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Market Overview 

 
The communication from global central banks began to shift towards a hawkish tone in June sending 

bond yields higher. The US Fed hiked rates by 25 basis points and pointed to a further normalization 

of interest rates. To date we have experienced a very slow tightening cycle in the US and the Fed has 

consistently looked for reasons NOT to hike rates. However, the focus now seems to have shifted and 

the FED has recently pointed to easy financial conditions and elevated asset prices as reasons to 

continue rate hikes. After the Fed we then saw Mario Draghi signal that the ECB’s QE program has 

peaked and that further accommodation was unnecessary. Statements from the central banks of 

England and Canada signalled a desire to hike rates in the coming months.  

 

The ANC elective conference delivered many headlines but little substantial content. The ruling party 

did adopt a resolution that the Reserve Bank private shareholding structure be unwound. This 

structure is an artefact of history and has no impact on the control of the SARB or its mandate. 

However, following the ill-considered attacks on the SARB’s mandate by the public protector and 

deputy finance minister, the market has been nervous about the independence of South Africa’s 

central bank. It is essential for the country’s stability that it maintains an independent central bank 

with credible governors and a consistent policy framework.  

 

Rising yields put asset prices under pressure and brought an end to the strong inflows that Emerging 

Markets have experienced in recent months. The All Share Index fell 3,5% while Bonds (-0,9%) and 

Inflation Linked Bonds (-0,2%) were also weaker. Listed Property was delivered a return of 0,3%. 

 

 

Fund Update 

 

The Fund returned 0.63% 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 decreased 

from 23% to 18% due to the derivative overlays in a falling market.  With political risks remaining 

elevated we have maintained a higher required risk premium on government bonds and the fund 

duration is still 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 still expensive relative 

to fair value and we continue to avoid exposure to the asset class.  We added 6% to a short term 

offshore bond position in order to pick up yield. 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. 

 


