
grants would need to funded by permanent revenue 
streams, pencilling in a below inflation increase in public 
sector wages and maintaining their ‘tough love’ stance on 
SOEs), but execution risk clearly remains top of mind for 
investors. The future path of commodity prices is key to 
the outlook – any further unexpected revenue overruns 
should our key commodity export prices remain elevated 
would provide further welcome upside revenue surprises.

A�rming the National Treasury position and removing a 
material contingent risk to the outlook, the
Constitutional Court ruling upheld the government’s 
non-payment of the final year of the 2018 three-year 
wage settlement.

Following on from the 0.25% hike in interest rates in 
November last year, the SARB MPC continued their 
normalisation cycle by raising rates twice in the quarter 
from 3.75% to 4.25%, with a 0.25% hike at both the Janu-
ary and March meetings. Given the intensification in infla-
tion risks caused by the Russian related surge in energy 
prices, the SARB is now forecasting a near term breach of 
the inflation target in Q2 this year, with inflation expected 
to return to the mid-point of the target range again in the 
second quarter of next year. Reflecting the upward tilt in 
inflation risks, two of the five members of the Committee 
voted for a 50bps hike, in contrast to the January meet-
ing where a 50bps hike had not been a feature of the 
discussions. The temporary fuel price intervention 
announced at the end of March (primarily consisting of a 
reduction in the general fuel levy, funded by a R6bn sale 
of strategic oil reserves) does however slightly improve 
the inflation outlook, reducing the risk of a near term 
breach of the target range.

The SA fixed interest market experienced an eventful 
quarter, with yields rallying sharply into the budget 
announcement in February, then spiking significantly in 
early March as a number of factors led to indiscriminate 
selling across emerging market bond markets: acute 
risk-o� sentiment, a Russian bond implosion and default 
fears (with the Russian sovereign credit rating falling 
from a solid investment grade Baa3 rating to Ca within a 
matter of days), and surging oil and food price fears 
given the importance of Russia and Ukraine in these 
specific commodity markets. SA was no exception to this 
trend, with 10-year bond yields spiking from 9.82% at the 
end of February to 10.65% in the first few days of March, 
before reversing course and ending the quarter all the 
way back down at 9.95%, slightly above the 9.75% open-
ing level at the beginning of the year. The recovery in 
longer dated SA bond yields towards the end of March 
was particularly supported by the strong terms of trade 
backdrop given the elevated prices of SA’s commodity 
exports, implying further welcome revenue overruns for 
the SA fiscus in the near term. The shorter end of the 

yield curve spiked in a similar fashion early in the month, 
but only partially recovered as interest rate hike expecta-
tions became elevated in the wake of oil related pressures 
on the inflation outlook, as well as an exceptionally hawk-
ish shift in US Fed communication. The ALBI returned 
1.86% for the quarter, with longer dated yields (12+ matu-
rity) outperforming. The inflation linked bond market had 
mixed performance over the quarter – the 1-3 and 3-7 
year sectors outperformed with 2.5% and 3.0% returns 
respectively, but longer 7+ year maturity buckets deliv-
ered negative returns. High metal and coal prices o�set 
the surge in oil and allowed the SA terms of trade to 
remain highly favourable and supportive of the SA 
current account and the Rand. As a result, the Rand has 
interestingly assumed a safe-haven mantle in the current 
global context, strengthening by more than 5% against 
the US$ during March, and 9% year to date. 

Given the frenetic nature of the quarter and most recent 
month of March, The Laurium BCI Strategic Income Fund 
(A-class) has had a reasonable quarter, generating 0.85% 
relative to the STeFI cash benchmark of 1.01% (Source: 
Morningstar). We took advantage of the repricing of the 
shorter end of the curve to invest in fixed rate NCD instru-
ments out to 3 years to lock in attractive rates, as well 
selective corporate bonds (3 year maturities) to further 
enhance the yield of the portfolio.
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Early in the month, the invasion of Ukraine by Russia 
sparked massive volatility in the prices of commodities, 
equities and bonds. A few examples: in energy markets, 
Brent crude traded to a peak of over $130/bl (now $108) 
and coal to over $450/t (now $260). In metals, palladium 
peaked at $3400/oz (now $2260) while nickel was 
quoted at over $48000/t (now $32000). NATO and 
AUKUS-aligned sanctions against Russia forced a rapid 
and continued recalibration of demand for commodities, 
and reduced forecasts for economic growth. 

