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High yields lure buyers back despite persistent negative news flow 
In our March market commentary, we argued that the sharp intra-month rise in market yields had gone too 
far.  Although the investment theme deteriorated in a significant way, it appeared that the market, at that 
point, had discounted a lot of the negative news flow.  This view turned out to be correct, not just for April, 
but also for the month of May.  During May, the majority of the RSA Government nominal fixed-rate and 
inflation-linked bonds ended the month at lower yields.  In the nominal bond market, and in contrast to 
April when short-dated bond yields declined sharply and led to bullish yield curve steepening, the decline in 
yields was more evenly spread across the curve during May.  In fact, yields at the short end of the yield curve 
pulled back from their intra-month low levels in response to a smaller than expected repo rate reduction of 
50 basis points (bps) by the South African Reserve Bank (SARB).  More specifically, nominal fixed rate bonds 
in the 7 to 12-year maturity band of the All Bond Index (ALBI) rendered a total return of 13.04%.  This was well 
above the total ALBI return of 9.56% and a long way away from cash and inflation-linked bonds.

Figure 1: South African nominal bond yield curve changes

Inflation-linked bonds remain the laggard 
The yields of both short and longer-dated inflation-linked bonds ended the month higher, while yields in the 
belly ended the month at lower real yields.  Although the returns offered by this asset class were significantly 
lower than those of nominal bonds, the 1.7% total return of the JSE Inflation-linked Government Index (IGOV) 
was superior to the cash return of +0.4%.  The significantly weaker performance of inflation-linked bonds 
relative to nominal bonds continues to mirror expectations of a significant downside risk to inflation in the 
short term.  For better context, it is worthwhile looking at performance over a longer period (Table 1).  Despite 
significant market volatility over this period, nominal bonds in the 3 to 7-year maturity band offered the best 
returns, while inflation-linked bonds lagged in a very significant way.

Strong bond market rebound: 
Buy in May and go away? 

Source: Bloomberg, Futuregrowth
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Table 1: Index returns for periods ending 31 May

Return (1M) Return (3M) Return (YTD) Return (1Y) Modified 
duration

Convexity

ALBI 1-3 2.08% 4.73% 6.53% 10.60% 2.41 7.4

ALBI 3-7 7.09% 4.28% 6.47% 12.88% 4.62 28.1

ALBI 7-12 13.04% 2.55% 3.75% 10.05% 6.68 60.8

ALBI 12+ 10.53% -2.65% -2.11% 2.21% 8.21 113

ALBI 9.56% 0.39% 1.51% 6.64% 6.63 74.8

IGOV 1.70% -2.01% -1.59% -1.90% 8.81 140.1

STFCAD 0.37% 1.32% 2.34% 6.27%

The collapse in economic activity resulted in a significant decrease in tax revenue collection
Budget data for April, the first month of the fiscal year 2020/21, showed a 9.1% year-on-year collapse in gross tax 
revenue collection as the COVID-19 induced lockdown decimated economic activity and income.  Although 
a slump of 16.8% in government expenditure mitigated the effect, this was merely a timing mismatch as 
April’s social grants were paid in March.  The outlook for the fiscal situation remains daunting at best.

External merchandise trade account data release delivers a negative surprise 
Following three months of exceptionally strong trade surpluses and, in the process, raising hopes of a much 
smaller current account deficit, the hard lockdown negatively impacted exports in April.  The swing from a 
revised March surplus of R23.4 billion to the deficit of R35 billion in April is significant and demonstrates the 
severity of the lockdown impact.    

Net foreign selling loses some momentum post the WGBI exclusion 
The Moody’s rating action forced the country’s exclusion from the World Government Bond Index (WGBI) 
at the end of April, which in turn forced the selling of rand-denominated RSA government bonds by WGBI 
tracking passive managers.  As could be expected, much of this well-telegraphed event had been anticipated 
by active managers.  This is demonstrated by the net selling by foreign investors, which totalled around R68 
billion for the first four months of the year, with about R16 billion recorded in April.  During May, net foreign 
selling continued, but at a slower pace.  As a result, the share of foreign investor holdings of RSA rand 
denominated government bonds has decreased to 31.5%, the lowest level in 8 years.  This is already well 
below the peak of 42% recorded almost two years ago and is now similar to the percentage held prior to SA’s 
inclusion in this and other indices in 2012.  

