INVESTMENT NOTE

FRAGILITY AND

RESILIENCE, PART I

Global markets slumped in March as American and
Israeli attacks on Iran triggered a regional war and
sharp rise in energy prices. As discussed last week,
this marks the fifth major crisis to hit the world in a
mere six years, following Covid-19, the post-pandemic

inflation surge, the Russian invasion of Ukraine, and
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the 2025 US tariff shock. Each time, markets bounced
back quickly even though uncertainty remained. The
returns over this turbulent period are probably much
better than anyone would have expected had they

known in advance what was coming.

CHART 1: 7-YEAR ANNUALISED ASSET CLASS RETURNS IN RAND
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Indeed, anyone with the foresight to anticipate any of these
crises, let alone all five, might have chosen to sell and wait
the situation to resolve itself. In each case, they would've
waited a long time, ultimately missing the market rebound.
Chart1summarises the returns over the entire period from
the point of view of rand-based investors, including the
sharp declines in March. To the five global crises, we can
also add uniquely South African ones: severe loadshedding,
logistics chaos and the July 2021 riots. The South African
economy struggled over this period, but the real returns
local investors enjoyed in a standard retirement portfolio
are nothing to be sneezed at.

CHART 2: BRENT CRUDE OIL FRONT-MONTH CONTRACT
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The current crisis is following a similar pattern. While it is
by no means over, things seem to be moving in the right
direction as both the US and Iranian governments have,
for very different reasons, an incentive to scale back the
conflict. Talks are taking place behind the scenes, and Iran
declared on Friday that the Strait of Hormuz is “completely
open” though it backtracked on Saturday since the US
blockade remainsin place. It still means that oil ended the
week sharply lower, while the dollar was weaker and equities
higher. Notably, however, equities have rallied since the
start of the month. Markets are forward-looking and started
pricing in a de-escalation a few weeks ago already. No-one
knows exactly when or how the war will end, but markets
have sensed that an end is coming.
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This poses a risk. If for whatever reason the conflict escalates
again, we're back to square one. Nonetheless, it isa reminder
of how difficultitis to time the market, and why it is usually

CHART 3: EQUITY INDICES IN DOLLARS
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better to just sit tight during volatility and uncertainty. The
market will usually price in a change in the environment
much quicker than most investors can respond.
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The lesson is also not that equities will consistently deliver
30% to 40% returns over every 12-month period as is the
case currently. Far from it. Rather, the superior long-term
returns of equities as an asset class stems from the occasional
outsized 30%-plus year. Miss it, and you miss out. Without
these extraordinary jumps higher, the long-term returns of
equities would be much more subdued. Numerous studies
show that missing the ten best days in the equity market
over a 10-year period (or longer) typically reduces overall
returns by around 40%.

The returns in chart 1 underscore a general resilience and
adaptability in the global economy, since equity prices
ultimately follow earnings (profits) generated by listed
businesses. There have also been specific sources of support.
One has been the massive artificial intelligence (Al) capex
boom of the past year or so. It has also caused significant
unease. If it is a bubble, as many suggest, it is probably the
most unloved bubble in history. The concerns stem not only
from the risks of overinvestment, namely whether the
hundreds of billions of dollars spent on datacentres can
earn an adequate return, but also on how Al will disrupt the
world economy, including the demand for labour and the
business models of companies who were traditionally
considered to have very strong competitive moats. Before
the war broke out, market anxieties were largely centred
on software providers, leading to share price declines in the

broader tech sector.

TOO HIGH

The so-called private credit funds that lent large amounts
of money to some of these software companies also came
under more scrutiny. Private credit funds raise money from
institutional investors and then lend to companies who
cannot or don't want to borrow from banks or public markets.
They thereforefilled an important gap in providing funding
for business, though over time also morphed into a vehicle
for gearing up private equity buyouts. The rapid growth of
private credit creates two potential problems: declining
credit quality as loans are made in haste or at unrealistic
prices, and the fact that newer investors do not understand
the long-term and illiquid nature of the asset class. Retail
investors have pulled out billions in the last few months,
leading some funds to halt or cap withdrawals. This only
served to spook other investors, who also rushed for the
exit. There are parallels with the 2008 financial crisis, where
problemsin the small sub-prime mortgage market ultimately
brought down giant banks. However, there are important
differences, namely that those banks relied on short-term
funding, while private credit funds can lock in their investors,
ultimately containing any losses.

