
Specifically, in relation to the announced national budget 
and expectations of asset classes for 2022, we asked our 
managers the following questions:

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 or upgraded before the end of 2022? If so, 
what do you foresee will be the consequences of the  
up/downgrade?

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

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

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

The 2022 
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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. The following report is based on a survey post the 2022 
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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What is your view of the probability of SA 
government debt default and how would  
this play out?

Terebinth: Close to 0%. We have a free-floating exchange 
rate and most of our debt is issued, and held, in local 
currency. Government also has many levers it can pull 
before it will be forced to become this extreme. Defaults 
should be seen as final resort steps.

Foord: The probability in the near to medium term is 
extremely remote.

Anonymous: No default over the medium term. Possibly 
longer term, but we have bought ourselves some time.

Sanlam Investment Management: Low. Much of SA’s debt 
is in local currency; and it can increase money supply to 
honour these obligations. There will be inflationary and 
currency implications, but one will get back one’s rands. 
Moreover, in relation to SA’s foreign-denominated debt of 
around 10%, the SARB holds dollars in reserves to assist 
in honouring its dollar obligations. 

Laurium: Incredibly unlikely event given the current 
economic dynamics and low foreign debt. We also feel 
that the IMF would likely be a key support in the event of 
any rapid deterioration in the fiscal situation. 

Coronation Fixed Income: 30-40% probability of a debt 
default in the next 5-10 years. Most likely to take the form 
initially of a 50% haircut in debt and severe measures.

Anchor: We think that the most likely default scenario 
is a slow and steady backsliding of the government’s 
debt further and further into unsustainable territory 
over time. Under this scenario, bond yields creep a little 
higher every year, and economic growth continues to 
sputter before finally dying altogether. The government 
probably can keep this slow death scenario going for 
about 10 years before needing to reach out to the IMF for 
assistance.

Prescient: We attach a very low probability to an outright 
(hard) default in local currency debt. This view is largely 
predicated on two considerations: (a) very low historical 
precedent for sovereigns defaulting on their local 
currency debt and (b) the deep level of RSA financial 
intermediary participation in its own bond market e.g. 
RSA banks own 20% of the local currency bond market, 
and an outright default would see the local banking 
systemically failing. We think other options like central 
bank debt monetisation would be exhausted before 
outright defaults are considered in the South African 
context.

Argon: Low probability due to limited external debt.

Allan Gray: In our view, Treasury’s fiscal consolidation 
plans which focus on disciplined government spending 
and achieving a primary balance, if implemented, would 
lessen the likelihood of a sovereign debt crisis and 
subsequent default. Furthermore, our National Treasury 
has been incredibly prudent in two ways: 1) utilising a 
long-dated debt distribution issuance strategy to manage 
near-term refinancing risks, and 2) limiting the amount of 
foreign currency debt to around 15% of total debt.  

Local currency debt defaults are quite rare, accounting 
for only 3.5% of all sovereign debt defaulted on since 
1961. Most defaults occur on hard currency (dollar debt) 
in situations when refinancing risks are high and the 
sovereign has run down its available FX reserves (a 
recent example is Zambia, whose local currency bonds 
never defaulted while their US dollar debt did). This is 
because sovereigns have access to the proverbial printing 
press when raising funding in their own local currency. 
Via this mechanism, they could simply print their way 
through their debt repayments. Such irresponsible 
behaviour should lead to rampant inflation, meaning that 
investors might suffer through a different and less direct 
mechanism than default. In some ways, it is this type of 
inflationary buffer that is already priced into our current 
bond market via the high yields on offer. 

Do you intend on making changes to 
your strategy or strategies? Yes No Uncertain

Number of managers in the category 3 14

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

Fairly valued Optimistic Pessimistic

Number of managers in the category 6  11  

Do you think that SA government bonds 
will be downgraded or upgraded before 
the end of 2022?

Upgraded Downgraded Unchanged Uncertain

Number of managers in the category 1 1 12 3

Summary of responses
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Furthermore, the government has other levers at their 
disposal making the probability of local currency debt 
default unlikely, such as seeking the assistance of 
multilateral organisations like the International  
Monetary Fund.

Fairtree: Our view is that the current focus on debt 
consolidation, led by a strategy of disciplined expenditure 
and a robust revenue outlook will keep the country on 
track to service its debt.   

