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Overview 

A US debt debacle will be adverse for risk assets    

Global market gyrations in March gave way to 
consolidation in April as investors continued to 
wait for what seems to be a long-overdue US 
recession. Amid broad-based growth resilience, 
the moderation in inflation has been a slow 
grind, despite favourable base effects. This has 
kept central banks in hiking mode, even if some 
softened their tones in April.

Despite recession fears, equity and FX volatility 
declined alongside an easing in financial conditions. 
The effective liquidity injections to deal with the 
banking sector turmoil in March have been an 
additional support for markets.

Yet this may only be the calm before the storm, 
with the US debt ceiling X-date pitched for as 
soon as early-June given downside surprises in 
tax revenues and the drawdown of cash balances. 
While there are temporary measures that could 
tide the government over while politicians fight 
it out, a US debt debacle will be adverse for risk 
assets.

 
Expect more populist spending pressures in the coming 
12 months   

The federal funds futures curve is of the view 
that the US Federal Reserve (Fed) is done, but 

the local curve is pricing in further South African 
Reserve Bank (SARB) tightening due to upside 
risks to inflation expectations and the undervalued 
exchange rate. Nascent fiscal strain is also evident 
in the miss, even if marginal, of the primary surplus 
target for FY23. This does not yet incorporate the 
generous public sector wage settlement, nor the 
tax revenue impact of intense load shedding.

Dealing with pervasive power cuts has become 
a political imperative ahead of the 2024 national 
elections. Given the government’s inability to 
sustainably deal with electricity shortages, we 
should expect more populist spending pressures 
in the coming 12 months. 
 

Market developments 

Risk assets rebounded in April   

Risk assets rebounded in April with listed property 
(5.4%) taking the lead, followed by equities (3.4%). 
Inflation-linked bonds (0.4%) and fixed-rate bonds 
(-1.1%) underperformed cash (0.6%). The 2.7% 
depreciation in the rand would have been accretive 
to returns from offshore.

Softening monetary policy expectations in the US 
versus put pressure on the dollar 

Softening monetary policy expectations in the 
US versus other G10 countries put pressure on 

the dollar in April. However, with US growth still 
surprisingly resilient even as global growth is being 
buttressed by Europe and Asia, the DXY dollar 
index declined by only 0.8% during the month. 

The rand has effectively been range-bound 
between 18.00-18.50 versus the US dollar since the 
middle of February with few signs of supportive 
drivers in the short term. The Phala Phala fallout 
and intense load shedding have increased the 
risk premium in the currency relative to the fair-
value range of 16.50-17.50. This undervaluation is 
expected to persist until there is a clear turn in 
the dollar. Broad-based rand gains would require 
a notable improvement in electricity supply and a 
sustained improvement in global growth. 
Following the initial wave of the US banking 
crisis, the US yield curve steepened as the market 
reassessed the outlook for US monetary policy. 
Since then yields have been trading sideways, with 
the 10-year US Treasury yield oscillating around 
3.5% and the 10-year Treasury inflation-protected 
security (TIPS) yield around 1.2%. 
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Fiscal pressure and loadshedding concerns contribute 
to upward pressure on local yields      

Renewed concerns about fiscal pressures due to 
the generous public sector wage settlement and 
the hit to growth from load shedding contributed 
to upward pressure on local yields. Stubborn 
inflation and a hawkish SARB added to the bear 
flattening in the yield curve. Despite the weakness 
in April, the market is not excessively cheap, with 
the benchmark 10-year at 10.80% being in line with 
our 10.50-11.00% fair-value range. 

Equity markets posted moderate gains  

With the peak in policy rates in sight and developed 
market growth resilience, equity markets posted 
moderate gains in April. One could argue that the 
liquidity injected in March supported performance 
in April as equity market volatility declined. The 
S&P 500 rose by 1.5%, the Euro Stoxx by 0.9%, 
and the FTSE/JSE All Share Index (ALSI) by 3%. 
Developed markets pipped emerging markets with 
the MSCI World Index posting a total return of 1.8% 
versus a 1.1% loss for the MSCI Emerging Markets 
Index. 

The MSCI South Africa Index posted a total return 
of 0.9% as the weaker rand offset domestic gains. 
The ALSI and FTSE/JSE Shareholder Weighted All 
Share Index (SWIX) both gained 3.4% with only 
technology (-1.1%) ending in the red. Consumer 
discretionary (5.7%) did surprisingly well in the 
context of mounting consumer strain, while basic 

materials (4.1%) benefited from the rebound in 
gold and platinum counters amid higher precious 
metal prices. The domestically-orientated sectors 
of health care (3.6%), financials (3.4%), and 
consumer staples (3.3%) broadly matched the 
market return, with telcos (1.8%) and industrials 
(1.4%) the laggards.

The recovery in the market coupled with further 
negative earnings revisions – largely in the 
resources (notably energy) and telco sectors – led 
to a modest rerating to 11.5 times on a forward 
PE basis. Even so, SA continues to trade at a 
substantial discount relative to history and the 
peers. 