Figure 2: Foreign ownership of RSA Government bonds (percentage of nominal and inflation- 
linked bonds) 
 
 
 
 
 
 

Source: JSE, Futuregrowth
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Inflation remains one of a limited number of small green flags
Even though Stats SA was forced to postpone the April inflation data release due to the inability to run its 
normal survey process during lockdown, anecdotal evidence suggests that relative price stability remains 
the story of the hour.  The latest available Consumer Price Index (CPI) data confirms a very muted underlying 
inflation picture with no evidence of pass through from a significantly weaker rand, admittedly at this very 
early stage.  In March, a slower than expected rate of increase of 4.1%, mainly due to lower education and 
health inflation, compares well to the 4.6% recorded in February.  This remains one of a few developments 
allowing the SARB to ease monetary policy in an effort to contain some of the economic fallout.

THE TAKEOUT: During May the market continued to regain some of the COVID-19 induced losses.  Low 
inflation and a collapse in economic activity enabled the central bank to reduce the repo rate by an additional 
50bps to 3.75%, the lowest since the introduction of the repo rate in 1998.  In contrast to April, yield across 
the yield curve declined to lower levels, although the extent of the rally in long-dated bonds was relatively 
muted due to the daunting fiscal situation. 

HOW TO GET 
WHAT YOU NEED 
IN AN AGILE 
ENVIRONMENT: 
THE BASICS

What exactly does Agile mean 
and how can we get the most 
out of this approach? Rezah 
Reid, a Business Analyst at 
Futuregrowth, fills us in.  

Read on:
www.futuregrowth.co.za/
newsroom

https://www.futuregrowth.co.za/newsroom/how-to-get-what-you-need-in-an-agile-environment-the-basics/
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AN OVERVIEW: Macroeconomic outlook, market view and 
investment strategy 

Outlook of macroeconomic themes

Economic growth The global economic recovery of the past few years started losing 
momentum in the latter half of 2018, and recent fears of a recession 
have impacted investor sentiment in a significant way.  The impact of the 
COVID-19 virus on global economic activity has become clearer.  Economic 
activity is collapsing and, while authorities have raced to assist with direct 
and indirect measures, the jury is out on whether a V-shaped economic 
recovery is in the offing this year.      

Locally, the biggest impediment to higher local growth remains structural.  
The low-growth trap is largely due to policy uncertainty, weak policy 
implementation, low levels of fixed capital investment and a rigid labour 
market.  That said, the restrictions put in place to slow the pace of the 
COVID-19 outbreak will further decimate economic activity and force the 
economic growth rate deeper into negative territory.

THE TAKEOUT: The much-hoped-for post-2008 Global Financial Crisis 
economic recovery has failed.  Necessary measures need to be taken to 
manage the fallout from the COVID-19 pandemic and limit its negative 
impact on growth.  We suspect that the fiscal measures announced to 
date will fall short of what is required.   

Inflation Slow-rising global inflation over the past few years has resulted from 
a combination of firmer total demand, tighter production capacity, 
higher commodity prices and rising employment costs - brought on 
primarily by accommodative monetary conditions.  However, despite an 
environment of ultra-accommodative monetary conditions, none of the 
drivers were strong enough to cause an overshoot of inflation target levels. 
Considering the current moderation in global economic growth, our base 
case continues to be for inflation to remain relatively benign in most 
developed economies.  The COVID-19 crisis is likely to further undermine 
pricing power, at least in the near term. The extent of the decimation of 
production capacity means that we must consider the impact of this on 
future supply and potential price shocks.