Importantly, while there are pockets where private debt
levels have increased, we have not seen a large and broad-
based increase in household and corporate leverage across
developed countries as was the case in the lead-up to the
financial crisis. High private debt levels create an underlying
vulnerability to economic or financial shocks, including an

oil price spike.

However, the same cannot be said of public debt. Chart 4
shows the changesin government debt-to-GDP ratios from
2019 to last year for selected economies. While Greece has
admirably reduced its extremely high debt ratio — a story

CHART 4: GOVERNMENT DEBT TO GDP RATIOS
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of recovery from deep crisis that does not receive enough
attention — debt levels in other large economies have
increased to record highs.
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In a crisis, it is good to have a government act as borrower
and spender of last resort. The flipside of rising government
debt levels over the past six years, and indeed the past 15
years, has been significant stimulus for the global economy
and is a reason why it weathered the five crises so well.
When a government increases its borrowing (runs a deficit)
itisinjecting more money into the economy than it withdraws
through taxes. The big increase in US debt, for instance,
occurred in response to the pandemic, when both the
Trump and Biden administrations implemented stimulus

packages.

When the crisis subsides, however, there should be a debt
stabilisation plan, in part to be able to respond in the next
shock. Funds must be available for the proverbial rainy day.
South Africa’'s government had almost no fiscal buffer to
support the economy when Covid hit in 2020. In 2026,
elevated precious metals prices and a slightly better debt

CHART 5: DEVELOPED MARKET GOVERNMENT BOND YIELDS, %

profile mean it was able to cushion the blow somewhat
with a fuel levy cut. However, it is temporary and limited in
nature.

In the US, debt levels have continued increasing, even in
the strong post-Covid economy. The second Trump
administration has overseen a further expansion in borrowing
to finance tax cuts, mostly for the rich. Unlike households
and corporates, governments who borrow in their own
currency cannot go bankrupt, but that doesn’'t mean they
can keep accumulating debt forever. At some point, savers
will stop lending to profligate governments or only lend at
painfully high interest rates. Government bond yields have
already increased, meaning that new borrowing and rolling
over maturing debt is now done at higher interest rates.
Moreover, yields rose further when the war broke out, instead
of falling as would be expected when there is a big risk
event.
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In the years ahead, global fiscal pressures will probably
intensify. Countries will spend more on defence. Energy
security, whether in the form of an accelerated green
transition or more spending on fossil fuels, will continue.
Ageing populationswill also raise the pension and healthcare
burdens on many governments. In the short term, there is
also the matter of tax breaks and subsidies to soften the
blow from the spike in fuel prices. And in the case of the
US, the war itself has burned through billions.

Rising government debt is probably the biggest source of
fragility for markets over the longer-term, especially when

combined with the fact that the ownership of government

— UK

Nov-23 Jan-25 Mar-26

— JAPAN FRANCE

Source: LSEG Datastream

debt has shifted somewhat from “patient” long-term buyers
like pension funds and life insurers to hedge funds who try
exploit small differences between cash and futures prices
(so-called basis trades) or use bonds as collateral in other
trades.

However, thisisa can that can be kicked down the road for
alongtime. Along the way, governments can force domestic
banks and pension funds to buy their bonds, among other
forms of financial repression. They cannot force foreigners
to do the same, however, and such steps are likely to lead
to weaker currencies for the worst offenders. This might
include the US itself.
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UNKNOWN UNKNOWNS

Nonetheless, known risks rarely cause major troubles for
investors, as they tend to be priced in. Counterintuitively, if
people are worried about something, it is usually a good
sign. Itisthe underappreciated risks that can sink markets,
such as an unexpected deep economic downturn or sharp
interest rate hiking cycle. Exuberance and overconfidence

Please note that this note will be circulated again on 11 May.

can further heighten these risks. Therefore, reacting to news
headlinesis not a very useful portfolio management strategy.
Diversification, a strong valuation discipline and patience
remain the best approach in a world that remains very
uncertain.



EQUITIES - GLOBAL

DESCRIPTION INDEX CURRENCY  INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE TYEAR
Global MSCI World uss$ 4650.0 3.93% 9.21% 4.97% 33.85%
United States S&P 500 uss$ 7126.0 4.53% 914% 4.09% 35.06%
Europe MSCI Europe us$ 2 810.0 2.59% 10.02% 6.32% 28.31%
Britain FTSE 100 us$ 14 423.0 1.07% 715% 7.78% 31.36%
Germany DAX us$ 2 488.0 414% 12.09% 3.83% 19.96%
Japan Nikkei 225 Us$ 368.7 9.93% 9.63% 14.74% 51.22%
Emerging Markets MSCI Emerging Markets us$ 15970 323% 14.32% 13.75% 49.67%
Brazil MSCI Brazil us$ 21220 0.28% 8.65% 28.92% 65.39%
China MSCI China us$ 80.5 2.56% 7.07% -2.57% 1817%
India MSCI India us$ 9726 1.71% 12.84% -7.81% -3.51%
South Africa MSCI South Africa us$ 806.0 3.47% 13.52% 8.48% 66.19%

