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The K-shaped Recovery

"This has been a very clear K-shaped recovery. The biggest and wealthiest have been on a clear path toward
recovery. Meanwhile, for most small businesses and those worst off, things have only become worse. The
contrast is piercing: One group feels better than ever while the other borders on hopelessness."

Peter Atwater, adjunct lecturer in economics at the College of William & Mary

The recovery of a stock market following a market crash is generally described using a letter of the alphabet. A V-shaped recovery
refers to a short, sharp market recovery back to pre-crash levels, while a U-shaped recovery is used where markets remain subdued
for a period of time before a recovery. A W-shaped recovery occurs where a V-shaped recovery is quickly followed by a second
market crash, often due to a realisation that perhaps things aren’t as rosy as thought post the crash. The dreaded L-shaped recovery
is where there is no recovery — markets drift sideways following the initial market fall!

So far, the recent COVID-19 driven market crash has followed a classic V-shape given the speed at which markets both fell and then
recovered to pre-crisis levels. It remains to be seen whether the recovery can be sustained or whether it evolves into a W-shaped
crisis.

However, the concept of a "K-shaped" recovery has gained widespread traction following the latest market recovery. As the diagram
shows, the "K-shaped" recovery concept refers to the fact that the fortunes of some in the economy has mostly recovered, while
others are still in despair, or failing to recover as quickly.

Page.1  Redfin Wealth (FSP 4674) F U N D H O U S E
Phone: +27 33 001 0350
Email: info@redfinwealth.co.za investment clarity
Web: www.redfinwealth.co.za



REDFIN WEALIH

INVESTMENT - RETIREMENT - FINANCIAL PLANNERS
www.redfinwealth.co.za

August 2020

There are two main drivers of the different experience of "the Haves" and "the Have Nots": the divergence in rates of unemployment
levels by segment through COVID, and the level of ownership of financial assets.

"The stock market isn't the economy. The economy is production and jobs, and there are shortfalls in virtually
every sector of the economy."

Janet Yellen in an interview with The Washington Post.

The emergence of the coronavirus and the subsequent lockdowns in many countries resulted in significant job losses as businesses
were forced to close their doors and customers stayed away. But this impact was not uniform across all sectors of the job market —
for example, many financial services businesses were able to continue to operate while unemployment devastated those working in
the construction, retail, travel and entertainment industries. The new "work-from-home" economy also meant that many
professionals were protected as they could perform their jobs entirely from home. This was not the case for those working in a wide
range of manufacturing and service industries where continuing to work from home was simply not an option.

This translated into higher job losses for lower earners relative to higher paid professionals, as shown in the graph below. There has
also been a slower recovery of jobs for those in lower paid roles as the economic recovery takes time and online retailers have
accelerated their market share gains. Those with earnings below $14 per hour experienced significantly higher levels of
unemployment at 32% while the professionals earning a higher wage experienced very low levels of unemployment and have
recovered well.

Jobs have rebounded for the top, but not for the bottom

(Chart shows percent change in employment since January 2020)
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Governments around the world have provided varying levels of relief for the unemployed which has helped to mitigate the short term
challenges, but the future is looking increasingly uncertain as the subsidies come to an end, unemployment remains high and
evictions start to rise as rental payments are missed. A recent headline in the Washington Post talks to this K-shaped recovery: "2020
is the summer of booming home sales — and evictions". The wealthy have been presented with an opportunity to buy real estate at
depressed prices while many in the market are facing eviction as they are unable to afford their rental payments.

"This pandemic is causing suffering and losses," Yellen said. "Individuals and businesses are not going to make
it through this unless they get grants, and only the federal government can do that."

Janet Yellen in an interview with The Washington Post.

In the US, the difficulties in reaching agreement between political parties means that the burden of supporting the economy has
fallen on the Federal Reserve (the Fed). They have responded through Quantitative Easing (QE) which resulted in trillions of dollars
being introduced into the US financial system to provide liquidity in markets and aid struggling businesses. This has been done
through reductions in the benchmark interest rate and through the buying of US treasuries. The Fed is not in a position to be able to
pay individuals any form of subsidy directly (that is something that the Federal Government would need to approve). The ability of the
Fed to help the poor is limited — in fact, there is very little that the Fed can do to help “the Have Nots” keep their small businesses
going or to pay their rent to avoid eviction.

