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At Graviton part of our 
dedication to providing clients 
with the best possible solution 
to meet their needs, is to 
understand the investment 
decisions and journey taken by 
the managers we select via our 
Manager Research process. 

A key part of our role is to 
understand how managers’ 
performance is likely to change 
throughout the market cycle 
based on the interplay of both 
economic and market factors. 

Executive summary

The following report is based 
on a survey post the 2021 South 
African Budget announcement. 
Its aim is to give us, and you, 
greater insight into some of 
the thought processes that 
drive managers’ investment 
decisions and it enables us to 
better understand and interpret 
managers’ performance  
and positioning.
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We have surveyed asset managers on their views with regards 
to the 2021 Budget and macro-economic environment, and how 
they are positioning themselves post the Budget release. We 
also requested their opinions regarding the probability of further 
government bond downgrades and default, and other  
macro-related issues. 

The following report is a collation 
of the asset manager responses 
and has been divided into three 
sections, namely responses by:

• Established traditional  
asset managers

• Boutique asset managers

• Fixed income specialist 
managers

We asked our managers 
the following seven 
questions, post  
the budget: 
1. Do you intend making 

changes to your strategy 
or strategies in terms of 
asset allocation, yield curve 
positions or other exposures, 
such as sectors in the case  
of equities?

2. Do you think the SA 
government bond curve is 
fairly valued by the market 
or is it pricing in excessive 
optimism or pessimism?

3. Do you think that SA 
government bonds will be 
downgraded again before 
the end of 2021? If so, what 
do you foresee will be the 
consequences of  
the downgrade?

4. What is your view of the 
probability of SA government 
debt default and how would 
this play out?

5. What are your expectations 
for a global and domestic 
COVID vaccine roll-out?

6. Is there room for positive 
surprises in relation to the 
South African assets  
and economy?

7. What advice or opinions  
do you have for investors  
or clients? 

In total fifteen managers 
responded.
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PROVIDING CLIENTS 
WITH THE BEST 
POSSIBLE SOLUTION  
TO MEET THEIR NEEDS.
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Section 1:  
Largest asset managers 

Question 1
Do you intend making 
changes to your strategy 
or strategies in terms of 
asset allocation, yield 
curve positions or other 
exposures, such as sectors 
in the case of equities?

Five established asset managers 
responded to our survey. These 
were Coronation Fund Managers, 
Foord Asset Management, 
NinetyOne, Prudential 
Investment Managers and  
Sanlam Investment Management.

Summary of large 
manager responses
All five of the established 
managers surveyed feel that 
given the protracted poor 
performance of our economy, 
there is definitely room for 
positive surprises going forward. 
The managers have a positive 
outlook on the back of the 
2021 Budget, given the current 
environment we are operating in. 
All of them note that the focus 
should be on the longer-term 
and on building portfolios  
that are robust and able to 
withstand volatility  
going forward. 

All of the large managers 
surveyed do not intend to make 
any strategic or asset allocation 
decisions specifically due to the 
Budget. Managers believe that 
the shape of SA government 
yield curve indicates that a 
degree of pessimism is still 
being priced into the market. 
Views on a further sovereign 
downgrade are divided, with 
most managers having a 
view that the probability of a 
sovereign default is extremely 
low, but not impossible. Manager 
expectations with regards to the 
COVID vaccine roll-out are that 
developed markets will lead the 
process and be vaccinated by 
the end of this year, and most 
emerging market countries  
(SA included) will most probably 
follow suit by mid-2022.

Coronation Fund 
Managers
We do not intend making 
changes to our strategy or 
strategies in terms of asset 
allocation, yield curve positions 
or other exposures, such as 
sectors in the case of equities.

Foord Asset 
Management
We have made changes to 
our strategy as opportunities 
presented themselves, but not 
specifically any major moves as a 
result of the Budget speech.

NinetyOne
We do not intend making 
changes to our strategy or 
strategies in terms of asset 
allocation, yield curve positions 
or other exposures specifically 
due to the 2021 Budget.

We have maintained a material 
allocation to local sovereign 
bonds and the asset class 
remains our preferred play  
in the local fixed income 
spectrum.  

Below find the detailed 
manager response  
per question:

We think that we may have 
reached the end of the rate 
cutting cycle but expect the 
SARB to remain on hold as the 
economy recovers. 

We continue to see opportunities 
along the steep curve, without 
understating the fact that our 
assessment of fair value (the 
appropriate yield to compensate 
lenders for risk) is now 
substantially higher, given the 
heightened credit risk. 

While concerns around 
deteriorating fiscal metrics could 
keep a lid on capital gains, the 
buffer provided by the income 
profile of local bonds provides 
a robust underpin to the asset 
class, in our view. 

Prudential Investment 
Managers
We do not intend making any 
explicit changes to the asset 
allocation and/or equity selection 
as a result of the Budget. 

However, the market has, on the 
whole, taken the Budget quite 
positively and insofar as there 
are sharp price movements in 
bonds or the yield curve, we may 
take advantage of that.

Sanlam Investment 
Management
We do not expect to make 
material changes to our funds’ 
asset allocations or asset 
positions in response to the 
Budget statement in the short 
term. We are interested in 
allocations to infrastructure 
assets once the suggested 
changes have been made to 
Regulation 28 in relation to them.
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Question 2
Do you think the SA 
government bond curve is 
fairly valued by the market 
or is it pricing in excessive 
optimism or pessimism?

Question 3
Do you think that SA 
government bonds will be 
downgraded again before 
the end of 2021? If so, 
what do you foresee will 
be the consequences of 
the downgrade?

Coronation Fund 
Managers
The shape of the SAGB curve still 
prices in a degree of pessimism.

Foord Asset 
Management
The current SA government 
bond yield curve seems to be 
exceptionally steep. The shorter 
end is more reflective of the 
lower rates in future, but not so 
the longer end, where excessive 
pessimism seems to be the order 
of the day. 

Prudential Investment 
Managers
In our view, the fair value for 
SA government bonds in the 
10-year duration range is about 
7.50%, so current yields of 9.25% 
are cheap. This builds in a lot 
of pessimism into prices. Or 
put another way, it provides a 
big cushion in the yields should 
things not turn out favourably for 
global risk assets and/or South 
African assets. 

NinetyOne
Local bond valuations continue 
to look attractive versus their 
own history as well as against 
emerging market peers (the 
domestic 10-year government 
bond has one of the highest real 

yields versus its counterparts, 
particularly those with a similar 
risk profile). 

We will selectively take profit on 
selected parts of the curve as it 
reaches fair value and continue 
to be positive on the medium-
term total risk-adjusted return 
profile for domestic bonds.

Sanlam Investment 
Management
We think the SA yield curve is 
attractively priced both from a 
real yield perspective, as well as 
in comparison to our major EM 
peers. However, we also think 
that in the absence of major 
policy reforms, SA remains in a 
fiscally unsustainable position in 
the long term. 

This reality justifies the premium 
required by investors in SA 
bonds but, as locally domiciled 
investors who can’t entirely 
escape the sovereign fiscal risk, 
the risk premium is attractive 
for us to earn in the short to 
medium term.

Coronation Fund 
Managers
We do not think that SA 
government bonds will be 
downgraded again before the 
end of 2021.

