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The third quarter of 2022 continued to be dominated by developed market central bank hawkishness, with 
the market repricing expectations for the Fed terminal rate (where rate hikes are expected to peak in this 
cycle) up by a full 1% over the quarter, to 4.5%. For global bond investors, focus remains on the persistence 
and upside risks to the inflation outlook, with global central banks poised to continue frontloading interest 
rate hikes until it becomes clear that inflation is likely to fall meaningfully back towards policymaker target 
levels. 

 . Following a 75bps hike at both of their June and July 
meetings, the Fed followed up with another outsized 
75bps in September. The pace of the current hiking cycle 
has been extraordinary, with the Fed raising rates by a 
full 3% since their March meeting, in an attempt to stress 
their firm commitment to tame inflationary pressures and 
anchor inflation expectations. After peaking at 9.1% yoy 
in June, US headline inflation has fallen to 8.3%, but core 
inflation has surprised significantly to the upside. Fore-
cast risk for the inflation outlook is significant, and a still 
tight labour market complicates the outlook further. 
Fortunately, falling global oil and food prices, together 
with a material easing in supply chain pressures o�er 
signs of hope, but the dominance of US shelter in the 
core CPI basket (comprising around a third of the basket 
and continuing to accelerate at very high rates of infla-
tion) is keeping US core inflation at very elevated levels. 
US bond yields reflected these concerns, with US 2-year 
yields rising 133bps over the quarter to 4.28%, and 
10-year bonds 82bps to 3.83%. The Bloomberg US Trea-
sury Index returned -4.85% for the quarter, bringing year 
to date returns on “risk free” US sovereign debt to -13.1%. 

The FOMC’s new ‘dot’ plot (sta� forecasts at their 

September meeting) showed median expectations for 
the fed funds rate raised in 2022 and 2023, peaking at 
4.63%, with the policy path indicating front-loaded rate 
hikes. 2023 forecasts showed lower growth and higher 
unemployment than in June’s dot plot, pointing to a 
period ahead of rapidly slowing economic growth and 
likely associated financial market instability. The ECB and 
BOE joined the Fed in frontloading rate hikes over the 
quarter, with high inflation remaining at the epicentre of 
central bank priorities.

Fuelled by yield support and its safe haven status, the US 
Dollar strengthened further. It gained 6.95% against the 
Euro, 9.02% against the GBP, and 6.67% against the Yen 
(despite intervention by the Bank of Japan) for the 
period. Currency shifts of this magnitude e�ectively 
“exported” the monetary stance of the US into its trading 
partners. In economies where underlying growth and 
health has not been as robust as the US, this e�ect has 
been un-welcome and painful (and is likely not yet over, 
unless the US Fed relaxes its stance soon). 

An example of this market stress became apparent late in 
September in the UK where ill-judged fiscal policy 

caused UK bonds and UK shorter-dated gilts to weaken 
suddenly. The sharp move in supposedly “risk-free” 
assets like UK gilts required intervention from the Bank 
Of England to support the yield curve and the Pound and 
to avoid further systemic stress within the UK financial 
industry.

Fears around softness in Chinese growth weighed on 
market concerns with renewed Covid restrictions and 
sustained zero Covid policy continuing to result in 
growth downgrades for 2022. Policy support has been 
forthcoming, but insu�cient to significantly re-set the 
growth outlook.

Domestically, loadshedding by Eskom took centre stage 
again, intensifying to burdensome Stage 6 power cuts 
and dragging down sentiment and confidence. A signifi-
cant development in the quarter was the bold address by 
President Ramaphosa on energy sector reform, outlining 
wide-ranging actions and proposals to address energy 
issues. Successful execution is however key, and imple-
mented solutions will take some time to bear fruit. 

SA CPI for August was in line with consensus at 7.6% yoy, 
from 7.8% in July and. Core CPI eased to 4.4% yoy from 
4.6%. Goods inflation fell sharply to 10.9% yoy from 11.5% 
in July, signalling that CPI may have indeed passed the 
cycle peak.  
  
The South African Reserve Bank (SARB) continued with 
the front loading of their interest rate normalisation, 
hiking by 75bps at their September meeting, following 
the recent 75bps rise at the July meeting. These hikes are 
large relative to their usual increments but are influenced 
by the SARB’s desire to move the repo rate from the 
exceptional post Covid low level to at least their view of 
a neutral level given the backdrop of above target infla-
tion (which has thus far been driven predominantly by 
the global oil and food price spikes experienced earlier 
this year). 

Despite the welcome development of both spot crude oil 
and global food prices falling back to levels that 
prevailed prior to Russia’s actions in Ukraine (which 
bodes well for forward looking inflation), a number of 
factors are keeping interest rate risks on the upside. More 
aggressive DM central bank tightening, a weaker Rand, 
and the unexpected swing in the current account to a 
deficit in Q2-2022 will all weigh on the minds of MPC 
members, o�setting the positive readthrough from 
weaker oil and food prices. The MPC closely monitors 
inflation expectations and is determined to proactively 
demonstrate their inflation targeting credibility to keep 
expectations anchored and reduce risks of any wage 
inflation spiral from building momentum. The speed and 
magnitude of DM central bank tightening will also have a 
critical influence on domestic rate normalisation, with the 

MPC remaining cautious and continuing to raise the 
policy rate until they have confidence inflation is on a 
clearer trajectory to falling back below the 6% upper 
level of the inflation target range, and on the way back to 
the 4.5% mid-point. This reinforcement of central bank 
credibility is an important supportive factor for long 
bond valuations given heightened global risks. 

These upside risks to the interest rate outlook continued 
to exert pressure on the short end of the SA yield curve, 
with the 2026 maturity R186 government bond yield 
rising 60bps over the quarter to 9.45% (with a peak at 
just above 9.50% in July). We view yields in the 0 to 5 
year area of the curve as significantly overpricing the 
near term interest rate cycle and have continued to build 
positions to various maturities at these attractive levels 
over the quarter.

South African yields experienced a tumultuous quarter, in 
line with weakness experienced across global bond mar-
kets. The SA All Bond Index returned -0.04% for the 
quarter, with the 1-3 year sector returning +0.56%; 3-7 
year +0.04%; 7-12 year +0.10% and 12+ sector underper-
forming at -0.17%. Global risk appetite fell sharply in July 
with weakness seen across all risky asset classes – 
reflected in the highest domestic bond outflow this year 
from non-residents at R16.6bn for the month.

We took advantage of this by increasing bond exposure 
over the quarter – with longer dated bond yields trading 
between 11% and 12% at times, a real yield of 7%+ 
provides a very compelling investment opportunity. 
Shorter dated bonds and NCDs also o�ered very attrac-
tive levels and we have used bond market weakness to 
continue to build selective exposure across the curve 
within our duration risk budget parameters.
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Schemes Control Act, No 45 of 2002 and is a full member of the Association for Savings and Investment SA.  A portfolio that derives its income primarily from interest-bearing 
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Access the BCI Privacy Policy and the BCI Terms and Conditions on the BCI website (www.bcis.co.za).

FUND BENCHMARK 
(110% of STeFI call)

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

 

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

+7.3% 

+74.2% 

+4.9% 

+8.8% 

+3.9% 

+6.9% 

+69.8% 

+5.0% 

Quarterly Commentary | September 2022LAURIUM BCI STRATEGIC INCOME FUND


