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Global Overview 

Adopting a tactical approach    

The early-year call was for a tactical approach in an 
environment where volatility is expected to be a key 
market driver into an economic slowdown, with the 
expectation that liquidity and credit conditions would 
rapidly deteriorate. 

Even if Q1 2023 US equity earnings data surprised 
positively relative to already downbeat expectations, 
price action, positioning and sentiment survey data 
justify the downside surprise to Q1 2023 US GDP. The 
stage now seems set for a further deterioration into Q2 
2023, with outright negative GDP prints being a distinct 
possibility. From a performance perspective, stripping 
out FAANG+MNT (Facebook/Meta, Apple, Amazon, 
Netflix, Google/Alphabet, Microsoft and Nvidia) leaves 
the S&P500 down year-to-date (YTD), implying eight 
shares have been responsible for the entire almost 
8% YTD return. Further evidence of problems under 
the hood is the Russell 2000 (small-cap) Index’s 1.7% 
YTD loss. The MSCI Emerging Markets Index continues 
to lag the MSCI World Index (now by almost 7% YTD, 
dropping 1.34% in March versus a 1.6% gain for the MSCI 
World Index). 

It is against the above backdrop that investors appear 
to be moving to the sidelines, facing mixed signals not 
only from economic data, but central bankers as well, 
and are further faced with more questions than answers 
on the debt outlook for the US. Dare we say these are 

classic late-cycle issues with the argument that bank 
failures in Q1 2023 were isolated now being questioned, 
as the number of failed institutions is fast approaching 
double digits ‒ the latest to fail being First Republic, 
yet another ‘one of the largest bank failures in US 
history’ being added to the all-time list. Volatility in the 
banking sector has raised the prospect of a significant 
tightening of credit conditions, particularly in the US, 
and therefore the risk of a sooner and deeper recession.

Public and private sector liquidity contraction  

For our money nominal activity continues to decelerate, 
real growth is starting to contract, and inflation continues 
to decelerate. From a business cycle perspective, we 
would therefore expect slowing of the labour impulse 
to broader activity. Added with stress in the banking 
system, it should be clear that the cumulative impact 
of tightening policy is now impacting liquidity flowing 
to financial intermediaries. This is the part of the 
cycle where public and private sector liquidity starts 
contracting simultaneously, spelling trouble for future 
nominal activity. It is therefore understandable that 
leading indicators are now being joined by coincident 
indicators in signalling recessionary conditions.

While markets may continue to rotate between inflation, 
growth, and financial stability themes, rising volatility 
and uncertainty, and deteriorating liquidity will require 
an agile approach and sound risk management. This 
leaves us in a similar position to that described in the 
opening paragraph where liquidity and credit conditions 

deteriorate. 

In saying all the above, risk management, diversification 
and liquidity management remain the major priorities 
ahead of multiple central bank decisions and pending 
debt ceiling debates in Q2 2023 (this was written 
before the early-May central bank meetings), with the 
expectation that more monetary policy tightening is 
delivered against a backdrop where the assessment is 
that inflation risks persist and macro data is not turning 
outright negative yet. 

Local Overview 

Energy shortages still a concern     

Locally, it was a good month for equities (and even listed 
property) as the JSE All Share Index returned 3.4% and 
listed property 5.4%. Against this it was a tough month 
for SA Government Bonds as the JSE All Bond Index lost 
1.2%, leaving YTD performance at an uninspiring 2.2%. 
Inflation-Linked Bonds and Cash returned 0.4% and 
0.57% respectively.
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Energy shortages remain a major constraint to economic 
growth, further exacerbated by issues in logistics, with 
deepening supply shortfalls now putting further pressure 
on the outlook for growth in 2023. This comes against 
a backdrop of an already negative outlook globally. To 
add insult to injury, the South African Reserve Bank 
(SARB) continues to push on a string in its insistence 
in containing inflation expectations at the mid-point of 
the target band. We know that the supply squeeze from 
energy rationing and higher operating costs speak to 
the risk of inflation remaining somewhat elevated, but it 
should be seen in the context of the consumer now being 
clobbered from all sides. If one is forced to look for a silver 
lining to this dark cloud, it is unlikely that government 
can persist on its current path without calling the help of 
the private sector. A more rapid introduction of private 
sector investment in energy generation and other key 
productive areas of the economy will no doubt provide 
the runway for better long-term growth outcomes.

There should be little illusion that fiscal authorities are 
finding themselves on tenterhooks well ahead of the 
Medium-Term Budget Policy Statement. Evidence is on 
the rise that SA is entering at least a technical recession, 
with consensus slashing its 2023 GDP outlook, after 
earlier being (overly) critical of the sharp downward 
revision by the SARB to its GDP forecast at its January 
2023 Monetary Policy Committee meeting. A decline in 
commodity prices and the terms of trade that weighs on 
export earnings and fiscal revenues ‒ at the same time 
that renewable investments boost capital goods imports, 
and the public sector wage deal stretches the spending 
side of the fiscal envelope ‒ seems a complex set of 
variables for international investors to contemplate.

When it comes to monetary policy and reiterating the 
absence of a domestic near-term anchor, the biggest 
relief for the SARB over coming months will likely come 
from US Federal Reserve (US Fed) signalling that it is 
done and that the peak in the global rates cycle is behind 
us. This should create some space for the SARB to stop 
hiking. However, based on SARB rhetoric, it would 
appear a durable CPI (both core and headline) move 
sub 5% is required to spark rate cuts, which does not 
seem to be a 2023 option based on current forecasts 
and scenarios. Meanwhile, macro balances could show 
notable deterioration over the next 12 months, with the 
trade surplus eroding and the current account posting a 
sustained deficit of >3% of GDP, with the fiscal shortfall 
widening back >5% of GDP. Questions around fiscal 
discipline on spending (wages, SOE bailouts and social 
support), together with the negative growth outlook, 
explain the risk premia currently evident in term interest 
rates.

A need for economic improvement 

For a domestic-driven improvement, we need to see 
a line drawn under loadshedding, some renewed gain 
in commodity prices, and clear signs that politics will 
be orderly and that the Ramaphosa policy framework 
that could be characterised as ‘incrementally positive’, 
remains in place after the elections. Risks of coalition 
politics at a national level, together with negative 
news on the National Prosecuting Authority and state 
capture front, appear to have left foreign investors in a 
visibly bad mood. Their lack of support in the local SA 
Government Bond market is starting to become evident 

in the absence of positive cash flows as we go through 
a period of limited coupon flows – explaining current 
elevated yields.
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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 
Terebinth Capital is a licenced financial services provider

(FSP no: 47909) 
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