The severe impact that the COVID-19 pandemic is expected to have on 
both domestic and global pricing power has led us to revise our 2020 
annual average inflation forecast to 2.9% - significantly lower than the 
average of 4.1% for 2019.  More importantly, there is strong evidence that 
the pass-through of rand weakness to inflation remains exceptionally 
weak, reflective of weak economic growth and the inability of producers 
and retailers to pass price increases on to the end consumer.  This 
continues to support the view that the near-term acceleration in the 
rate of inflation is expected to be relatively benign.  As with the global 
backdrop, the risk to this view is a significant dislocation of the supply 
network due to the national lock-down.  Should this materialise, then the 
risk of a supply shortfall might find its way into higher prices, even in the 
presence of very weak demand. 

THE TAKEOUT: Inflation is expected to move towards the lower point of 
the SARB’s 3% to 6% range.  We need to keep an eye on cost pressures, 
in case supply chains start disintegrating due to sustained subdued 
economic activity.



7May 2020

Outlook of macroeconomic themes (continued)

Balance of 
payments

The negative current account balance narrowed to -3.2% of GDP by the 
end of 2019. We expect it to narrow to -1.5% by 2021, mainly due to a slower 
recovery in crude oil prices and reduced imports of other goods owing to 
the slowed economy. These both contributed to a significant contraction in 
imports, and were coupled with stronger exports, mainly of precious metals. 
However, the sustainability of this improvement remains unclear as it is 
largely dependent on the rate at which local and global economic conditions 
will start to normalise. All said, the long-term sustainability of the contraction 
remains in question, mainly due to the unfavourable income account deficit 
(primarily due to the large net dividend and interest payments to foreigners) 
remaining a considerable drag on a sustained and meaningful balance 
of payments correction, coupled with an increasingly uncertain global 
economic outlook.  

THE TAKEOUT: Emerging markets like South Africa are at risk if the 
global fallout is not arrested soon.  While the recent oil price  
collapse lends some support to a large net oil importer like South Africa, 
its positive contribution will be degraded if net exports  
collapse significantly. 

Monetary policy Focus is now on negating the impact of the COVID-19 induced collapse 
in confidence.  Monetary authorities have largely reached the end of the 
road in their ability to further reduce interest rates conventionally.  We 
are back to quantitative easing until the global infection rate  
has peaked.  

Locally, the SARB still has scope to reduce the repo rate, but also needs 
to focus on market liquidity – and perhaps even help fund the fast-
widening budget deficit by combining liquidity operations with the  
net buying of RSA government bonds in the primary market, as a 
temporary measure.

THE TAKEOUT: Expect more rate reductions and other direct policy 
measures in an effort to at least partly offset the negative impact on 
economic activity, support private sector credit extension and ease 
market liquidity stress.

Fiscal policy With growth assumptions lowered significantly for 2020 on the back 
of the COVID-19 crisis, South Africa’s ailing fiscal position is forecast to 
worsen quite markedly, relative to the figures tabled in the 2020 Budget. 
Having continuously stressed the positive relationship between GDP 
growth and revenue collections, we see revenue undershooting even 
our prudent estimates, given the expected economic growth slowdown.  
South Africa’s fiscal challenges are now likely to be exacerbated by the 
current crisis. With the only hope for fiscal consolidation previously 
hinging on the R160 billion cuts to the public sector wage bill, the  
more likely path seems to be that of an unsustainable increase in the 
debt burden.

THE TAKEOUT: In the wake of the current crisis, it seems unlikely that 
government will be able to cut expenditure in a meaningful way, 
therefore we anticipate even further fiscal slippage in the medium term.
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At a global level, the shift from quantitative easing 
to tightening has not only stalled but has been 
forced into a 180 degree turnabout.  Central banks, 
fiscal authorities and multi-national organisations 
across the globe have announced a number of 
measures in a desperate effort to at least partly 
offset the negative economic impact of the 
COVID-19 pandemic on economic activity.  Since 
the outcome of the pandemic is still very uncertain, 
we have no way of knowing if this will be sufficient 
to stem the tide.  Although the size and timing 
of these supportive measures might assist with 
a V-shaped economic recovery in the short term, 
the uncertainty of the pandemic path is significant 
enough to consider the possibility of a recovery that 
more closely resembles a U-shape. 

