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Remains a highly volatile market
• Uncertainty around when inflation and monetary policy will pivot.

• Remain constructive on SA nominal bonds, with yields, particularly on the longer end, still attractive.

• Topping up some US exposure as the market lost ground but expecting EM to turn with the dollar.

• Diversification is still important in this market environment.

The dollar weakening is key to the portfolio turning around around
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Positioning and outlook
Market volatility intensified in the third quarter, with many of the same themes
continuing from the start of the year including an almost certain recession in the
Eurozone and concerns over a policy error by the Fed. Inflation prints fell by less than
market anticipated causing further interest rate fears, with central banks reiterating their
commitment to fighting inflation across the board.

Geopolitics continue to weigh on investor sentiment as the war between Russia and the
Ukraine escalates, and backburner concerns of a similar occurrence between China and
Taiwan remain.,. The indirect impact of geopolitics to the global markets has been
significant, shrinking the pockets of many households. The most explicit being on the
price of food and energy which started eased in the latter parts of the quarter.

Developed markets closed the quarter just shy of 3.00% rallying ahead of emerging
markets which closed 2.99% in the red. US inflation is still lingering at historic highs, and
Powell’s assertion of the Fed’s hawkish stance in his Jackson Hole speech saw investors
fleeing for safety and emerging markets currencies easing. Given the sharp intra-quarter
movements we used the opportunity to top up to our allocations as well as narrowed or
closed our underweight in emerging markets. Emerging markets, remain the most
favourable in terms of valuation, trading below their intrinsic values however we saw the
opportunity to buy DM when that market dropped in value. China fell from its quarter
two glory, as it reversed its gains, by dropping 12.50%. Even though the lockdowns over
the quarter were not implemented on all major parts of China, intermittent closure of
some major districts weighed on the country. Despite the Covid picture, China’s fiscal and
monetary policies are easing, a stark contrast to most of the world. We watch closely as
the National Party Congress takes place this quarter. Despite the current headwinds, we
maintain our position in the relevant portfolios as we believe it is adequately sized for the
risk Locally, the JSE closed 2.43% in the red driven by the sharp decline in September.
Relative to their global counterparts the South African bourse had a stronger start to the
year however Eskom’s woes and the continued inability of the power utility to generate
enough capacity for its citizens detracted performance on the JSE and marred confidence

in the economy. The President’s, address on the government’s plan to address the power
crisis in the country, was well received by the markets at the time, however fears on the
successful implementation of the plan persist while Eskom continues with the worse
loadshedding schedule in SA’s history. Outside Eskom, the country has felt the heating
inflation imported onto SA shores, with the local print still above the SARB’s target. The
SARB has responded with rate hikes north of 200bps since the start of 2022. Soaring
inflation and Eskom continue to be a significant leech to the markets, and as the
likelihood of global recession increases, our outlook on commodities which have
anchored the JSE’s performance is negative, therefore we have gone underweight the
asset class through a derivative where possible, in favour of SA Bonds.

The rand gave up 9.71% to the dollar, as global investor sentiment continued to sour as
global inflation remains high and central banks have been extremely hawkish. We have
kept our neutral to underweight positions in SA inflation-linked bonds and moved neutral
to overweight SA nominal bonds. Inflation is currently at 7.6% printing higher than the
SARB’s upper band of 6%.As interest rates have risen, long-term yields have picked up,
making nominal bonds an attractive asset class, whilst inflation linked bonds continue to
provide some inflation protection to the portfolio. We are optimistic, that our diversified
portfolio will weather a highly volatile market environment.
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