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Market overview 

Markets started the year with a strong January rally for equities. Fixed-income markets also gained because of the 
decline in inflation and the prospect of easier monetary policy. In February, equity and fixed-income markets were 
affected negatively by strong economic data and sticky core inflation, which led the market to reassess their interest 
rate expectations and price in higher-for-longer interest rates. In March, the collapse of Silicon Valley Bank and 
broader concerns around the financial sector hit bank shares hard, while government bonds rallied. The rally in 
fixed-income yields now reflected a lower priced-in peak federal funds rate of 5% instead of 6%, implying that the 
SA Federal Reserve (Fed) might not hike at their March meeting to try and contain a potential larger crisis. Later 
at their March meeting the Fed did hike rates by 25 basis points (bps). 

Following the South African Reserve Bank (SARB) Monetary Policy Committee (MPC)’s 25-bps repo rate hike in 
January, they surprised everyone in March by hiking the repo rate by 50 bps, with a narrow 3-2 vote, instead of the 
widely expected 25-bps hike and an outside chance of no hike. The overall tone of the MPC statement reflected 
the need for tough action against inflation. They raised their headline inflation forecast for 2023, due to its more 
elevated path for food inflation, while its core inflation forecast remain unchanged. The SARB's informed guestimate 
is that loadshedding will add 0.5% to CPI inflation. 

SA GDP in the fourth quarter of 2022 contracted a lot more than expected. It declined by 1.3% quarter-on-quarter 
(q/q) vs expectations of a 0.4% q/q contraction, after growing by 1.8% q/q in the third quarter. Wide-ranging declines 
occurred on the production side of the economy, with gross value-added falling in seven out of 10 sectors. Quarterly 
total employment grew by 169k with the unemployment rate falling slightly from 32.9% in the third quarter of 2022 
to 32.7% in the fourth quarter. Fitch Ratings lowered SA's GDP forecast for 2023 to just 0.2% from its previous 
forecast of 1.1%. GDP for 2024 were lowered to 1.2% from 1.7%. The downward revisions were as a result of the 
effects of ongoing loadshedding. Fitch's growth forecasts are almost identical to those of the SARB, which are 
0.2% for 2023 and 1% for 2024. 

The 2023 State of the Nation Address focused on the power crisis, with the president declaring a State of Disaster 
and appointing a new minister of electricity. Government also declared a national State of Disaster in response to 
widespread floods. 

The 2023 Budget presented allocates R254 billion to Eskom over the next three years, which is a very generous 
outcome for the parastatal. This effectively also nullifies the required conditions on the utility set by National 
Treasury, leaving the Treasury with little leverage to make significant changes at the utility over the long run. The 
Budget also projects a big improvement in the main budget deficit to just 3.9% of GDP for FY23/24 from National 
Treasury’s forecast of 4.5% for the current year. 

The Financial Action Task Force (FATF) placed SA on the grey list because of deficiencies in its anti-money 
laundering and combatting terrorism financing (AML/CFT) regime. This means that SA residents and corporates 
will face increased compliance scrutiny of their cross-border financial transactions. Treasury also noted that it 
typically takes one to three years to exit the grey list and that the FATF had identified eight remaining key 
deficiencies which need to be fully addressed to exit the list. 

Headline CPI inflation declined to 7% year-on-year (y/y) from 7.2% y/y during the quarter. Core CPI inflation 
increased significantly to 5.2% y/y from 4.9% y/y during the quarter. PPI inflation declined to 12.2% y/y from 13.5% 
y/y. The rand weakened significantly to 17.73 against the US dollar from 17.04 during the quarter. The 10-year SA 
government bond yield strengthened substantially to 10.66% from 10.90% during the quarter. The trade balance 
increased to a surplus of R16.13 billion from R4.99 billion. 

The money market yield curve flattened a little over the quarter, but remains steep, following the total 75 bps of 
interest rate hikes. The curve is now pricing in a further 25-bps hike going forward.  
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What SIM did 

Quality corporate credit and RSA Treasury Bills, which are yielding higher than JIBAR rates, were added to the 
portfolio. The combination of corporate credit, high-yielding RSA Treasury Bills, negotiable certificates of deposit 
(NCDs) and floating-rate notes (FRNs) will enhance portfolio returns. 

 

SIM’s strategy 

Our preferred investments would be a combination of fixed-rate notes, FRNs and quality corporate credit to 
enhance returns in the portfolio. With the MM yield curve remaining very steep, fixed-rate bank notes are potentially 
relatively more attractive than FRNs. This is because bank FRN spreads have recently declined due to the steep 
MM/FRA curve, making their performance very dependent on the future interest rate path. Only some RSA 
Treasury Bills yield slightly higher than bank NCDs now. 

 

 
 


