Discovery

Discovery Money Market
30 September 2025

Market context

The US Treasury market posted a positive return as yields ended another volatile quarter lower — particularly in the
front end of the curve. Despite beginning on a resilient note, economic data pointed to a weaker labour market.
Inflation was more benign than expected, with trade tariffs failing to push up prices as feared. All of this drove the US
Federal Reserve (Fed) to resume its rate-cutting cycle with a 25 basis point (bps) cut in September. The Fed also
signalled that future rate decisions will focus on downside risks facing the labour market; as of quarter-end, the
market was pricing in just under two more rate cuts this year.

In South Africa, domestic bonds continued to find favour with global investors, driven by higher real yields, particularly
in the context of easing US monetary policy and subdued domestic inflation. South Africa’s 10-year government bond
yield closed the quarter significantly lower at 9.17%.

In terms of economic data, Q2 GDP grew by 0.8% quarter-on-quarter, beating expectations of 0.5% and marking the
strongest quarterly expansion in two years. Inflation remained contained, with headline CPI surprising both us and the
market declining to 3.3% in August vs market expectations of 3.6%. The move lower was driven mostly by lower food
prices. Core inflation ticked slightly higher to 3.1%, but in-line with our expectations. Against this backdrop, the South
African Reserve Bank (SARB) kept the repo rate unchanged at 7% in September, following a 25bps cut in July. The
decision reflected a delicate balance between anchoring inflation expectations at lower levels and supporting growth.
The SARB projected a near-term peak in inflation, with CPI expected to average 3.4% in 2025 and 3.6% in 2026, before
easing back to 3% in 2027. Meanwhile, policymakers raised their 2025 growth forecast to 1.2% (from 0.9%) but
acknowledged ongoing risks from export headwinds tied to US tariffs.

On the trade front, negotiations with Washington over the 30% tariff hike continued, with the Trump administration
signalling tentative support for a one-year extension of the African Growth and Opportunity Act, providing a potential
lifeline for South African exporters against the backdrop of a more challenging external environment.

Meanwhile, the rand continued its strong run, strengthening to around R17.27/USD at quarter-end, supported by
dollar weakness and higher gold and platinum prices.

Performance review

The Fund outperformed the benchmark over the quarter.

The one-year fixed-rate negotiable certificates of deposit (NCDs) rallied over the quarter, with rates dropping by 16bps
to 7.50% at the end of September from 7.66% in June. The market rallied aggressively towards the end of the quarter
in anticipation of a rate cut, but this was retraced somewhat with the SARB holding interest rates steady.
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Outlook

The domestic fixed income landscape continues to improve despite a concerning global backdrop, which has been
complicated by the shutdown of the US government following the end of the quarter and associated uncertainty over
the US monetary policy outlook.

We remain constructive in our outlook for the rest of the year, with factors such as the potential of South Africa
coming off the Financial Action Task Force’s (FATF’s) grey list and positive local budget developments, with a potential
reduction in issuance supporting improving dynamics. We believe that there is room for the SARB to cut interest rates
further from here, with the timing dependant on global developments. The market however is already expecting the
SARB to deliver another 50bps in rate cuts to take the repo down to 6.5% by the end of next year.
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