Foord Asset 
Management
We do not think that SA 
government bonds will be 
downgraded again before the 
end of 2021.

Prudential Investment 
Managers
SA’s fiscal path is unsustainable 
and will result in 2 or 3 notch 
downgrades if not fixed. A 
sustainable and equitable public 
sector wage deal is a necessary 
and sufficient condition to stave 
off future downgrades. 

You can expect the usual 
widening in sovereign spreads 
and some marginal price 
weakness in SA assets around 
the announcement – all else 
being equal.

NinetyOne
Further downgrades to SA 
government bond ratings are 
possible. Consequences will be 
dictated by sentiment as flow 
dynamics are not a risk; thus 
current valuations would likely 
provide a buffer against extreme 
market moves. 

Sanlam Investment 
Management
Since both Moody’s and Fitch 
have SA on a ‘negative’ outlook, 
there is a realistic possibility of 
a further sovereign downgrade 
later this year. 

However, we think that these 
downgrades are mostly priced 
in (hence the risk premium 
described above), and should not 
result in any material outflows as 
they will not result in SA exiting 
any major global bond indices.
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Question 4
What is your view of 
the probability of SA 
government debt default 
and how would this  
play out?

Question 5
What are your 
expectations for global 
and domestic COVID 
vaccine roll-out?

Coronation Fund 
Managers
We place the probability of an 
SA government debt haircut at 
30-40%. Based on our research, 
we believe it is likely that SA 
government bonds would initially 
offer a haircut rather than 
outright defaulting. 

Foord Asset 
Management
There is a very low probability  
of a local currency SA 
government debt default.  
But this doesn’t mean the capital 
of investors will be protected in 
real terms through time, despite 
the current high real yields on 
offer (assuming moderately 
higher inflation). 

There is a risk that government 
printing presses are used to 
plug the hole in the budget, 
with significant inflationary 
consequences. The resulting 
coupon and capital payments on 
maturity of long duration bonds 
lose their purchasing power given 
that these are nominal in nature.

NinetyOne
We believe the probability of a 
sovereign default to be remote 
in the short to medium term due 
to the long tenor of debt, low 
percentage of USD denominated 
debt and large local savings pool. 
Were it to occur, a local currency 
debt default would likely take the 
form of an offer to bondholders 
with a request for maturity 
extension, coupon relief and 

(less likely) capital haircuts in 
exchange for an IMF-like package 
of fiscal austerity. 

This would generally be forced 
if debt service costs rise to 
unsustainable levels (> 40/50% 
of revenue) or borrowing 
requirements exceeded market 
appetite at any price resulting 
in bond market dysfunction and 
an inability of the sovereign to 
finance itself.

Prudential Investment 
Managers
It is difficult to attach a 
probability to SA government 
debt default, but we observe that 
the market has been pricing in 
the highest probability of default 
since 2000 and we cannot argue 
with the direction of that, given 
the acute fiscal crisis. 

However, given SA’s unique 
set of circumstances, namely 
relatively low hard currency debt; 
free-floating shock absorbing 
currency; highly sophisticated 
local capital markets etc., there 
are very few historical examples 
of sovereign defaults that can be 
used as guidelines for thinking 
about how government debt 
default might manifest in SA. 

Nevertheless, it is clear no SA 
asset will be left unscathed, 
given the interconnectedness of 
SA asset classes.

Sanlam Investment 
Management
Given the fact that by far 
the biggest portion of SA 
government debt is denominated 
in local currency, the risk of 
an outright SA government 
debt default is quite low in the 
foreseeable future. The fact that 
foreign holdings of SA bonds 
have fallen significantly over the 
last two to three years suggests 
that SA is also less susceptible to 
foreign outflows.

Coronation Fund 
Managers
Our expectations for the global 
and domestic COVID vaccine 
roll-out is that populations 
in developed markets will be 
vaccinated by the end of 2021, 
with most emerging markets 
following suit by mid-2022. SA 
will probably fall closer to the 
emerging market timetable.

Foord Asset 
Management
We cannot offer any additional 
insights on the expected global 
and domestic COVID vaccine 
roll-out compared to the news 
released by governments. It 
seems as if developed economies 
(plus Israel) are well positioned 
to vaccinate a large proportion of 
their populations by Christmas, 
while developing/poorer 
countries are faring less well. 

SA’s roll-out is progressing too 
slowly to avoid a further wave of 
infections, given mutations and a 
further relaxation of restrictions 
on movements and gatherings.

Prudential Investment 
Managers
Insofar as our expectations for 
global and domestic COVID 
vaccine roll-outs go, we are not 
qualified to deviate from public 
health experts on this. Global roll-
out is patchy but gathering pace 
while SA’s roll-out is getting off to 
a very slow but accelerating pace 
once the J&J and Pfizer vaccines 
hit our shores.
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Question 6
Is there room for positive 
surprises in relation to  
the South African assets 
and economy?

Question 7
What advice or opinions 
do you have for investors 
or clients? 

NinetyOne
The global COVID vaccine roll-
out is expected to reach 70-75% 
of the population for the US, 
Israel and UK (maybe Europe, 
but unlikely) by the fourth 
quarter of 2021. Mass immunity 
levels might only be seen in 
SA around the first or second 
quarter of 2022.

Sanlam Investment 
Management
We expect global COVID-19 
vaccine roll-outs to take place 
more slowly and with more 
hitches than the market is 
currently pricing in, especially as 
the categories of people who are 
eligible to be vaccinated reach 
the larger population groups. 
The reduced efficacy of some 
vaccine candidates against newer 
variants of the virus may also 
cause delays as vaccines may 
require tweaking or additional 
‘booster’ shots. 

We do, however, share the 
common view that in the longer 
run vaccines will have the 
desired effect.

Coronation Fund 
Managers
Given current low expectations 
and levels of confidence there 
is room for positive surprises 
in relation to the South African 
assets and economy, but a 
precursor would have to  
be positive reform and 
governance momentum.

Foord Asset 
Management
There is definitely room for 
positive surprises in relation to 
the South African assets and 
economy, as a lot of negative 
news is in the base. 

Prudential Investment 
Managers
Given the prolonged period 
of underperformance of our 
economy, there is probably a 
fairly high chance of positive 
surprises in relation to the South 
African assets and economy.

NinetyOne
Yes, positive surprises could take 
the form of growth upgrades 
on the back of the strong terms 
of trade boost we are currently 
expecting. Positive political 
dynamics and structural reforms 
could further increase growth 
optimism and reduce risk premia 
of South African assets. 

So far, we have seen less of an 
impact on banks and retailers 
than initially expected. We 
continue to look out for signs 
of improvement on all fronts: 
economic, political and social. 

Sanlam Investment 
Management
We think there is room for 
positive surprises in relation to 
the South African assets and 
economy. We have seen that 
the country’s positive terms 
of trade in the last year or so 
have resulted in higher tax 
receipts, a lower primary deficit 
than was guided at the MTBPS, 
and a positive current account 
balance (which is supportive  
of the ZAR). 

If this continues in 2021, at the 
same time as a recovery in the 
general economy (and shorter 
periods of further lockdowns 
compared to last year), there 
is a chance that GDP growth 
beats expectations, and that this 
benefits the corporate sector, 
employment, and tax receipts.

