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Market background

The longest government shutdown in US history ended in November, and its impact on the bond market was
significant. The prolonged disruption — lasting 43 days — constrained the flow of economic data, resulting in a sharp
swing in market expectations regarding a December US Federal Reserve (Fed) rate cut. In the first half of the month,
hawkish Fed minutes and better US economic activity data led the market to price in a low (25%) probability of a rate
cut, but this rebounded to around 80% by month-end, following dovish comments from some Fed members. US
Treasury yields fell further upon reports that Kevin Hassett had emerged as a leading contender for the next Fed chair.
A steepening of the Treasury yield curve ensued, as dovish expectations led to shorter-dated yields declining more
significantly than longer-dated maturities.

Elsewhere, the recently elected Prime Minister of Japan announced a larger-than-expected economic stimulus
package, which led to a sharp rise in yields across the curve. In the UK, gilts rallied on the back of positive
developments regarding the UK fiscal policy, but concerns remain over the potential inflationary impact of the budget.

The South African Reserve Bank (SARB) cut its key policy rate by 25 basis points (bps). This followed the Medium-Term
Budget Policy Statement, in which the government revised its revenue upwards, cut debt issuance, and officially
adopted a new inflation target of 3%, replacing the previous 3-6% band. The reforms were accompanied by a credit
rating upgrade from S&P to BB and a reinforcement of a positive outlook for the country. Local bond yields fell
meaningfully, with the 10-year yield moving toward 8.5% by month-end as foreign demand improved and real yields
remained compelling. Inflation remained contained, with headline CPIl inflation lower than expected at 3.6% year-on-
year. The nation also hosted a successful G20 summit. However, President Ramaphosa noted that it was regrettable
that the US declined to participate. The rand strengthened against the US dollar over the month, supported by the
improved sentiment.

Performance review

The portfolio outperformed its benchmark over the month.

Our overweight duration position in the long end of the yield curve aided performance, as yields in this segment
continued to fall further relative to yields in the short end of the curve. Listed property also continued to perform
well, while our credit exposure to specific names such as Transnet contributed notably to performance as spreads
tightened aggressively over the month.
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Outlook and strategy

South Africa has experienced a positive year, building on the already strong foundations laid in 2024. The discount
that had been baked in to the country’s asset prices has been priced out, and yields are at fairer levels.

Looking ahead, the remaining two bond auctions for the year may provide an opportunity to add attractive positions,
while a bond maturity in December is expected to generate a significant cash inflow. The coupon-paying season in
December and January sees bond issuance become net negative, whereas foreign inflows are expected to continue,
creating a favourable technical backdrop. Although we have taken some risk off the table, we remain constructive and
believe that yields could potentially move slightly lower from here. The news flow continues to be supportive, and
with the reforms taking place as part of Operation Vulindlela, we are starting to see signs of improved growth.

Duration

We have an overweight duration position and continue to view nominal bonds as our favoured asset class.

Curve positioning
We remain overweight in the long end of the yield curve as we continue to expect the yield curve to flatten.

Currency
Our option positions have significantly reduced our foreign exchange exposure to very low levels, and we have a
positive outlook for the rand heading into next year.

Property
We have added to our listed property exposure and retain conviction in the asset class as it continues its strong
recovery.

Linkers
While inflation-linked bonds have performed well at the long end of the curve, they have still underperformed
nominal bonds, which we favour as an asset class.

Credit
We hold an overweight position in investment-grade credit issuers, as we expect spreads to continue to grind tighter.
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