Portfolio performance and positioning

Performance 

The fund gained 1.5% on a net basis in April, driven 
by domestic equity (0.6% contribution), offshore 
equity (0.6%), domestic cash (0.2%), offshore cash 
(0.2%), and domestic property (0.1%). Domestic 
bonds (-0.2%) was the only asset class to detract 
from the portfolio’s performance.

We did not alter our asset allocation during April. 
The portfolio remains overweight domestic cash, 
underweight domestic equity, offshore equity, 
and offshore cash, and neutral domestic property 
and domestic bonds. Within domestic cash, we 
switched from short-dated negotiable certificates 
of deposit (NCDs) to longer-dated NCDs to 

capitalise on the steepness of the curve. This lifted 
the fund duration marginally.

We remain positive on the outlook for domestic 
cash as the ongoing SARB hiking cycle and elevated 
risk premia have ensured that nominal yields on 
offer from the money market remain elevated. With 
12-month NCDs above 9%, ex-ante real yields have 
moved further into positive territory, competing 
with other real returns on a risk-adjusted basis. 

The additional risk premium will dissipate within the 
next 12 months  

The anticipated turn in the dollar cycle should be 
rand-positive, but we are cautious on the currency’s 
ability to close the valuation gap due to the 
combination of inferior SA/US growth differentials, 
lower real carry, and a renewed current account 
deficit. Importantly, we do not think the additional 
risk premium associated with load shedding and 
political uncertainty will dissipate within the next 
12 months. 
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We are modestly constructive on local bonds with 
the 10-year benchmark nominal bond yield at 10.8% 
providing an ex-ante real yield over 4%, making it 
difficult to be short duration. A conservative central 
bank should limit the inflation risk premium in the 
curve, but renewed fiscal risks will limit the degree 
of curve flattening. As such, our fund duration is 
close to neutral. 

We remain cautious on SA equities even as earnings 
growth has already been marked downwards 
adequately, driven by softer commodity price 
assumptions and slowing SA and global growth. 
Earnings momentum should be supported by the 
ongoing recovery in China and Eurozone resilience, 
but we are cautious on turning more optimistic 
given persistent downside risks from domestic 
load shedding and potential spillovers from tighter 
credit conditions in the US. Even so, we think 
developed market equities still entail greater 
vulnerability on the earnings front and so maintain 
our relative preference for local over global equity.

We are still constructive on domestic property as 
negative reversions continue to slow 

Domestic property remains an attractive return 
driver, with a narrower return distribution than in the 
case of equities. As such, we are still constructive 
on the asset class as negative reversions continue 
to slow and distributions are holding up. Weakening 
economic activity amid intense load shedding 
provides downside risk. This prevents us shifting 

further into the sector.

We remain negative on offshore equity due to 
persistent downside risks to earnings, even though 
our base case is for a modest expansion. Admittedly, 
valuations have improved with the forward PE 
slightly below average. A sharp tightening in 
credit conditions and sticky inflation that prompts 
ongoing Fed hikes pose downside risk to equities. 
Our base-case view of a mild recession is being 
challenged by cyclical resilience in the US and 
Europe and China’s reopening, but we still expect 
a slowdown, even if delayed into the second half 
of 2023.

Disclaimer 
Sanlam Collective Investments (RF) (Pty) Ltd (“SCI”) is a registered and approved 
Manager in terms of the Collective Investment Schemes Control Act. Collective 
investment schemes are generally medium- to long-term investments. Past 
performance is not necessarily a guide to future performance, and the value of 
investments/units /unit trusts may go down as well as up. A schedule of fees and 
charges and maximum commissions is available from the Manager on request. 
Collective investments are traded at ruling prices and can engage in borrowing 
and scrip lending. The Manager does not provide any guarantee with respect to 
either the capital or the return of a portfolio. The manager has the right to close 
the portfolio to new investors in order to manage it more efficiently in accordance 
with its mandate. Income funds derive their income primarily from interest-bearing 
instruments. The yield is current and is calculated on a daily basis. If the fund holds 
assets in foreign countries it could be exposed to the following risks regarding 
potential constraints on liquidity and the repatriation of funds: macro-economic, 
political, foreign exchange. The Manager retains full legal responsibility for the co-
brand portfolio’s. Collective investments are calculated on a net asset value basis, 
which is the total market value of all assets in the portfolio including any income 
accruals and less any deductible expenses such as audit fees, brokerage and service 
fees. Forward pricing is used. Performance is based on NAV to NAV calculations 
with income reinvestments done on the ex-div date. Performance is calculated for 
the portfolio and the individual investor performance may differ as a result of initial 
fees, actual investment date, date of reinvestment and dividendwithholding tax. 
Amplify SCI* Strategic Income Fund Maximum fund charges include (incl. VAT): 
Manager initial fee (max.): 0.00; Manager annual fee (max.): 0.58%; Total Expense 
Ratio (TER): 0.65%. The Manager retains full legal responsibility of the third-party 
portfolio. The registered name of the fund is Amplify Sanlam Collective Investments 
Strategic Income Fund.

*Sanlam Collective Investments 
Laurium Capital is a licenced financial services provider
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