Coronation Fund 
Managers
The current Budget has provided 
SA with a few more years to 
get its house in order. The debt 
overhang is considerably large. 
We have staved off a debt crisis 
for now, but real growth needs 
to be in the range of 3-4% in 
order to move towards a more 
sustainable debt position. 

Relative outcomes are better but 
are still poor, which precipitates 
the need for robust portfolios 
that can withstand the volatility 
associated with the current level 
of uncertainty.

Foord Asset 
Management
Our advice for investors or 
clients is: 

• Don’t panic. Stay fact  
driven and unemotional. 
Time and patience is your 
greatest weapon.

• Allow your investment 
manager to make the most 
important asset allocation 
decisions for you; they are 
best placed to make them.

• Spend less than you earn, 
and save more than  
you should. 
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NinetyOne
The 2021 Budget was a good 
one, given the current COVID-19 
environment and the fact that 
National Treasury has held the 
line in terms of expenditure. 

In the time of COVID-19, many 
of the normal Budget metrics 
have been thrown out the 
window. When looking ahead to 
what metrics would determine 
a ‘good’ Budget in this COVID 
environment, we considered the 
quantum of revenue increase, 
the extent of expenditure 
slippage, the composition of 
the expenditure slippage, and 
ultimately the impact on the 
amount of debt issued. 

The Budget Review 2021 
forecasts a revenue increase 
of R103bn for the current 
fiscal year, and R85bn for the 

FY21/22 year, which starts 1 April 
2021. The current projection 
still means that current year 
revenues are around R200bn 
less than projected in February 
2020. Despite expectations, 
there were no tax hikes in the 
Budget after five increases in 
personal income taxes in recent 
years. The Budget holds the 
line on government wages by 
effectively keeping wages flat 
over the next three years.

Prudential Investment 
Managers
Prudential does not place a huge 
emphasis on short-term noise 
and instead tries to focus on 
fundamentals and time horizon. 

Separately, the current global 
situation is still incredibly fluid 
with considerable uncertainties 

in respect of the magnitude 
and duration of any rebound to 
global growth. Valuation signals 
are naturally degraded in this 
environment and care must 
be taken to ensure proper risk 
control processes remain  
in place.

Sanlam Investment 
Management
Our advice for investors 
or clients is to remain well 
diversified. There are several 
opportunities available in the 
markets but we can’t put all our 
eggs into one basket. This is 
certainly the approach we follow 
in the SIM Absolute Return team.

 ASSET MANAGER REPORT  MARCH 2021
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Seven boutique asset managers 
responded to our survey. These 
were Truffle Asset Management, 
36ONE Asset Management, 
Aluwani Capital Partners, Fairtree 
Capital, Laurium Capital, Granate 
Asset Management and Sasfin. 

Summary of responses
None of the surveyed boutique 
managers have made any 
tactical or strategic calls 
on the basis of the Budget 
announcement but have noted 
that the Finance Minister 
delivered a balanced Budget. 
Truffle Asset Management had 
made changes prior to Budget 
announcement in anticipation of 
a flatter yield curve and Sasfin 
intends to increase duration on 
the back of further economic 
stability and once the market 
has had enough time to react. 

There are divergent views 
regarding current bond yields 
and it would be interesting 
to see which view comes 
to fruition and how this will 
affect the different portfolios. 
Despite there still being risks 
afloat that could affect SA 
government bond ratings, all 
managers see a low chance 
of a downgrade happening in 
2021, while none of them see 
an actual default occurring in 
the near future – with it being 
mentioned that the possibility 
of a default is principally driven 
the government’s willingness 
to honour its financial 
commitments. 

All seven managers believe 
that there is room for South 
African assets and the economy 
to render positive surprises 
but this depends on the policy 
stability and on government 

implementing much needed 
reforms and structural changes. 
The managers’ view, seeing 
through ‘noise’ and separating 
emotions from investing, 
focusing on fundamentals and 
building a balanced portfolio, 
is the best route for clients and 
investors to take.

Truffle Asset 
Management
We increased our exposure to 
long-dated fixed rate bonds in 
our multi asset funds ahead of 
the Budget, with the view  
that the yield curve could  
flatten further. 

Overall, a good Budget 
was delivered and National 
Treasury’s Budget deficit came 
in at 14% in 2020/21 (better 
than expected at the MTBPS) 
and continues to narrow over 
the next 2-3 years. Debt/GDP 
is also at lower levels than 
previously projected and the 
possibility of weekly bond 
auctions has reduced. If we 
continue to see interest from 
foreigners in SA government 
bonds we could see the yield 
curve flatten further.

Laurium Capital
Since the Budget was to a 
large extent in line with our 
expectations, we shall not be 
making any significant changes 
to the asset allocation of our 
multi asset class funds, and  
will also not be making any 
sectoral changes to the equity 
portfolio composition.

36ONE Asset 
Management
We do not intend making 
changes to your strategy or 
strategies in terms of asset 
allocation, yield curve positions 
or other exposures, such as 
sectors in the case of equities. 
We think South Africa’s fiscus is 
still in a tough position and we 
think that some of the targets 
on public sector remuneration 
are unrealistic. We would prefer 
to first see whether government 
can keep public sector 
employees’ wages significantly 
below inflation before gaining 
confidence that the targets in 
the Budget are realistic.

Sasfin
We expect to increase duration 
exposure once the market 
has fully digested the Budget 
outcome and once a clearer 
stability in US bond yields 
emerges. We are also likely 
to increase equity weightings 
once greater certainty around 
economic recovery exists.

Section 2:  
Boutique asset managers 

Question 1
Do you intend making 
changes to your strategy 
or strategies in terms of 
asset allocation, yield 
curve positions or other 
exposures, such as sectors 
in the case of equities?
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Question 2
Do you think the SA 
government bond curve is 
fairly valued by the market 
or is it pricing in excessive 
optimism or pessimism?

Aluwani Capital Partners
We are well positioned for the 
more constructive outlook 
for fixed income markets that 
the Budget has brought in 
the short term. However, we 
are medium-term investors, 
and we have an eye on the 
risks coming down the line. 
From a timing perspective, we 
hope to be flexible enough to 
rotate the portfolios should the 
environment warrant.

Fairtree
Over the last six months we 
have started to position our 
Balanced fund for an improved 
economic outcome relative to 
market expectations. We have 
increased our equity exposure 
to companies providing goods 
or services to the South African 
consumer and are positioned 
for lower long-term bond yields. 
There were three key themes in 
the Budget which reaffirm our 
more optimistic views:

• First, government’s fiscal 
strategy has remained 
consistent over the last 
few budget events and 
they are slowly rebuilding 
fiscal credibility. The focus 
continues to be around 
fiscal consolidation driven 
by expenditure cuts, not 
revenue measures.

• Second, the Budget was 
marginally consumer and 
business friendly, which 
sends a strong signal that 
government wants to 
support the economy where 
it has space to do so. The 
5% (above inflation) increase 
in tax brackets will provide 
some relieve to middle and 
lower income groups and the 
intent to drop the corporate 
tax rate next year is positive.

• Lastly, the revenue overruns 
relative to the 2020 
Medium-Term Budget 
Policy Statement are largely 

‘banked’, resulting in a lower 
debt to GDP trajectory 
and lower debt issuance, 
which will help to reduce 
debt servicing costs. Money 
has also been set aside for 
vaccine procurement.

