
Global bond yields continued their upward march over the period, driven largely by the rapid increase in US Treasury yields over the past quarter. For example, the US 10-year trea-
sury bond yield increased by 70 basis points from a rate of 3.84% to 4.57% over the period. Similarly, the South African 10-year bond yield has moved in near lockstep, increasing by 
65basis points from 11.35% to 12.0%.  Tight labour markets in the US, where unemployment sits below 4% despite the US Fed having hiked rates by a cumulative 525 basis point 
since the start of the hiking cycle in March 2022, has resulted in markets expecting yields to remain higher for longer.

In contrast to the still buoyant economic growth outcomes in the US, macroeconomic growth indicators in China and central Europe underwhelmed in the quarter. This is despite 
gradual monetary policy stimulus in China, which has carried the promise of lending marginal support to the flagging economy but has to date proved ineffective at reviving credit 
growth and aggregate demand.

Having been caught in the crosscurrents of a divergent global backdrop, the local bond market has additionally had to contend with domestic structural constraints. The primary 
domestic impediment to growth remains the electricity supply shortfall, with loadshedding a permanent feature throughout the quarter. Despite the second quarter economic 
growth statistics confirming an increased resilience to the loadshedding constraint, the combination of persistent expenditure pressure and faltering corporate income tax receipts 
have raised the prospects of significant fiscal underperformance in the upcoming medium-term budget. 

The Fund returned 5.87% over the 12-month period ending June 2023, underperforming the benchmark by 1.4%. The yield curve continued to bear steepen over the 
period as longer-dated local currency South African Government Bonds responded to a weakening in global bonds yields. 

The Fund’s overweight position in the +12-year area of the curve detracted from return given that this was the weaker performing sector over the period.

From a strategic perspective, the Fund favours nominal bond holdings within the 10- to 15-year area of the yield curve. Current yield curve steepness renders this part of the curve 
attractive from a risk adjusted return perspective. While the Fund maintains an underweight exposure to the ultra-long +20- year area of the curve given its characteristically high level of 
interest rate risk and its susceptibility to volatility stemming from fiscal pressures, it has gradually increased its level of interest rate risk to this segment of the yield curve as valuation has 
improved. This trade has been counterbalanced by simultaneously increasing exposure to the R186 (maturity 2026) given improved valuation, and the return stabilization it lends in this 
phase of the interest rate cycle.




