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Market Overview 

 
Global markets in recent months have been characterized by a virtually unprecedented compression 

in volatility with the VIX “Fear” Index at levels not seen since 1993. Developed market assets continue 

drifting ever higher despite their valuations becoming increasingly stretched. Foreign investors as a 

result continue to pour money into Emerging Market (EM) equity and bonds as on a relative basis 

these appear to offer value. However, given the specific risk factors in South Africa (i.e. political risk 

and deteriorating fundamentals) and other EM countries, we believe heightened caution is warranted. 

 

A weaker than expected United States Q1 2017 GDP print calls into question the widely anticipated 

acceleration in global economic growth. However, the US Federal Reserve Bank remains resolute in 

continuing upon its exit from extraordinary monetary policy. The unwinding of Quantitative Easing 

could begin this year and the risk is that a withdrawal of USD liquidity causes a correction in EM assets. 

 

The ZAR was stronger 0.3% on a trade weighted basis and bonds yields were 20bp stronger. 

 

The cabinet reshuffle that took place in March continues to weigh heavily in the minds of South African 

investors. The immediate downgrades that followed the reshuffle showed how worried the ratings 

agencies are about SA political risk. They have highlighted the fact that SA is on an unsustainable path 

of debt accumulation, particularly through SOE contingent liabilities.  

 

While there is widespread dissatisfaction with President Zuma, we do not believe that there is an easy 

path to removing him in the near term. It is looking increasingly likely that Zuma will stay on, with the 

risk that his position becomes further entrenched as we move towards the ANC’s elective conference 

in December 2017. Therefore the payoff profile is currently asymmetrical (skewed to the downside), 

and we will not be buying SA risk premium (or related assets) until yields are much higher, Zuma is 

ousted or we have a more constructive view on how policy is likely to evolve.  

 

Local markets were broadly strong thanks to increased global risk appetite. The All Share gained 3.6%. 

Bonds were up 1.5% for the month while Inflation Linkers returned 1.2%. Listed property returned 

0.5% while Preference stocks declined 0.6% for the month bucking the trend. 

 
 

Fund Update 

 

The Fund returned 2.1% for the month. 

 

The level of gross and effective equity exposure has remained at low levels as the current environment 

still calls for a more conservative level of exposure. The net equity exposure on the fund increased to 

28% from 24% in the prior month. Political shifts have increased our required risk premium on bonds 

and the fund duration is now close to zero. Inflation linked bonds yields have moved up in recent 

months as demand has dried up. However, with real yields just over 2% in the 10 year area they are  
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still expensive relative to fair value and we continue to avoid exposure to the asset class.  We increased 

our exposure to convertible bonds by participating in the new Royal Bafokeng Platinum issue. We have 

not participated in a new convertible bond issue for some time due to valuation concerns, but the RBP 

presented an attractive opportunity.  Our offshore bond position was switched into money market as 

spreads have narrowed. Value in the offshore bond space has diminished with credit spreads at post 

crisis lows. 

 

We continue to vary our allocation to the various asset classes based on asset class valuations and 

downside risk. 

 