There are aspects of the Budget 
which were less positive such 
as fuel levies, support for SOEs 
and cuts to social welfare 
programmes. Overall, given the 
challenges, the Finance Minister 
has delivered a balancing act 
that beat expectations and 
which keeps us constructive on 
our current positioning.   

Granate Asset 
Management
Broadly speaking, the Budget 
speech was more of an 
affirmation of our existing views. 
We have been running with large 
exposure to government bonds 
for many months. We have 
come out of the Budget with 
further confirmation that the 
Government is fully aware that 
we need to grow. We can’t save 
our way out our debt situation. 
On the back of this confirmation 
we have slightly upped our 
exposure to government bonds. 
We did not make any changes 
to our equity exposures on the 
back of the budget.

Truffle Asset 
Management
When looking at econometric 
models, which consider many 
variables such as US treasury 
yields, SA policy rates, credit 

rating agency inputs, and fiscal 
outcome, we believe the SA 
government bond curve is fairly 
priced. With National Treasury 
reporting a better fiscal forecast, 
a lower possibility of bond 
issuance and lower projected 
Debt / GDP levels, we could see 
the yield curve flatten some more. 

A key risk to watch is the rise in 
global yields which will have an 
impact on the SA government 
bond yield curve.

Laurium Capital
We think the SA government 
bond yield curve is pricing in 
current risks to a fair extent. 
Further steepening or flattening 
in the near term is likely to be 
driven by any changes in market 
views of implementation risks 
surrounding consolidation, but 
also critical growth reforms 
(any definitive traction on long 
awaited growth reforms would 
result in a healthy flattening 
in the shape of the curve, 
particularly longer-dated yields). 
The yield curve is higher and 
steeper than pre-COVID levels, 
but a risk premium is justified 
given the increased risks to  
debt sustainability. 

36ONE Asset 
Management
We think the SA government 
bond yield curve is fairly valued. 
The high real yields which are 
offered on the long end of the 
curve fairly reflect concerns 
around the state of SA’s  
fiscal path.

Sasfin
We believe that current SA 
government bond yields are 
fairly pricing the current risk 
scenario, and are neither cheap 
nor expensive.



11  ASSET MANAGER REPORT  MARCH 2021

Question 3
Do you think that SA 
government bonds will be 
downgraded again before 
the end of 2021? If so, 
what do you foresee will 
be the consequences of 
the downgrade?

downgrade. However, we feel 
sovereign ratings have stabilised 
for now and we do not foresee 
further downgrades in 2021. 

The rating agencies will focus on 
fiscal dynamics (fiscal weakness 
is a common catalyst for further 
rating actions) and they will 
look at developments in debt/
GDP, growth rates and the 
implementation of structural 
reform. Since the MTBPS, courts 
have endorsed a government 
wage freeze. This agreement, and 
a possible revenue overrun, will 
be seen as positive by the ratings 
agencies. They will still look for 
evidence of implementation 
of key reforms. If there is an 
increase in debt/GDP above 
expectation and growth remains 
weak, it could prompt the 
agencies to relook at ratings.  

Laurium Capital
We think that the fiscal 
commitment demonstrated in 
the Budget should stay the risks 
of SA government bond rating 
agency downgrades, despite 
implementation risks being high.

36ONE Asset Management

There is a risk that SA 
government bonds are 
downgraded once again, 
especially if public sector wage 
negotiations are unsuccessful 
or if SOEs require further equity 
injections. A lot of negativity 
is already being priced into SA 
assets, however, and it is likely 
that a further downgrade will 
put pressure on bonds.

Sasfin
We attach a 20% probability 
of another SA government 
bonds downgrade. More capital 
outflows by foreign sellers  
will follow.

Truffle Asset 
Management
There is still risk of a SA 
government bond ratings

Aluwani Capital Partners
We do not think that there will 
be a further downgrade of SA 
government bonds in 2021.

Fairtree
We think the risk of further 
downgrades to the rating of 
SA government bonds has 
decreased somewhat. A failure 
to rein in public sector wages 
and weaker growth on the back 
of new COVID waves pose a risk, 
but it is not our central view at 
this stage. 

Granate Asset 
Management
We don’t invest time predicting 
what the ratings agencies 
may do in terms of a possible 
further ratings downgrade. We 
focus our time understanding 
all the different inputs one 
needs to make to ascertain 
if SA government bonds are 
compensating our clients for 
the risks. Ratings agencies don’t 
form part of that framework.

Aluwani Capital Partners
The government bond curve 
has come back a long way since 
the dire situation when COVID 
broke. In our view, it is now much 
more in line with where we see 
fair value. However, the outlook 
is fairly asymmetric, i.e. there is 
more risk and uncertainty to deal 
with than opportunity in 2021. 

Fairtree
The SA government bond curve 
remains very steep due to reduced 
policy rates and heightened fiscal 
fears. With the local and global 
economy recovering fast, and 
government showing willingness 
to stick to fiscal consolidation, we 
believe the curve could flatten 
further and the level of yields drop. 
This view needs to be balanced 
against global central banks’ 
ability to anchor policy rates and 
keep core bond yields low over 
the coming few years. Any failure 
to do so may tighten financial 
conditions for emerging markets, 
including South Africa. 

Granate Asset 
Management
We think there are areas of the 
yield curve which offer very good 
value and therefore we believe it 
is factoring in a more pessimistic 
view than the one we hold. 
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Truffle Asset 
Management
We do not believe the SA 
government will default on 
its debt in the short term. We 
expect steps to improve the 
fiscal trajectory and to lift 
growth to stave off a default. 
Over the longer term the risk 
of a default is still meaningful, 
although this might be done 
through higher inflation and 
monetisation. Ultimately, South 
Africa also needs to increase its 
productivity growth and control 
government expenditure if it is 
to stave off a debt trap. 

Laurium Capital
We think the probability of 
actual SA government bond 
default is very low (due to 
the majority of SA debt being 
denominated in rand). The 
risk lies in meeting large 
annual funding requirements, 
should there be a sudden 
loss in appetite for SA debt 
(which may result in unfriendly 
financial market measures 
such as prescribed assets and 
significant, reluctant bond 
purchases by the SARB. We feel 
the probability of these types of 
strategies occurring prematurely 
to be very low with the current 
Finance Minister and Reserve 
Bank Governor in their posts). 

36ONE Asset 
Management
In theory, SA should not default 
on its debt. Foreign currency 
debt is a very small portion of 

total debt outstanding with 
most of the SA government 
debt rand denominated. But in 
order to avoid a default, certain 
steps may be taken by the 
government, which signal an 
effective default. An example 
would be printing money which 
leads to a significantly weaker 
rand and much higher inflation. 
The possibility of default will 
therefore be largely driven by 
the SA government’s willingness 
to honour its obligations.

Sasfin
Over the investment horizon, 
we believe the prospect of a 
government debt default is 
low (<5% probability), as the 
Treasury still has ample access 
to international capital markets, 
and in an emergency, is able to 
tap IMF funding if required. 

Aluwani Capital Partners
A traditional SA government 
bond default is a low probability 
in our view and there are 
several other scenarios that 
would play out before we ever 
found ourselves in a default 
situation. These include debt 
monetisation, prescribed assets, 
and an IMF loan. Clearly, none of 
these are good, but they are less 
impactful than a default. 