Global fixed income markets experienced a tumultuous 
first quarter of the year, with surging inflation pressures 
prompting a significant policy pivot from central banks 
across the globe. These pressures were acutely evident in 
the US, where CPI inflation soared to 7.9% in February, 
and upside risks to the outlook heightened even further 
on the back of high energy prices, exacerbated by the 
Russian invasion of Ukraine. These additional inflation 
risks, at a time when pressures were already intense, have 
spurred the Fed to signal a more rapid reduction in mon-
etary stimulus, raising rates an initial 25bps at their March 
meeting, but signalling substantial further increases this 
year and next, with policy rates anticipated to return to, 
and above, neutral levels within a relatively short time 
frame. Balance sheet reduction is also anticipated to 
start sooner than previously expected, and at a faster 
pace than the previous cycle. These dynamics resulted in 

a sharp move higher in the shorterend of the US yield 
curve, with 2-year yields rising a significant 160bps over 
the quarter to 2.33%. Long dated yields also shifted more 
than 80bps higher in the quarter to 2.34%. This rapid 
flattening of the yield curve (with the current spread 
between the 2-year and 10-year bond yields close to 
inverting) is raising concerns over a rising probability of 
near-term recession risks in the US.  

Domestically, a key event in the quarter was the Budget 
address in February, which was largely in line with market 
expectations. Further welcome revenue overruns (bol-
stered by stronger tax receipts given elevated commodi-
ty export prices) were apportioned to both expenditure 
increases (via the extension of the special Covid social 
grant as well as further allocations to health and higher 
education) and fiscal consolidation. Forecast fiscal met-
rics improved once again relative to last year’s medium 
term budget policy statement. A primary surplus is now 
expected to be achieved by 2023/24 which leads to debt 
to GDP now forecast to peak a year earlier than expect-
ed, at 75.1%, in 2024/25. Key uncertainties remain in 
relation to the expenditure outlook – further social grant 
extension (or the introduction of a larger basic income 
grant); the outlook for the public sector wage bill and 
potential further support for SOEs are the key risks in this 
regard. National Treasury retained a disciplined tone on 
all of these (explicitly stating that any increase in social 

An uneasy calm settled over markets towards the end of March, bringing an end to a volatile, frenetic 
and nervous first quarter of 2022.



LAURIUM BCI STRATEGIC INCOME FUND Quarterly Commentary | March 2022

grants would need to funded by permanent revenue 
streams, pencilling in a below inflation increase in public 
sector wages and maintaining their ‘tough love’ stance on 
SOEs), but execution risk clearly remains top of mind for 
investors. The future path of commodity prices is key to 
the outlook – any further unexpected revenue overruns 
should our key commodity export prices remain elevated 
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ary and March meetings. Given the intensification in infla-
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inflation risks, two of the five members of the Committee 
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early March as a number of factors led to indiscriminate 
selling across emerging market bond markets: acute 
risk-o� sentiment, a Russian bond implosion and default 
fears (with the Russian sovereign credit rating falling 
from a solid investment grade Baa3 rating to Ca within a 
matter of days), and surging oil and food price fears 
given the importance of Russia and Ukraine in these 
specific commodity markets. SA was no exception to this 
trend, with 10-year bond yields spiking from 9.82% at the 
end of February to 10.65% in the first few days of March, 
before reversing course and ending the quarter all the 
way back down at 9.95%, slightly above the 9.75% open-
ing level at the beginning of the year. The recovery in 
longer dated SA bond yields towards the end of March 
was particularly supported by the strong terms of trade 
backdrop given the elevated prices of SA’s commodity 
exports, implying further welcome revenue overruns for 
the SA fiscus in the near term. The shorter end of the 
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but only partially recovered as interest rate hike expecta-
tions became elevated in the wake of oil related pressures 
on the inflation outlook, as well as an exceptionally hawk-
ish shift in US Fed communication. The ALBI returned 
1.86% for the quarter, with longer dated yields (12+ matu-
rity) outperforming. The inflation linked bond market had 
mixed performance over the quarter – the 1-3 and 3-7 
year sectors outperformed with 2.5% and 3.0% returns 
respectively, but longer 7+ year maturity buckets deliv-
ered negative returns. High metal and coal prices o�set 
the surge in oil and allowed the SA terms of trade to 
remain highly favourable and supportive of the SA 
current account and the Rand. As a result, the Rand has 
interestingly assumed a safe-haven mantle in the current 
global context, strengthening by more than 5% against 
the US$ during March, and 9% year to date. 

Given the frenetic nature of the quarter and most recent 
month of March, The Laurium BCI Strategic Income Fund 
(A-class) has had a reasonable quarter, generating 0.85% 
relative to the STeFI cash benchmark of 1.01% (Source: 
Morningstar). We took advantage of the repricing of the 
shorter end of the curve to invest in fixed rate NCD instru-
ments out to 3 years to lock in attractive rates, as well 
selective corporate bonds (3 year maturities) to further 
enhance the yield of the portfolio.
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FUND BENCHMARK 
(110% of STeFI call)

* Performance declaration for Laurium BCI Strategic Income Fund 
  (Class S)

 

Annualised return since inception

Cumulative return since inception

Rolling 12 months

Highest rolling 1-year return (since inception)

Lowest rolling 1-year return (since inception)

Fund inception date 7 November 2014

+7.4% 

+69.5% 

+5.6% 

+9.3% 

+6.4% 

+5.3% 

+15.7% 

+3.9% 
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