"It's one recovery for financial market investors and another recovery for everybody else."
Joe Brusuelas, chief economist at RSM

The Fed’s actions have resulted in a sharp recovery in investment markets as investors see the Fed being ready to "do what it takes"
to help the asset price recovery. This is done through being a buyer of a broad range of financial assets where liquidity may be limited
and through keeping interest rates at record lows. These actions have helped investment markets to recover post the COVID-19 crash
which helps "the Haves" with investment portfolios and retirement savings.

Rising asset markets exacerbate the rift in fortunes because of the concentrated or limited ownership of assets. Most households do
not directly own stocks or bonds, and even via retirement accounts the rate of ownership only reaches roughly 50% of households.
For housing, typically around two-thirds of households own their dwelling. Therefore, many households do not benefit from a
recovery in asset markets. The disparity is also highlighted by the regular headlines talking to how certain CEQ's of listed technology
businesses have seen their net worth increase (on paper at least) by tens of billions of dollars.

"The future is already here — it is just not very evenly distributed"

William Gibson, NPR

In the US, the picture is further complicated by the fact that only a very limited portion of the stock market is enjoying a K-shaped
recovery. The S&P 500 can be seen as a broad representation of corporate America, but in fact only a limited number of companies
are looking "healthy" based on share price performance. The graph below shows how the performance of the big six technology
stocks has driven markets. The FAAANM stocks or Facebook, Amazon, Apple, Alphabet (the owners of Google), Netflix and Microsoft,
have materially outperformed while the rest of the US market has mirrored the rest of the world, thereby creating a K-shaped
recovery of Big Tech vs the rest.
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S&P 500 Leaders
As of May 18, 2020

FAAANM stocks are the EPS diference
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"Ariot is the language of the unheard."

Martin Luther King Jr

What does this all mean? Do the rising levels of inequality matter? Will the divergence in fortunes impact the future of economies
and markets?

At some point, the real economy does start to have an impact on asset prices. The Fed is hoping that they are able to continue
providing support until the economy has recovered and "Main Street" catches up to "Wall Street". The challenge for asset markets is
to ascertain whether there is a point at which the debt is too much for an economy to handle.

There is also an orderly process for handling the closure of a business. Companies file for bankruptcy and despite the pain and
anguish, the end is procedural. For individuals, there is no perception of order when poverty permeates. The hopeless feel powerless
and unheard - the massive, global social protests speak to the voicelessness felt by many. The two paths of the K-shaped recovery
certainly play their part in this. The end of many government subsidy programmes is coinciding with financial markets hitting all-time
highs. Governments and policymakers would be remiss not to take this growing economic divide into consideration now. If we ignore
the challenges that the K-shaped recovery presents, it could easily lead to an L-shaped recovery for all.
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data provided by Reuters and Datastream