Fairtree
Our view is that the current 
focus on debt consolidation, 
led by a strategy of expenditure 
cuts and a better growth 
outlook due to positive external 
factors, and improving local 
factors, will keep the country on 
track to service its debt over the 
medium term.  

Granate Asset 
Management
The government won’t default 
on local debt but there is always 
an outside chance of a default 

on foreign debt. The way our 
debt is structured renders this 
incredibly unlikely for the next 
number of years. 

Truffle Asset 
Management
We expect the global and 
domestic COVID vaccine 
roll-out to vary by country, 
but on average should be 
reasonably successful from a 
global perspective. The risk of 
a third wave in South Africa is 
not insignificant. Procurement 
seems to be progressing well 
but the efficiency and timing of 
distribution is still unclear. We are 
hopeful that government and the 
private sector will work towards 
an optimal solution for a rapid 
distribution of the vaccine. It is 
not clear that we will be able to 
vaccinate a sufficient portion 
of the population by year end 
to have reached herd immunity. 
Distribution of the vaccine in 
rural areas might also prove to 
be difficult. 

Laurium Capital
In terms of our expectations 
for global and domestic COVID 
vaccine roll-out, initial evidence 
is that globally the vaccine 
roll-out has begun with varying 
levels of efficiency and focus. 
Unsurprisingly developed 
markets have been able to utilise 
their more developed logistic 
systems to roll the vaccine out 
faster than most developing 
nations. South Africa is in the 
developing nations’ camp and 
have been slow (relatively) to 
roll out the vaccine. This slow 

Question 4
What is your view of 
the probability of SA 
government debt default 
and how would this  
play out? Question 5

What are your 
expectations for a global 
and domestic COVID 
vaccine roll-out?
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Truffle Asset 
Management
The current Budget does not 
change our short-term earnings 
expectations meaningfully.  
If implementation of the Budget 
is successful, it will help lower 
expectations of a debt trap.  
This will lower both bond and 

Question 6
Is there room for positive 
surprises in relation to  
the South African assets 
and economy?

13

domestic roll-out relative to rapid 
global roll-out is likely to lead to 
desynchronised growth recovery 
outlooks into 2022/23. This is 
largely reflected in the projected 
lower GDP growth rates for SA 
relative to the developed world.

36ONE Asset 
Management
Our expectations for a global and 
domestic COVID vaccine roll-
out is that developed markets 
will vaccinate their populations 
quicker than emerging markets. 
This is because developed 
markets procured significant 
quantities of vaccines last year 
and have better infrastructure to 
roll out vaccines. Nevertheless, 
we believe the domestic vaccine 
roll-out will surprise to the upside 
as global vaccine availability 
improves as we move into the 
second quarter of 2021. 

Sasfin
Our expectations for global 
and domestic COVID vaccine 
roll-outs is that global vaccine 
roll-out is likely to accelerate 
strongly in the 2nd and 3rd quarter 
of 2021, and in SA is only likely 
to be widely available to the 
average person late in quarter 
3. A combination of vaccine 
availability and a more efficient 
and better COVID-19 testing 
framework means that economic 
and behavioural normality will 
emerge in early 2022.

Aluwani Capital Partners
In the developed world, citizens 
are likely to be vaccinated this 
year. Emerging markets are 
lagging, particularly South 
Africa. We believe that this 
will improve and eventually 
converge. However, we do not 
have certainty on how effective 
the vaccine will be and whether 
it will allow opening up of 
economies. There remain  
many uncertainties. 

Fairtree
We believe the global vaccine 
roll-out will lead to protective 
immunity in most of the core 
economies by around mid-
year and developing nations by 
the end of 2021 or early 2022, 
including South Africa. Economic 
activity may start to normalise, 
as service sectors re-open 
and labour markets recover 
earlier due to less pressure on 
healthcare systems and natural 
protective immunity. 

Granate Asset 
Management
With respect to our expectations 
on the COVID roll-out, we would 
be guided by the authorities 
and experts in this field and 
then moderate that view. We 
don’t have any special insights 
here and certainly don’t pretend 
to understand the complexity 
of such a roll-out. Execution is 
always a risk when one considers 
the magnitude of this task. 
We also have no insights into 
virology and how this virus 
may behave. Hence we remain 
watchful on the evolution of this 
situation but are not building 
portfolios dependent on  
the outcome

equity risk premiums. In the 
short term, higher commodity 
prices, which benefit the mining 
sector, will also benefit the 
tax base and will increase the 
probability of the projected 
Budget for next year being met 
or exceeded. 

Laurium Capital
There is room for positive 
surprises in relation to the South 
African assets and economy. 
Meaningful implementation 
of identified growth reforms 
would drive a powerful lift in 
confidence, which is key in lifting 
the structural growth rate of 
the economy. Removal of the 
current electricity constraint 
would also significantly improve 
the growth outlook. From an 
equity perspective, MSCI South 
Africa now trades at a significant 
discount to developed markets. 
The South African equity market 
is trading at roughly half the 
value of American equity market 
and significantly lower valuations 
than global equity markets and 
emerging markets. This relative 
valuation gap may well see South 
Africa make up some ground and 
would benefit investors through 
a potential re-rating.  

36ONE Asset 
Management
There is room for positive 
surprises in relation to the South 
African assets and economy, 
should government implement 
necessary reforms. However, we 
believe this is unlikely. 

Sasfin
There is room for positive 
surprises in relation to the South 
African assets and economy, 
as so much negative news is 
already priced in. A stronger 
than expected rand on the back 
of a strong commodity run is 
one of these. On the political 
front, if we see more action 
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from the Zondo Commission 
this could also be interpreted 
positively. However, if the 
ANC loses sufficient support 
in the local elections, this may 
introduce paradoxically, a period 
of instability and uncertainty.

Aluwani Capital Partners
We believe that the global 
reflation trade is underway. 
Depending on policy makers’ 
responses, we will see rising 
global asset and economic 
inflation, although not runaway 
moves. South Africa will be 
impacted and our asset classes 
will participate. However, so will 
our economy and herein lies the 
risk. The domestic monetary 
authority will need to respond 
to the inflation and will not have 
the luxury of allowing inflation 
to rise above the Reserve  
Bank’s targets. 

Fairtree
We think there is room for 
positive surprises in relation 
to the South African assets 
and economy. Expectations 
and confidence levels are low, 
although for good reason. 
We are seeing strong cyclical 
external factors boosting growth 
in the primary sector. The 
mining and agriculture sectors 
are experiencing tailwinds and 
are key to supporting families 
living outside urban areas as 
well as fiscal revenues. The 
manufacturing and financial 
services sectors are also well 
positioned as inventory levels 
remain very low and financial 
activity has recovered strongly. 
Jobs are also slowly coming 
back, and economic reforms are 
progressing, albeit slowly. Local 
assets are attractively valued 
relative to global assets.   

Granate Asset 
Management
There is certainly room for 
positive surprises for the South 
African assets in which we 
are invested and the broader 
economy. Our view is of course 
not without risk, and we haven’t 
built a binary portfolio reliant on 
this view coming to fruition. It did 
however open our eyes to some 
exciting opportunities to invest 
alongside incredible company 
management teams who have, 
and should continue to thrive in 
tough market conditions. Should 
conditions improve to the extent 
we think they can, we would be 
very pleased.