Granate: Our view is that the probability of a government 
default is very low. South Africa doesn’t neatly fit into 
default scenario. The most common pre-requisite for 
government bond default is a large stock of foreign 
debt, large increasing budget deficits and large current 
account deficits, amongst other things. South Africa’s 
fiscal situation has improved since the COVID-lockdown 
and our current account has moved to a surplus situation. 
Furthermore, our debt is predominately issued in rands.

Truffle: We do not believe the SA government will default 
on its debt.

Prudential: This is difficult to analyse. We can observe 
the market is pricing in the highest probability of default 
in the 2000s. We can’t 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, a free-floating shock absorbing currency, and highly 
sophisticated local capital markets. There are very few 
historical examples of sovereign defaults that can be used 
as guidelines for thinking about how one might manifest 
in SA. It’s clear no SA asset will be left unscathed, given 
the interconnectedness of SA asset classes. As per above, 
the structural reform initiatives being undertaken will 
meaningfully reduce this if implemented successfully.

Ninety One: We view this probability as very low and 
highly unlikely to play out over the medium term. 

Anonymous: Over the medium term, we believe there is 
little chance of a default due to:

• Approximately 90% of government debt being rand 
denominated;

• The average weighted term to maturity of 
government debt being over 10 years (approximately 
12 years);

• An improved fiscal position.

We believe South Africa, from a longer-term perspective, 
will continue to deteriorate based on the lower growth 
outlook combined with the government’s poor track 
record of implementing policies that will be able to cut 
costs and drive growth.

Visio: Risk of SA government debt default remains low 
but highly dependent on structural reforms and fixing 
of the energy sector. If potential growth remains around 

1.5% for the next 5-10 years South Africa’s debt will 
continue to rise, ultimately resulting in foreign currency 
debt default.

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

Terebinth: The short answer is both. 

If we do the right things and there is significant room 
for a positive re-rating. The rand is undervalued in 
the absence of being an obviously investable country 
– we are clearly sub-investment grade, and ease of 
doing business is very poor. So, both foreign portfolio 
investment (FPI) and foreign direct investment (FDI) 
is low by global standards, especially considering the 
positive demographic and natural resource characteristics 
of the country. This explains the very high-risk premium 
attached to SAGBs, as well as the South African equity 
market trading at low multiples (i.e. screening as cheap) 
relative to EM peers.

On the flipside, if we continue to do the wrong things, 
it will result in the population becoming even more 
impoverished, further loss of tax-payers to emigration, 
further sovereign downgrades and weakening macro-
economic fundamentals. We have the eventual makings 
of a fiscal failure of some type, possibly being forced to 
request assistance from the International Monetary Fund 
(IMF).

Foord: Yes. There is always room for surprises – they 
are almost guaranteed. But, it is fair to say that the risk 
environment is currently more elevated than “normal” 
and so the possibilities for surprises are also higher. 
Opportunities in asset classes may present themselves 
from upside surprises in growth, consumption, policy, or 
negative events and sell-offs in asset classes. We need to 
prepare for opportunities in advance and execute when 
we get the opportunity. It is partly why we put a high 
premium of liquidity across the funds in recent years.

Anonymous: No view.

Sanlam Investment Management: In relation to financial 
market assets, yes. Emerging market (EM) assets (bonds 
and equities) are currently attractively valued versus 
developed market (DM) counterparts. Within EMs, SA 
assets are attractively valued. In relation to the economy, 
a key potential negative surprise is the underestimation 
of the risk associated with the Ukraine-Russian conflict, 
especially if it intensifies and broadens. If commodity 
prices remain buoyant over the next few years, it  
would likely lead to better-than-expected domestic  
GDP outcomes.
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Laurium: Positive surprises in the form of sustained high 
commodity prices and the reverse of commodity prices 
come off significantly.

Coronation Fixed Income: There is more room for 
positive surprises over the short term given the extended 
commodity price rally, however, over the longer term 
failure to deliver on reforms in a timely manner probably 
shift the needle towards more negative surprises.

Anchor: South Africa is riding its luck with a well-timed 
commodity boom. We think that this will continue 
for 2022 and possibly 2023. A premature end to the 
commodity boom will be a significant negative surprise. 
With regards positive surprises, the main surprise would 
be if the government is able to meaningfully implement 
sensible pro-growth policies that take hold.  

