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The recent sharp sell-off in stock markets has alarmed many investors, driven by mounting concerns that the Federal Reserve
may have kept interest rates too high for too long. Fears are growing that the risks of a U.S. recession have now risen past a
point where it cannot be turned around. The headlines are filled with dire warnings, and market sentiment appears to be shifting
towards panic. But is there truly a reason to be alarmed? As a data-driven, scientific investment firm, we firmly believe that the
answer is no. It is essential to look beyond the noise, short-term volatility, and emotional reactions, and instead, focus on the
underlying data and a rigorous analysis of the economic landscape.

To begin with, it is important to contextualise the recent decisions by the Federal Reserve. Just last week, the Fed chose to
keep interest rates unchanged, a decision that was widely anticipated by the market. Since then, the flow of new economic
information has been limited. While the latest employment report was not particularly strong, it was far from catastrophic. Yes,
the unemployment rate did move higher, but this was accompanied by an influx of immigrants and a growing labour force, which
in turn led to a higher labour force participation rate. These dynamics suggest that the labor market is still resilient, albeit not
booming. The market's sharp reaction to these developments, therefore, appears to be an overreaction rather than a rational
response to the economic data.

This brings us to the broader question of whether the Federal Reserve has been slow to act in lowering interest rates. We have
long argued that inflation has peaked and is now on a rapid downward trajectory towards the Fed's target level. Our firm utilises
advanced scientific tools to analyse inflation trends in detail, breaking them down into their constituent elements to create a
highly accurate inflation outlook. By systematically integrating this data, we have consistently found that inflationary pressures
are easing, providing the Fed with ample room to cut rates.

Our confidence in this analysis is bolstered by our proprietary nowcasting tool, the Prescient Economic Indicator. This tool has
demonstrated a high degree of accuracy in identifying macroeconomic trends, often ahead of the consensus among
economists. Over the past two years, it accurately predicted that the U.S. economy would grow faster than many expected.
Now, it is signaling that the U.S. economy is slowing down significantly, but crucially, it does not indicate that a recession is
imminent. Based on this analysis, our funds have been positioned conservatively for some time. However, we also believe that
the recent market sell-off was an overreaction to the economic data available.

A key factor contributing to the market's volatility is the spike in the VIX, often referred to as the "fear gauge.” The VIX measures
implied volatility in the stock market and is widely regarded as an indicator of market sentiment. The fact that the VIX has
climbed to levels not seen since the pandemic has understandably caused concern. However, it is important to remember that
the VIX reflects market sentiment, not necessarily the underlying economic fundamentals. In our analysis, we incorporate a
range of similar indicators across different asset classes, including bonds, currencies, and commodities. Our Prescient Investor
Sentiment Indicator, which synthesises this data, suggests that yesterday's spike in the VIX was a classic case of market
overreaction.

At Prescient, we remain steadfast in our belief that a systematic investment strategy is the most effective way to navigate
through periods of market volatility. By eliminating emotional biases such as panic, fear, and greed, and focusing instead on
data-driven analysis, investors can make rational decisions even in turbulent times. We are confident that the current market
volatility, while unsettling, does not warrant a fundamental shift in investment strategy. The key is to remain calm, stay focused
on the data, and continue to invest based on a rigorous, scientific approach.

In conclusion, while the recent sell-off in stock markets has undoubtedly raised concerns, we see no reason for panic. The
Federal Reserve's decision to keep rates unchanged, coupled with the resilience in the labor market, suggests that the
economic outlook is not as bleak as some fear. By maintaining a disciplined, data-driven investment strategy, investors can
navigate through this period of volatility with confidence and resilience.
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Disclaimer:

e Prescient Investment Management (Pty) Ltd is an authorised Financial Services Provider (FSP 612).

e Please note that there are risks involved in buying or selling a financial product, and past performance of a financial
product is not necessarily a guide to future performance. The value of financial products can increase as well as decrease
over time, depending on the value of the underlying securities and market conditions. There is no guarantee in respect of
capital or returns in a portfolio. No action should be taken on the basis of this information without first seeking independent
professional advice.

e This document is for information purposes only and does not constitute or form part of any offer to issue or sell or any
solicitation of any offer to subscribe for or purchase any particular investment. Opinions expressed in this document may
be changed without notice at any time after publication. We therefore disclaim any liability for any loss, liability, damage
(whether direct or consequential) or expense of any nature whatsoever that may be suffered as a result of or which may be
attributable directly or indirectly to the use of or reliance upon the information. For more information, visit
www.prescient.co.za
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