Truffle Asset 
Management
The Budget indicates that 
treasury is trying to manage the 
sovereign’s affairs responsibly. 
Clearly, the success of the 
implementation is what will 
count. The current Budget, 
coupled with increased efforts 
to tackle corruption, suggests 
that SA is in a better place than 
a year ago. We will also benefit 
in the short term from a return of 
global economic growth which 
will drive emerging market flows 
into SA and lift commodity 
prices. 

The fall in SA valuations enabled 
us to increase our allocation to 
domestically exposed companies, 
however, we still have a mountain 
to climb in terms of poverty, 
education, productivity growth 
and an increasing debt to GDP 
trajectory, even if it is at a slower 
rate than a year ago. 

Hence, we still think it is prudent 
to maintain a reasonable portion 
of our exposure to rand  
hedges, miners and offshore 
exposed companies.    

Laurium Capital
Our advice for clients is to 
remain invested in the market, in 
particular in the equity market.

Although the returns over the 
last six years have been poor, 
it does not mean that they will 
be going forward. We are firm 
believers that investors are 
rewarded over the long term for 
taking the “risk” of investing in 
equities. The so called equity risk 
premium is real. Currently we 
are in the midst of a commodity 
boom and this results in most 
of the numerous commodity 
based companies in South Africa 
generating phenomenal results. 

If you do not remain invested, 
you risk missing out on these 
opportunities and the returns 
that they present.

36ONE Asset 
Management
Clients should ensure they have 
diversified portfolios as 2020 
showed us positioning your 
portfolio for one outcome can be 
very risky. 

Investors can achieve better 
outcomes by adding alternative 
asset classes to a portfolio - 
such as hedge funds. In the first 
quarter of 2020 the market (as 
measure by the Capped SWIX) 
was down 27% while the 36ONE 
hedge fund was up 0.9%. Not 
only can hedge funds generate 
profits from their long and short 
positions but the short positions 
act to reduce market exposure 
(beta) and can also provide 
an element of protection (or 
hedge), when markets decline 
because the gains on short 
positions will offset the losses 

Question 7
What advice or opinions 
do you have for investors 
or clients? 
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on long positions. The risk-
mitigating benefits of long/short 
strategies are elevated further 
by the managers’ ability and 
flexibility to dynamically adjust 
their exposures in response to 
changing market conditions. 
The result is that the 36ONE 
long/short equity hedge fund 
has returned equity-like returns 
with significantly lower levels of 
volatility, while providing smaller 
drawdowns during  
severe downturns. 

The ability to mitigate volatility 
and limit the size of losses 
is particularly important to 
investors who need to draw on 
their investments regularly, such 
as investors with living annuities, 
and can be one way to mitigate 
against sequence-of-return-risk. 

Sasfin
SA is unlikely to make dramatic 
shifts in economic policy under 
the current political setting. This 
points to more of a muddle-

through approach, with pockets 
of optimism interspersed with 
bouts of pessimism. 

Those companies who remain 
agile, contextually aware and 
who are able to diversify their 
product offerings, or able to tap 
into new growth markets (not 
necessarily in SA) can be globally 
competitive. These companies 
are worthy of investment. 

Long-dated SA bond yields 
reflect the balance between the 
short-term (Budget) positives 
and question marks about 
longer-term fiscal sustainability 
and should continue to provide 
investors with positive  
real returns.

Aluwani Capital Partners
These are very uncertain 
times. We are placing as 
much emphasis on portfolio 
construction and risk 
management as we are placing 
on generating returns

Fairtree
In a global environment of 
high levels of liquidity, pent-up 
savings and low interest rates, we 
expect speculation and volatility 
to increase and remain high. With 
retail investors playing a larger 
role and passive vehicles drawing 
money, the market’s price 
discovery mechanisms are being 
tested. It is key to be flexible, 
nimble and diversified, and to 
continue focussing on  
the fundamentals.

Granate Asset 
Management
Our advice to clients is always 
to try to separate their emotions 
from their investment decisions. 
Bad news tends to be heavily 
over-indexed and very often it 
is in the bad times that good 
investments are made. 
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Section 3:  
Fixed income specialist managers

Question 1
Do you intend making 
changes to your strategy 
or strategies in terms of 
asset allocation, yield 
curve positions or other 
exposures, such as sectors 
in the case of equities?

This section covers the 
responses of the fixed income 
specialist managers surveyed. 
These are Prescient Investment 
Management, Saffron Wealth, 
Sanlam Investment Management 
(Fixed Income Team), and 
Terebinth Capital. 

Summary of responses
None of the managers surveyed 
will make any material tactical 
or strategic allocation changes 
that are based exclusively on the 
back of the Budget. They have 
noted that at present there is 
a certain amount of pessimism 
being factored into the yield 
curve, and particularly the longer 
end of the yield curve appears 
to be relatively cheap. All of the 
managers surveyed do not see 
another downgrade coming in 
2021, however they have stated 
that the poor implementation of 
both strategic government goals 
and budget objectives still poses 
very tangible risks. 

They also see a low probability of 
a South African sovereign debt 
default and see the government 
as pursuing other courses of 
action such as debt monetisation 
before a hard default is on the 
table. All four managers see 
sufficient room for positive 
surprises in relation to South 
African assets. However, all 
have mentioned that fiscal and 
political stability needs to be 
achieved to make any good news 
sustainable. 

Each manager has offered 
different advice to investors 
and clients. Being in actively 
managed funds to counter 
volatile times; investing in 
inflation-linked bonds on the 
back of rising inflation rates; and 
being in a diversified and risk 

appropriate portfolio are some  
of the suggestions that came out 
of the survey.

Below are the detailed 
responses:

Prescient Investment 
Management
Our multi asset portfolios are 
anchored around their strategic 
asset allocation, and will tilt 
away when the asset class is 
seen as being attractive, using 
our systematic multi-factor 
models. Bond yields are currently 
attractive around the mid-point 
in the curve, where we hold 
the majority of our positions. 
With respect to equities, we 
are sector-neutral, but do see 
some upside to South African 
equities based not necessarily 
on valuations but more as result 
of macro-economic stimulus and 
market sentiment.

Saffron Wealth
Unless the Budget is materially 
off consensus we do not expect 
to make to changes to our 
current strategy. We expect 
global and local rates to lift 
(developed and emerging 
Markets) and are managing 
duration risk accordingly.

Sanlam Investment 
Management
We will not be making major 
changes to strategies in terms 
of asset allocation, yield curve 
positions or other exposures 
as a result of the Budget. The 
reduction in funding by the SARB 
(the reduction in issuance) was 
largely anticipated, however 
details will only become clearer 
as the new fiscal year starts. If 
funding does shift materially 
shorter we could increase our 
overweight to the 12+ sector of 
the index. 

Terebinth Capital
The Budget is without doubt 
positive in its intention and 
make-up. The issue, as we 
continue to flag in our macro 
work, sits in the implementation 
of it. The outer-year debt 
consolidation expectations are 
also rather ambitious and very 
reliant on wage consolidation 
and improving growth 
conditions.