Prescient: For RSA yield assets there is room for positive 
surprises, given the general starting position being that 
of excess pessimism. If financial conditions remain well-
behaved even in the context of policy rate hikes and 
balance sheet reduction, this could catalyse renewed 
appetite for risk. More proximately, the global transition 
towards cleaner energy and emissions control will place a 
premium on those commodities which service the energy 
transition such as copper, platinum and palladium. South 
Africa is a core extractor and refiner of these commodities 
and continued price appreciation in these sectors is 
positive for mining revenues and ultimately for the fiscus.

Argon: No, the budget was largely neutral for risk assets.

Allan Gray: Global growth has slowed primarily due to 
successive waves of COVID-19 infection and by disruptions 
of the global supply chain. However, South Africa’s 
mining and agriculture sectors have continued to boom, 
contributing to a decent trade surplus. While this has been 
positive for economic recovery, there are concerns about 
the deterioration of state-owned entities, the sustainability 
of social welfare grants and potential unrest in the country 
amid an environment of global inflation and rising interest 
rates. Nevertheless, should our government adhere to the 
fiscal consolidation plan outlined during the recent budget 
speech and the vaccine rollout prevent further waves of 
serious COVID-19 infections, we are cautiously optimistic 
that growth may surprise on the upside.

Fairtree: Yes, investor and consumer confidence levels 
remain low, for good reason. We believe that the current 
external environment is very supportive of our economy. 
Decent global growth, further easing by China and 
high commodity prices are factors that may provide 
upside surprises. 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 low and financial 
activities are recovering strongly. Jobs are not coming 

back as fast as hoped, forcing the government to rely 
more heavily on the private sector. Economic reforms are 
progressing slowly. Local assets remain attractively valued 
relative to global assets.

Granate: The SA economy is operating at a very low base 
and there is room for positive surprises. If we can improve 
electricity supply, auction the new spectrum and get 
private investments into rail and ports infrastructure, we 
would have a higher and more sustainable growth path.

Truffle: The budget does not change our short-term 
earnings expectations meaningfully. In the short term, 
higher commodity prices which benefit the mining sector, 
which will also benefit the tax revenue base. This will 
increase the probability of the projected budget for next 
year being met or exceeded. The risk would be an earlier 
end to the commodity cycle, which would negatively 
impact the revenue line of the budget.

Prudential: Given the prolonged period of 
underperformance, there’s probably a fairly high chance of 
positive surprises. We already saw this in 2021 – despite a 
fairly challenging global backdrop on the pandemic front.

Ninety One: There is always room for both (positive 
and negative surprises).  At present, we remain fairly 
optimistic on the outlook for domestic asset classes, 
especially equities and bonds, despite a realistic outlook 
for more muted economic growth. We believe SA equities 
and bonds offer decent value and earnings growth 
expectations should continue to support returns on our 
share market. The primary concern at present relates to oil 
prices. Continued high oil prices could result in stagflation 
(high inflation and low growth) not only in SA but in 
key global economies. This outcome will have negative 
implications for most growth assets as well as bonds.

Anonymous: The outlook for growth in earnings from 
South African businesses is poor and is likely to come 
under more pressure as higher interest rates start to 
impact consumers in the years ahead. From a bond market 
perspective, we believe there is a possibility for less risk to 
be priced in.

Visio: There is near-term scope for positive surprises – 
nominal GDP in 2022/23 could be higher than projected in 
the budget, given still positive terms of trade (this implies 
a higher GDP deflator, which is supportive of nominal GDP 
growth). However, we remain concerned that expenditure 
will surprise on the upside in the later years. We are 
not convinced that the debt-to-GDP will consolidate at 
around 75% and remain of the view that this is a major 
longer-term risk, which can only be mitigated with the 
implementation of structural reforms.
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What advice or opinions do you have      
for investors or clients?

Terebinth: In our view, one will have to be more tactical 
while protecting portfolios to the downside. Knowing 
when to harvest returns and hedge risks will be rewarded 
in 2022. It is also a significantly important year for global 
elections, with mid-terms in the US and major regime 
changes potentially in the UK, France, and China. We 
also have an ongoing geopolitical risk in the Middle East 
and now in Russia/Eastern Europe also. Finally, inflation 
remains an issue and so managers that are good at 
diversifying risks – a macro approach to asset allocation – 

will likely do well.

Foord: Stay diversified and don’t position your 
investments for binary outcomes. Most importantly, don’t 
panic. Although the risk environment is elevated, which 
can be psychologically discomforting, it is at times like 
these that the best investment opportunities often present 

themselves.  We try to stay rational and fact driven. 