31 Aug 2020

3m YTD 1yr 3yr pa Syr pa 10yrpa  Syr Voll  10yr VoIl
LOCAL MARKET INDICES
FTSE/JSE All Share Index (ALSI) ZAR 10.2% -0.9% 3.8% 2.6% 5.3% 10.7% 14.7% 13.1%
FTSE/JSE SA Listed Property ZAR 0.4% -448% -44.3% -22.7% -12.2% 2.4% 23.1% 19.2%
SA All Bond Index (ALBI) ZAR 0.4% 1.9% 4.2% 7.7% 7.6% 7.7% 8.9% 7.9%
SA Cash Index (SteFl) ZAR 1.3% 4.0% 6.5% 7.0% 7.1% 6.4% 0.2% 0.3%
Balanced Benchmark ZAR 6.8% 3.3% 6.0% 5.8% 7.0% 11.2% 10.0% 8.5%
SA Inflation {1 month lag) ZAR 1.2% 2.3% 3.2% 4.2% 4.6% 5.1% 1.3% 1.3%
GLOBAL MARKET INDICES BASED TO USD
Global Equity (Datastream World) uso 14.9% 5.7% 17.4% 10.4% 11.0% 11.4% 14.4% 13.8%
Emerging Markets Equity (Datastream EM) usD 19.7% 0.7% 14.9% 3.2% 9.1% 4.1% 17.4% 17.9%
Global Property usb 7.2% -9.5% -7.0% 3.1% 6.2% 8.1% 14.3% 14.7%
Global Bonds (Barclays Global Bond Index) usD 3.8% 7.4% 5.6% 4.0% 4.2% 2.1% 5.4% 5.3%
Global Cash uso 0.1% 0.6% 1.3% 1.9% 1.5% 0.9% 0.2% 0.2%
MAJOR INDICES BASED TO RANDS
FTSE/JSE All Share Index (ALSI) ZAR 10.2% -0.9% 3.8% 2.6% 5.3% 10.7% 14.7% 13.1%
Global Equity (Datastream World) ZAR 10.4% 28.1% 31.0% 20.6% 16.6% 21.0% 16.7% 14.4%
Emerging Markets Equity (Datastream EM) ZAR 15.0% 22.0% 28.2% 12.7% 14.5% 13.2% 14.6% 13.4%
Global Property ZAR 3.0% 9.7% 3.7% 12.7% 11.5% 17.5% 16.8% 14.4%
SA All Bond Index (ALBI) ZAR 0.4% 1.9% 4.2% 7.7% 7.6% 7.7% 8.9% 7.9%
Global Bonds (Citigroup) ZAR -0.2% 30.1% 17.8% 13.6% 9.4% 11.0% 16.6% 14.7%
COMMODITIES
Gold (US Dollars) uso 13.7% 29.4% 28.7% 14.4% 11.7% 4.7% 13.3% 15.9%
Gold (Rands) ZAR 9.2% 56.8% 43.6% 24.9% 17.3% 13.8%
CURRENCIES
Rand / Dollar ZAR 39% -21.2% -11.6% -9.2% -5.0% -8.7% 17.1% 15.8%
Rand / GBP Pound ZAR -4,1% -22.5% -22.7% -10.6% ~2.1% -7.2% 17.6% 15.1%
Rand / Euro ZAR -3.3%  -29.1% -21.2% -9.5% -6.4% -8.0% 15.8% 14.0%
Spot Rates 31-Aug-20 Latest Quarter 1 Year Ago 5 Years Ago 10 Years Ago 20 Years Ago
CURRENCIES
Rand/USS Rand 16.94 17.38 15.18 13.26 7.38 6.97
Rand/GBP Rand 2243 21.47 18.49 2033 11.33 10.14
Rand/EUR Rand 20.26 19.51 16.72 14.86 9.37 6.20
RATES
Libor 6m $ Uss 031 0.37 204 0.53 0.50 6.83
Repo Rate Rand 3.50 375 6.50 6.00 6.50 11.75
Prime Rand 7.00 7.25 10.00 9.25 10.00 14.50
All Bond Index Yield Rand 11.64 11.64 9.43 8.68 7.97 9.74
COMMODITIES
Gold ($/o0z) uss 1,967.93 1,783.66 1,529.31 1,130.69 1,247,00 277.00
Platinum Uss$ 930.00 814.00 939.00 1,003.00 1,515.00 588.00
Oil {Brent Crude) § Uss 45.12 4125 60.48 49.76 75.33 34.75
INFLATION
SA Inflation % 3.2 22 43 46 36 9.4

Fundhouse is a leading investment adviser specialising in fund research, ratings and portfolio construction services.

We help clients manage investments on behalf of the end investor. Our experienced team understands the N L NN INENTy  Protessional Adviser 2017 INVESTMENT
complexities of the fund management world. We apply this knowledge alongside a client first mindset to improve INVI ! W awards
P g PPl ge along P e g awards .

the outcome for the end investor. INVESTMENT RESEARCH
AWARDS 20: WARDS 2016 AWARDS 2018
Fundhouse was founded in 2007 by professionals from the investment management industry. We currently operate WINNER | WINNER BEST OVERALL INVESTMENT
from offices in the United Kingdom and South Africa, where we cover the local and global fund industry first hand. BEST RATINGS  BEST ti Service RESEARCH SERVICE
. . . . . . . N . AND RESEARCH RESEARCH SERVICE  for Advisers
Our business is 100% independent and owner managed which means we can offer objective advice and services in SERVICE

the best interests of our clients.


http://www.tcpdf.org