On balance we came into 
the Budget with a relatively 
constructive stance and we 
do not intend increasing that 
stance, more because of global 
conditions than the Budget itself 
causing us any concern.
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Question 2
Do you think the SA 
government bond curve is 
fairly valued by the market 
or is it pricing in excessive 
optimism or pessimism?

Prescient Investment 
Management
We do not think the market is 
excessive in its pricing of bonds, 
but we would say that in terms 
of a general current assessment 
of the level of yields, there is 
certainly ‘pessimism’ being 
factored into expectations.  
As such, the SA sovereign yield 
curve, and the longer dated 
maturities in particular, remains 
meaningfully cheap relative to 
our estimations of fair value.

Saffron Wealth
Since 2008, SA sovereign 
spreads over US rates have been 
steadily increasing in line with 
deteriorating financial metrics. 
The US 10-year, currently at 
1.50%, is likely to trade in a 
range of 1.50% to 2.50% over the 
next year as inflation and rates 
normalise. Given the historical 
risk premium range at which the 
SA 10-year trades over the US 
10-year, we are currently at the 
low end of the range. Given that 
we expect an increase in future 
rates (around 1-year horizon), we 
would expect the SA 10-year to 
be fairly valued between 9.50% 
and 10.50%.

Question 3
Do you think that SA 
government bonds will be 
downgraded again before 
the end of 2021? If so, 
what do you foresee will 
be the consequences  
of the downgrade?

Sanlam Investment 
Management
We think the SA government 
bond curve is cheap (pricing in 
excessive pessimism).

Terebinth Capital
The yield curve remains very 
steep (both nominal and real) 
and continues to offer significant 
optionality for improved fiscal 
and economic conditions. More 
detail on the government funding 
strategy should arrive in coming 
weeks, and ongoing pre-issuance 
might improve the outlook for 
the yield curve. Tactically, the 
pressure we are seeing in global 
rates, and its potential impact 
on emerging markets/risk, could 
supersede local opportunities 
and value plays.

Prescient Investment 
Management
The tabling of the National 
Budget in February, and 
specifically the pronouncements 
related to debt consolidation 
over the medium-term projection 
period, may well have allayed 
some of the core concerns of 
the rating agencies. This in turn 
means that further downgrade 
action would only ostensibly 

be predicated on insufficient 
or poor execution, and not that 
government did not identify 
or acknowledge the correct 
strategic priorities. 

Should a further downgrade still 
materialise, our sense is that this 
would not necessarily represent 
a meaningful step-change to 
the status quo with regards to 
capital outflows and the foreign 
presence in our market. South 
Africa and Brazil are already 
rated below investment grade, 
but both have enjoyed periods 
of robust non-resident flows 
subsequent to the transition to 
sub-investment grade. Global 
developed bonds provide meagre 
starting yields, and significant 
downside asymmetries. In a 
context of pervasive liquidity, 
accommodative policy stances 
and a risk-centric mood, most 
high yielding EM destinations 
(with few exceptions) will enjoy 
reasonable capital support, 
irrespective of their ‘official’ 
credit ratings.

Saffron Wealth
In November 2020, Moody’s cut 
SA foreign- and local-currency 
ratings to Ba2 (two levels below 
investment grade) from Ba1 with 
a negative outlook. Fitch did the 
same in November 2020 to BB- 
(three levels below investment 
grade) with a negative outlook. 
Standard & Poor’s credit rating 
for South Africa stands at 
BB- with stable outlook. When 
comparing SA to Brazil, a peer 
with a similar credit rating, but 
with a significantly lower 5-year 
credit default swap spread, there 
seems to be less room for a 
further sell-off in SA debt. 
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Moody’s announced in February 
that it will likely downgrade 
SA further if its debt burden 
continues to grow, taking 
the credit ratings of all major 
ratings agencies to BB-. The 
2021 Budget, however, was an 
improvement on consensus, 
reducing the expected debt 
peak to 88.9% from 95.3% of 
GDP. Despite this, the absolute 
level of debt will remain a 
concern and is unlikely to 
prevent a ratings downgrade, 
especially in a rate increasing 
environment with increasing 
debt service costs.

We believe that the major risks 
to the Budget plan are on the 
implementation side and include 
the growing public wage bill and 
government support to SOEs. 
Public-service compensation 
absorbed 41% of government 
revenues in 2019/20 and 47% 
of revenue in 2020/21, making 
it the main expenditure item 
risk to the sustainability of 
public finances. The 2021 
Budget proposes a significant 
moderation in spending on 
the consolidated wage bill, 
which grows by an average of 
1.2% over the medium term. 
There is, however, significant 
execution risk to this target, as 
government would still need to 
negotiate the terms with labour 
unions. Another major risk to 
government’s Budget are the 
guarantees offered on SOE debt. 
National Treasury has, however, 
since implemented minimum 
required criteria for the issuance 
of guarantees, e.g. the applicant 
needs to demonstrate that it 
will generate sufficient cash 
flows during the term of the 
obligation. This should be 
constructive for government’s 
contingent liability exposure.

Sanlam Investment 
Management
We do not expect ratings 
agencies to downgrade the 
rating of SA government bonds 
before the end of 2021.

Terebinth Capital
It is not currently our base 
case that a further sovereign 
downgrade is coming our way 
in 2021. A rating-friendly Budget 
has been tabled and as vaccines 
arrive, together with potential 
solutions to the energy crisis, 
rating agencies might take a 
wait-and-see-approach rather.

Prescient Investment 
Management
Our stance regarding the 
probability of a SA government 
debt default has been that a hard 
default (outright non-payment 
of coupons and/or principal) 
with regards to local currency 
debt – by far the bulk of the debt 
stockpile – has an extremely 
remote probability associated 
with it. The domestic ownership 
structure of local currency bonds 
is varied and deep, e.g. domestic 
banks own in excess of 20% of 
ZAR bonds outstanding. It would 
imply a near total collapse of the 
domestic financial system if local 
currency bonds experienced a 
hard default. Our view is that 
the sovereign would almost 
certainly explore several other 
courses of action (such as debt 
monetisation or ‘printing cash’ 
or switch auctions) before a hard 
default is affected.

Saffron Wealth
The increase in SA’s debt-
servicing costs has exceeded 
nominal GDP growth for several 
years and is expected to 
continue over the  

medium term. These costs, 
which were already the fastest-
rising item of spending, now 
consume 19.2% of tax revenue. 
We do, however, believe that 
the probability of an actual 
default is low, as South Africa’s 
foreign-currency (non-ZAR) 
denominated debt issued is 
low. Historically, sovereign 
defaults have tended to be in 
hard currency and accompanied 
significant currency 
depreciation.

On the local currency debt 
side, in the event of probable 
default, the SARB would be 
able to ‘print’ money to satisfy 
coupon and redemption 
obligations, but this would lead 
to hyper-inflation and currency 
depreciation. A further default 
risk reducing strategy would 
be to approach international 
concessionary finance 
institutions, e.g., the IMF, to 
assist with bridging finance. 

On balance, therefore, the risk 
of an actual default remains low. 
However, mark-to-market risk 
and volatility remain.

Sanlam Investment 
Management
We think that, in the short term 
(3-5 years) the probability of 
a SA government debt default 
is low. Debt monetisation is a 
higher probability in the long 
term, which will lead to inflation.