Anonymous: At this point in time, stay diversified. Wait for 
dislocations and act.  

Sanlam Investment Management: Investors are rewarded 
for taking on risk over the long term; over the short term 
markets overreact, which provides opportunities to add 
alpha and manage risk. We are entering a historic period 
of a new experiment to withdraw the massive amounts 
of liquidity introduced by central banks globally into the 
global economy (and feeding into financial markets) over 
the past two years. Volatility should increase, but one 
should not have zero exposure to risky assets. In times like 
these, you need a well-diversified portfolio which provides 
adequate growth with concomitant risk reduction. We 

believe these are provided in the funds we manage.

Laurium: SA government bonds are offering some of the 
best real returns in the world and warrant inclusion in 

multi-asset portfolios.

Coronation Fixed Income: Commodity prices have 
provided the fiscus with some breathing room over the 
short to medium term. However, the debt load remains 
large. The cost of funding is too high and the nominal 
growth rate too low.  SA needs real growth of 2.5-3% 
just to keep the debt load from increasing, which can 
only be achieved through speedy implementation of 
reforms. Global monetary policy normalisation and recent 
geopolitical tensions will keep volatility elevated, providing 
opportunities to construct portfolios with attractive return 
prospects. However, investors should be braced for a 
bumpy road ahead.

Anchor: We are positive on the short-term outlook for 
South Africa. Our long-term asset allocation continues to 
favour offshore assets, though for the short term, the trade 

is to be opportunistically invested in South Africa.

Prescient: On the yield asset side we would stress the 
value of remaining invested with a long-term orientation, 
maintaining a “facts first” disposition, and refraining from 
reacting to short-term news flow. Often, behavioural 
biases channel our emotions such that one rotates asset 
exposure at precisely the wrong time. Usually this takes 
the form of prematurely anchoring to cash during market 
downturns, which certainly addresses discomfort with 
volatility, but may be a poor decision in terms of securing 

one’s required long-term investment outcomes.

Argon: Stick with simple repeatable strategies run by long 

standing teams.

Allan Gray: Allan Gray does not provide financial 
advice, but we do believe in the merits of providing an 
independent investment opinion if it may add value to 
clients’ investment decisions. We believe that a portfolio 
that is well-diversified across currencies and asset classes 
limits the risk of permanent capital loss, but still maximises 

the probability of real returns.

Fairtree: In a global environment of high inflation, 
increasingly hawkish central banks, rising geopolitical 
tensions and supply chain disruptions, we believe volatility 
will remain elevated. While we remain constructive on 
risk assets in general, we have taken a more defensive 
stance within asset classes. It is key to be flexible, nimble, 
diversified, and to continue focusing on both supply and 

demand fundamentals.

Granate: We invest for the long term and do not believe in 
making large portfolio changes on the back of news flow 
unless the new information impacts the fundamentals of 
our investment thesis. The portfolios we build are multi-
scenario portfolios designed to deliver the returns our 
clients need while catering for a future we can’t predict.
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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.

Truffle: 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 continue to benefit in the 
short term from the positive global growth backdrop, 
which, despite the current events in Eastern Europe, 
is still positive for emerging market flows into SA and 
commodity prices. The fall in SA valuations enabled 
us to increase our allocation to domestically exposed 
companies which were trading at attractive prices. 
South Africa, however, still has a mountain to climb in 
terms of poverty, education, poor productivity growth 
and an increasing debt-to-GDP trajectory, even if it 
is at a slower rate than a year ago.  Hence, we think 
it is prudent to maintain a reasonable portion of our 
exposure to rand hedges, miners and offshore  
exposed companies.       

Prudential: We do not place a huge emphasis on 

the short-term noise and instead try 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 in global growth. Valuation signals are 
still degraded in this environment and must be taken 
care of to ensure proper risk control processes remain 
in place. However, 2021 was a year in which valuations 
started biting and we saw how strong SA asset returns 
can be when the conditions manifest – even in fairly 
challenged macroeconomic settings.

Ninety One: We strongly believe in portfolio 
diversification. It is important to have access to key 
growth assets such as global and local equities. We 
believe investors should be more selective going 
forward. Also, from a risk perspective, it will be  
good to invest in assets which could provide some 
protection against inflation and continue to surprise  
on the upside.

Anonymous: From the perspective of an SA investor, 

our view is to invest locally for yield and to look 
offshore for longer-term capital growth.
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