Locally, our main concern regarding the bond 
market remains the strong link between lacklustre 

economic growth and a weakening fiscal position.  
The impact of the recent COVID-19 related events 
raises this concern considerably.  More specifically, 
this points to the rising debt burden of the 
state, even considering the most recently tabled 
expenditure-restrained budget, which carries 
significant implementation risk.  This continues to 
threaten the country’s sovereign risk profile and 
places pressure on domestic funding costs.     

Under current conditions, and in response to the 
unfolding crisis, the central bank may very well 
continue with repo rate reductions.  The collapse in 
economic activity, a relatively benign inflation path 
and the global backdrop have opened the door for 
more monetary easing, both via rates and other 
measures.  

In the case of our Core Bond 
Composite (benchmarked against 
the ALBI), our view is expressed as 
follows: 

Our investment view and strategy

 Source: Futuregrowth
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INVESTOR TAKEOUT: While we were more constructive on market valuation a month ago, the unfolding 
of recent events and the market response have forced us to adjust our investment strategy.  From around 
mid-March, we utilised market weakness to purchase longer-dated bonds, with the intention to extend 
fund modified duration.  However, as the market regained losses during April, we started reducing risk 
by rolling down the yield curve from bonds with a term to maturity of 20 years and longer to bonds in 
the 10 to 15-year maturity band.  This is in anticipation of more bullish yield curve steepening, due to a 
significant drop off in economic activity, much lower inflation and global policy easing, which will allow 
for more repo rate cuts in the short term.  The back end of the yield curve will remain hostage to a fast-
deteriorating fiscal outlook.  
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Key economic indicators and forecasts (annual averages)
2016 2017 2018 2019 2020 2021

Global GDP 2.5% 3.4% 3.3% 2.6% -4.1% 5.3%

SA GDP 0.4%  1.4% 0.8% 0.4% -7.6% 5.2%

SA Headline CPI  6.3% 5.3%  4.6% 4.1% 2.9% 3.9%

SA Current Account (% of GDP) -2.9%  -2.5% -3.5% -3.2% 1.5% -1%

Source: Old Mutual Investment Group

Aidan Killian
Quantitative 
Analyst



15May 2020

The Futuregrowth story: Past and future
A vision unfolding

In the wake of South Africa’s democratic transition, Futuregrowth was founded in 1994, with a small 
suite of investment funds focused on social development and empowerment, and with the vision of 
creating a sustainable channel for pension funds to invest in disadvantaged communities and national 
development.

Fast forward more than 20 years: Today, Futuregrowth manages around R194 billion (+/- US$14 billion) of 
clients’ assets, across the full range of fixed interest and development funds, and plays a leadership role in 
the asset management industry in South Africa. During this time we have not wavered from our purpose: 
to protect and grow investors’ savings through skill and diligence, while being a force for good in the 
markets and environment in which we operate.

This sense of purpose is based on our belief that investors can make a positive difference in society while 
earning sound investment performance for pension fund members. That has inspired us to pioneer 
development funds in sectors such as infrastructure, rural and township retail property, agriculture and 
renewable energy, providing finance to innovative deals including low-income housing construction, a 
church in Soweto, urban regeneration projects, taxi finance, and alternative energy, to name a few.

As a responsible investor we engage with our industry and investee companies privately, and sometimes 
publicly, on sustainability issues. As examples: We have been working steadfastly to improve South 
Africa’s debt capital market standards. In 2013, we identified unfair, unsustainable and prejudicial 
practices within the consumer lending industry. We chose to stop lending to such businesses in our 
developmental funds and publicly called for industry reform. And in 2016, we announced that we could 
no longer in good conscience invest pension fund members’ assets in certain State Owned Enterprises 
(SOEs) until we had concluded detailed governance reviews.

The original concept of Futuregrowth is still alive and thriving in the Futuregrowth of today. Even though 
the company has developed into a successful asset management business, the philosophical belief on 
which the business was founded back in 1994 is still at the core of everything we do.

AUM as at 31 December 2019
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