Terebinth Capital
We would subscribe an 
insignificantly small probability 
to a SA government debt default 
at current. South Africa has a 
free-floating exchange rate and 
has very little foreign debt. The 
road to default, theoretically, 
should be long and winding. 
Repatriation of offshore funds, 
prescription, Tobin/withholding 
taxes, payment holidays, 
haircuts, debt extension are 

Question 4
What is your view of 
the probability of SA 
government debt default 
and how would this  
play out?
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Question 5
What are your 
expectations for a global 
and domestic COVID 
vaccine roll-out?

Question 6
Is there room for positive 
surprises in relation to  
the South African assets 
and economy?

all options before we get to a 
default. We would also probably 
consider an IMF or similar 
bailout before we can consider 
outright default.

As South Africa moves further 
into credit ratings below 
investment grade, funding 
costs might rise exponentially, 
but for some time still, given 
the country’s infrastructure, 
demographic dividend, 
and natural resources, SA 
government bonds (SAGBs) 
should be a very attractive 
fallen angel destination for sub-
investment grade/speculative 
credit investors.

Prescient Investment 
Management
Developed markets are well 
on track to achieve COVID-19 
vaccine targets. The risk lies in 
mutations of the virus and  
the latency of emerging  
markets – where the delay in 
infection curves leads to a high 
risk of a mutation of the current 
variant arriving that is immune 
to the current vaccine. That in 
turn could re-infect developed 
markets. The risk in essence lies 
in an all-or-nothing scenario. 
Either vaccinate the world 
with an effective vaccine in a 
timely manner or run the risk 
of recurrences of mutations, 
keeping COVID-related viruses 
around indefinitely.

Saffron Wealth
In terms of expectations for 
global and domestic COVID 
vaccine roll-outs, in South Africa, 

only 35% of the population is 
expected to be vaccinated by 
mid-2021, and a lot of uncertainty 
still remains about the efficacy 
of the vaccines on the new 
variant. Internationally, the rollout 
has, however, happened much 
faster (especially in the major 
economies including the US & 
UK) than in SA. We believe SA, 
specifically the tourism sector, 
will be negatively affected by the 
slower roll-out of the vaccines.

Terebinth Capital
With respect to global COVID-19 
vaccine roll-outs, we think 
herd immunity will be reached 
in those countries leading 
the roll-out in the second half 
of 2021 (e.g. Israel/US/UK). 
Unfortunately, those countries 
lagging in the roll-out will likely 
suffer third waves and struggle 
with herd immunity through 
vaccination. There is growing 
evidence that herd immunity 
might be happening through 
virus resistance. We agree with 
authorities that at present it 
seems a base case that South 
Africa might experience a third 
wave into the winter season.

Prescient Investment 
Management
Given the extremely low base 
the South African economy 
is coming off, it is not too 
hard to provide an upside 
surprise. For asset classes 
such as equities this would 
mean positive earnings growth 
and by extension this means 
underlying economic growth 

in the economy. This would, 
however, require effective fiscal 
policy and political stability – 
two things that past experience 
shows are impossible to predict 
in the South African economy.

Saffron Wealth
We believe that there is room 
for positive surprises in relation 
to the South African assets 
and economy. We could expect 
continued positive surprises 
in the balance of payments, 
improved efficiencies in SA SOEs 
(including Eskom), a resolution 
of the government corruption 
scandals and positive news 
around direct foreign investment 
(DFI) and local re-investment in 
our mining sector, which should 
be very supportive for the rand.

Sanlam Investment 
Management
High commodity prices are an 
unexpected surprise so early 
in the economic recovery. 
This could lead to a stronger 
currency than most expect. 
Also South African assets have 
underperformed their emerging 
market peers and could 
outperform as they play  
catch-up.

Terebinth Capital
We think there is major room 
for positive surprises in relation 
to the South African assets 
and economy. It depends very 
much on political will and 
reform. Unfortunately political 
conditions and government 
policy are delaying the critical 
reforms that need to  
be implemented.
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Prescient Investment 
Management
Our advice to clients is to stick 
with a risk profile as opposed 
to aspirations of high returns. 
If one thing is certain in the 
long run, it’s that returns are 
unpredictable, but assets are 
relatively static when it comes  
to risk. 

Equities are generally riskier 
than bonds, and both are almost 
certainly riskier then cash. Pick a 
fund/investment that aligns with 
your risk profile and evaluate 
that fund based on exactly that 
on an ongoing basis. If you pick 
an equity fund and it loses 20%, 
rather judge it versus other 
equities than simply switching 
to an income fund that made 6% 
over the same period. 

If any or all of the above are not 
your cup of tea then pick an 
effective multi-asset manager 
to run the decision making 
process for you – and never stop 
evaluating whether they are 
doing what they promised.

Saffron Wealth
As DM and EM rates are 
expected to lift over the next 
one to two years, with the 
likelihood of greater rates 
volatility, we believe investors 
or clients should remain 
invested in actively managed, 
short duration funds.

Sanlam Investment 
Management
Despite all the worry about 
rating downgrades and default, 
bonds still delivered a credible 
return last year and we continue 
to favour bonds over credit and 
over cash. Inflation-linked bonds 
(ILB) are likely to perform much 
better than last year as inflation 
rises due to base effects. 

Terebinth Capital
In our view, the optionality 
provided by long-dated 
government bonds with a yield-
to-maturity around 11%, and cash 
rates below 4%, with inflation 
set to average below 5% over 
coming quarters, makes it very 
hard to pass up on SAGBs. Even 
the smallest amount of reform, 
together with ongoing global 
economic recovery, should also 
reverse the outflows markets 
such as South Africa experienced 
last year. Growth assets can 
recover significantly if economic 
conditions (and sentiment) 
improves. Inflation should 
continue to rise and therefore we 
do suggest a balanced approach.

Question 7
What advice or opinions 
do you have for investors 
or clients? 
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Disclaimer: Graviton Financial Partners (Pty) Ltd and Sanlam Multi Manager International (Pty) Ltd and the other external managers mentioned in this article are authorised financial services providers in terms 
of the Financial Advisory and Intermediary Services Act,2002. Past performance is not necessarily a guide to future performance. The information does not constitute financial advice, is intended for broker 
training purposes and may not be distributed to any investors. While every effort has been made to ensure the reasonableness and accuracy of the information contained in this document (“the information”), 
the FSP’s, its shareholders, subsidiaries, clients, agents, officers and employees do not make any representations or warranties regarding the accuracy or suitability of the information and shall not be held 
responsible and disclaims all liability for any loss, liability and damage whatsoever suffered as a result of or which may be attributable, directly or indirectly, to any use of or reliance upon the information. The 
information in this document has been recorded and arrived at by Graviton Financial Partners (Pty) Ltd (FSP) Licence No. 4210 in good faith and from sources believed to be reliable, but no representation 
or warranty, expressed or implied, is made as to its accuracy, completeness or correctness. Past performance is not a guide to future performance. Changes in currency rates of exchange may cause the value 
of your investment to fluctuate. The value of investments and income may vary and are not guaranteed. The information is provided for information purposes only and should not be construed as rendering 
investment advice to clients. Graviton Financial Partners (Pty) Ltd and its shareholders, subsidiaries, agents, officers and employees accordingly accept no liability whatsoever for any direct, indirect or 
consequential loss arising from the use or reliance, in any manner, on the information provided in this document.


