for any signs of inflation that may lead to interest rate hikes. The Fed’s an-

nouncement last week effectively dealt with those fears for now, pledging to eliminate unemployment 

even at the cost of higher inflation. 

 

Inflation can have serious ramifications for the finance system and stock market, severely damaging the 

world economy, however, to quote Morgan Housel again “The biggest economic risk is what no one’s 

talking about, because if no one’s talking about no one’s prepared for it, and if no one’s prepared for it 

its damage will be amplified when it arrives”. As was the case in 2019Q4 and 2020Q1 when all market 

commentators were worried about the yield curve inverting in the US, an historic pre-cursor for a reces-

sion. The US economy did experience a recession in the end, caused by Covid-19 with little care given to 

the shape of the yield curve. 

 

Inflation is on everyone’s radar, including that of the Fed who will be sure to not make the same mistakes 

as in the 1970’s when inflation rose to double figures. 

 

To heed Bloomberg columnist Nir Kaissar’s advice – “until then, the fear of inflation is a greater threat to 

investors than inflation itself”. 

 

At the risk of sounding cliché, until then the best advice for offshore investors is to stick to portfolios 

which are diversified across different sectors, industries, and geographies. Do not allow fear to stop you 

from being invested and staying invested. 

INVESTMENT PLANNING 

RETIREMENT PLANNING 

OFFSHORE INVESTMENTS 

ESTATE PLANNING 

FOREX SERVICES 

TAX PLANNING 

GLOBAL PROPERTY 

 

Markets regularly deliver surprises, some unexpected and others predicted. Trying to time the market 

and make sudden portfolio changes is a mistake many investors make. It is advisable to consult an  

accredited, qualified advisor to navigate the investment universe and devise a financial plan best suited 

to your personal circumstances. Read more about investment planning.  

INVESTING WITH SA’S 
TOP BOUTIQUE WEALTH MANAGER 2020  

WINNER 2017, RUNNER UP 2018 & IN THE TOP 4 2019  

https://www.bwm.co.za/investment-planning/
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BRENTHURST OFFICES: 

Brenthurst Wealth Management (PTY) LTD  FSP No. 7833 

Brenthurst Wealth Management is an authorised financial services provider (Reg No: 2004/012998/07) FSP No.7833. This e-mail and any file attachments transmitted with it are intended solely for the  addressee(s) and may 
be legally privileged and/or confidential. If you have received this e-mail in error please destroy it. If you are not the addressee you may not disclose, copy, distribute or take any action based on the contents hereof. Any 
unauthorised use or disclosure is prohibited and may be unlawful. The view and opinions expressed in this e-mail message may not necessarily be those of the management of Brenthurst Wealth Management (Pty) Limited. 

BRENTHURST SATELLITE OFFICES: 
GARDEN ROUTE | KWAZULU-NATAL | FREE STATE | MPUMALANGA | NORTH WEST 

CONTACT ANY OF OUR HIGHLY QUALIFIED FINANCIAL ADVISORS AT OUR OFFICES COUNTRYWIDE  

TO DISCUSS YOUR INVESTMENT STRATEGY  READ >> BRENTHURST INVESTMENT PLANNERS 

ADVISORS PROFILE: STEFAN VAN VUUREN FINANCIAL PLANNER | BCom Hons Financial Analysis 

STEFAN joined the Brenthurst Wealth team in November 2019 as a Junior Financial 
Advisor at the Stellenbosch office. He currently works under the direct supervision 
of Sonia Du Plessis, while also assisting all other financial advisors in Cape Town. 

He has obtained his BCom degree in Investment Management and a BCom (Hons.) 
in Financial Analysis from Stellenbosch University. 

He is also currently a CFA Level ll candidate and will, in time, pursue his studies fur-
ther in order to obtain his Postgraduate Diploma in Financial Planning. 

Tel: +27 21 882 8706  | Mobile: +27 82 320 5153 | Email: Stefan@brenthurstwealth.co.za  

Ten years ago, Brenthurst Wealth took the bold and brave step of setting up its own globally managed fund  

for exclusive use of its clients. Not only has the fund survived and grown the investments of its clients 

handsomely, it also beat the performance of some of the better known brand names on the investments 

landscape. 

 

Magnus Heystek, co-founder, director, and investment strategist of Brenthurst Wealth says setting up this 

fund was an important component of the company’s strategy to increasingly focus investments on offshore 

markets. “As global markets started to recover from the so-called ‘great depression’ of 2007/2008 the risks 

to the South African economy and the long term outlook of muted to poor returns became evident, it was 

the perfect time to launch our own global fund.” 

 NEWS FLASH | BRENTHURST GLOBAL BALANCED FUND CELEBRATES 10 YEARS 

READ MORE: Brenthurst-Global-Balanced-fund-celebrates-10-years-Issue-389-April-2021  

 WILLS & ESTATE PLANNING 
 TAX PLANNING 
 FOREX SERVICES 

LIFE / BUSINESS INSURANCE 
EMPLOYEE BENEFITS  
GLOBAL PROPERTY 

   BRENTHURST SERVICE OFFERING: 

INVESTMENT PLANNING 
RETIREMENT PLANNING 
OFFSHORE INVESTMENTS 

https://www.bwm.co.za/investment-strategist-planners/
https://www.bwm.co.za/wp-content/uploads/2021/04/Brenthurst-Global-Balanced-fund-celebrates-10-years-Issue-389-April-2021.pub_.pdf