EQUITIES - SOUTH AFRICA (TOTAL RETURN UNLESS INDICATED OTHERWISE)

DESCRIPTION CURRENCY  INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE TYEAR
All Share (Capital Only) All Share (Capital Index) Rand 121249.0 1.87% 6.30% 4.68% 35.49%
All Share All Share (Total Return) Rand 232520 2.07% 6.87% 6.21% 40.22%
TOP 40/Large Caps Top 40 Rand 21450.0 2.25% 7.34% 6.65% 42.39%
Mid Caps Mid Cap Rand 33767.0 0.90% 3.76% 2.55% 32.63%
Small Companies Small Cap Rand 55103.0 1.64% 4.86% 2.45% 31.78%
Resources Resource 20 Rand 12 8214 257% 8.65% 16.43% 9524%
Industrials Industrial 25 Rand 299230 2.05% 5.63% -3.59% 9.99%
Financials Financial 15 Rand 212820 1.75% 6.89% 6.59% 38.98%
Listed Property SA Listed Property Rand 32552 3.29% 9.09% 373% 35.29%

FIXED INTEREST - GLOBAL

DESCRIPTION INDEX CURRENCY  INDEX VALUE WEEK

MONTH-TO-DATE

YEAR-TO-DATE

T1YEAR

IBOXX Global Government S&P us$ 76.5 0.81%
Overall (USD Unhedged)

1.86%

-0.25%

-0.96%

FIXED INTEREST - SOUTH AFRICA

DESCRIPTION INDEX CURRENCY  INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1YEAR
All Bond BESA ALBI Rand 14091 1.32% 6.43% 2.86% 28.34%
Government Bonds BESA GOVI Rand 13831 1.36% 6.63% 2.88% 27.82%
Inflation Linked Bonds BESACILI Rand 4462 0.36% 3.82% 2.65% 1811%
Cash STEFI Composite Rand 6521 0.13% 0.31% 197% 7.23%

COMMODITIES
DESCRIPTION

CURRENCY  INDEX VALUE

MONTH-TO-DATE

YEAR-TO-DATE

1YEAR

Brent Crude Oil Brent Crude ICE uss$ 90.4 -5.06% -1310% 48.16% 32.91%
Gold Gold Spot uss$ 48340 1.81% 592% 12.21% 44.60%
Platinum Platinum Spot us$ 21420 3.73% 10.41% 6.62% 19.47%
CURRENCIES

DESCRIPTION CURRENCY  INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE T1YEAR
ZAR/Dollar ZAR/USD Rand 16.31 0.53% 3.85% 151% 15.31%
ZAR/Pound ZAR/GBP Rand 22.05 0.23% 1.63% 113% 13.20%
ZAR/Euro ZAR/EUR Rand 1919 0.15% 1.98% 1.35% 11.36%
Dollar/Euro USD/EUR us$ 118 -0.85% -2.12% -0.51% -3.39%
Dollar/Pound USD/GBP us$ 1.35 -0.43% -2.37% -0.15% -1.63%
Dollar/Yen UsD/IPY uss$ 0.01 -0.44% -0.06% 1.24% 11.32%

Source: I-Net, figures as at 17 April 2026

The Old Mutual Wealth Investment Note is published on a weekly basis to keep our clients and financial planners informed of what is happening in financial
markets and the economy and to share our insights. Markets are often very volatile in the short term and similarly, economic data releases or central bank actions
may cause concerns for investors. This does not mean that investors should take action based on the most recent events. It is better to be disciplined and remain
invested in well-diversified portfolios that are designed to achieve long-term objectives. Our Strategy Funds are actively managed, with asset allocation changes
based on valuations and in anticipation of future real returns, and not in response to the most recent market noise. The future is always uncertain and that is why

our Strategy Funds are diversified and managed with a long-term focus.
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advice before acting on any information contained herein. Old Mutual Wealth and its directors, officers and employees shall not be responsible and disclaims all liability
for any loss, damage (whether direct, indirect, special or consequential) and/or expense of any nature whatsoever, which may be suffered as a result of or which may be
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