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HOUSEVIEW TACTICAL ASSET ALLOCATION 

We have brought the moderately overweight position of SA bonds to neutral, keeping our TAA at the SAA 

weights. 

Figure 1: Houseview Tactical Asset Allocation 

Asset Class -- - Neutral + ++ 
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Synopsis 

 

Here is our investment case for June: 

 

• We have moved our moderately overweight position in SA nominal bonds to neutral to manage the 

potential tail risk that the market is not pricing in. 

 

Market overview 

Market 

overview 

Heightened market sensitivity to economic data releases has led to increasing market volatility 

over the past few months. The month of April was tough for both equity and fixed-income markets 

as there were fears of delayed rate cuts due to a combination of higher-than-expected US 

inflation data and solid US private demand. The MSCI World Index fell by 3.7%, outperformed 

by the MSCI Emerging Markets Index which gained 0.5% in April, driven by a rebound in Chinese 

equities. The best performing DM equity market in April was UK equities, which gained on the 

back of strong resources performance and improved growth prospects. The MSCI Value Index 

also slightly outperformed the MSCI Growth Index over the same period. Rate-sensitive sectors 

such as small caps and real estate were impacted most by changes in the rate outlook, with both 

falling in the range 5%–7%. The WGBI Index also retreated by 2.6%. SA asset classes have 

done relatively well compared to their offshore peers. After a disappointing Q1 performance, the 

ALSI and ALBI indices were up by 3.0% and 1.4% respectively in April. In addition, the SA Listed 

Property Index was steady, losing only 0.6% over the same period. 

 

The Bloomberg Commodity Index returned 2.7% in April. The oil price was roughly flat, while 

most other commodities delivered a resilient performance. The USD gained 1.7% against other 

major currencies due to potential delays in rate cuts, but the ZAR still managed to appreciate 

against the USD by 0.5% on the back of strong commodity performance.  

 

Into the month of May, cooler US CPI data and abating geopolitical risk drove the recovery of 

risk assets, as the market increasingly priced in a soft-landing scenario with imminent rate cuts. 
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Equities and global real estate rallied by c.5% across the board. SA nominal bonds’ benchmark, 

the ALBI, increased by 2.4%, while the WGBI returned only 1.7%. The Bloomberg Commodity 

Index increased by 5.5% for the month to date as of 21 May. We saw strong commodity 

performance, except for oil, which fell by 5.7%. The USD also weakened by 1.5% against other 

major currencies as rate cut options were back on the table. The ZAR benefited from a 

combination of USD weakness, a strong commodity cycle and an optimistic election outcome, 

strengthening by 3.7% against the USD over the same period. 

 

Figure 2: Major market indices performance in local currency 

 
Source: Bloomberg 
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TAA overview – Adopting a neutral stance amid potential election-induced volatility 

SA 

bonds 

Moving to a neutral position in SA bonds amid election uncertainty 

 

From a valuation perspective, we still favour local nominal bonds. They remain attractive from a 

real-yield, implied-yield spread and hedged-yield perspective, despite local currency yields 

having come down for most emerging markets over the past month. 

 

Figure 3: SA 10-year nominal bond vs ILB real yield 

 
Source: Bloomberg 

 

Figure 4: SA 10-year nominal bond hedged-yield and hedged-yield spread 

 
Source: Bloomberg 

 

 

 

 

 

 

-0.06

-0.04

-0.02

0

0.02

0.04

0.06

0.08

0.1

Current 10 Year Inflation Linked Bond Yield Current 10 Year Nominal Bond Real Yield

-15.0%

-10.0%

-5.0%

0.0%

5.0%

10.0%

15.0%

Hedged Yield Spread Hedged Yield vs 10 Year US



Houseview Tactical Asset Allocation 23 May 2024 

 

 

  

 

5        Mentenova is an authorised financial services provider | FSP No. 43937. 

Figure 5: EM bond yields 

 

 
Source: Bloomberg, as at 17 May 2024 

 

From a tactical standpoint, had there been no election, we would have maintained our 

moderately overweight position in local nominal bonds. While markets will be swayed by 

economic data releases in the short term, there is more data suggesting that inflation will continue 

to cool in the coming months than otherwise. The USD should weaken if rate cuts take place 

earlier or are greater in quantum, which would be supportive of EM assets, on the back of a 

strong commodity cycle. The market has been pricing in a rather optimistic SA election outcome 

into May. Our base case is that we expect the ANC’s election result to be in the 45%–50% range, 

which means that the party may not need to form a coalition government; but if it does, it could 

approach smaller parties or independents. However, we cannot ignore the big tail risk, where 

ANC loses its majority and forms a coalition with opposition parties such as the EFF and MK. 

The probability of this happening is very low but its impact would be profound and would be 

viewed extremely negatively by the market. On the balance of risks, we have therefore decided 

to move to neutral positions for our TAA until the election overhang dissipates. 
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