
Straight Talking. Curved Thinking.

October proved to be another macro-driven month for inves-
tors. Newsflow highlights on the international pages included 
progress on Brexit (although the final UK parliamentary 
hurdle remains in place after pending elections), ongoing 
US-China trade negotiations amid slowing US economic 
growth, and political tensions around Hong Kong, Turkey and 
Syria. Economic data was generally unsurprising, being softer 
(but still positive) growth in the US and China, and weak 
indicators from within the EU and the UK. At the end of the 
month the US Federal Reserve again cut interest rates by 
25bps, as expected, helping global equity markets push 
higher, while keeping bond yields in check.

There was intense focus on SA domestic policy. The MTBPS 
was significantly worse than the market had expected. Whilst 
the near term forecasts were in line with expectations (with a 
significant shortfall in revenue collections this year well 
flagged), and the growth and inflation projections over the 
forecast period were anticipated to be revised lower, the big 
surprise came in the lack of effort to reduce the government 
expenditure forecast in order to maintain a focus on fiscal 
consolidation. The main budget deficit forecasts are therefore 
woeful, at 6.2% for FY19/20 (relative to 4.5% forecast in the 
Budget in February), and 6.8% and 6.5% for the following two 
years. This results in no debt stabilisation, as well as no 
path laid out to achieve such stabilisation, which was 
unanticipated. 

The twist to this tale however was the message sent by both 
the Minister in his speech, as well as Treasury officials in 
post MTBPS discussions, that these forecasts are not final 
numbers, but paint a worst case scenario of the outlook 
should there be no political will to make the necessary budget 
cuts (akin to the disastrous Gigaba led 2017 MTBPS). The sting 
in the tail is that the Treasury concede that significant 
expenditure cuts to infrastructure, as well as goods and 
services budgets will not alone be able to correct the course, 

Market Commentary  |  October 2019

with the area that most urgently needs to be targeted to save 
costs being the public sector wage bill (which has seen 
significant, materially above inflation increases since 2006), 
representing an unsustainable burden on the public purse. 
Given the power of the unions in this sector, these will clearly 
not be easy costs to reduce.

Surprisingly, there was no resolution to the anticipated 
Eskom debt restructuring plan, with National Treasury 
stating that this discussion has been postponed until Eskom 
make headway in restructuring their business and show 
concrete step in reducing costs and realising operational 
efficiencies. It does seem that a transfer of some Eskom debt 
onto the government balance sheet remains a likely option, 
but decisions around this have been delayed to the future. 
This follows the release of the Eskom policy paper by the 
Minister of Public Enterprises on the previous day which 
reaffirmed the plan to restructure Eskom into three entities, 
together with an associated timeline, but little new further 
information. 

Moodys kept SA’s rating at investment grade level, but 
adjusted the outlook to negative at their 1 November rating 
update. The negative outlook reflects their concerns that 
SA will not find sufficient political will to implement the 
necessary structural reforms to lift growth (with current 
plans likely to be largely ineffective in achieving the necessary 
lift in the growth outlook), and their view that the MTBPS 
doesn’t represent a developed, credible fiscal strategy. Whilst 
this outcome would have been expected post the lack of 
fiscal effort applied in the MTBPS, the adjustments the rating 
agency made to their rating (on both the fiscal strength and 
political risk metrics) imply that unless the February 2020 
budget outlines material changes to the fiscal trajectory, a 
downgrade to sub investment grade could follow quite 
rapidly. 

ASSET CLASS PERFORMANCE  

The Tantalum funds performed in line with expectations under this choppy scenario, delivering returns of 2.73% for the 
Tantalum Equity Fund, 1.78% for the Tantalum Balanced Fund (local only), 1.63% for the Sanlam Select Managed Fund and 
0.41% for the Tantalum BCI Strategic Income Fund. This was against returns for the JSE Capped Swix return of 3.64%, the SA All 
Bond index return of -0.35%, and the MSCI World index return of 2.76% (in US$).

On the equity side, major contributors to performance in the month included Northam Platinum, Anglo American, Sasol, and 
Anglogold. Detractors from performance were British American Tobacco, Naspers, Reckitt Benckeiser and Prosus. Looking 
ahead, the deterioration in SA fiscal health remains a key focus area. Until the two major factions within the ANC (labour/
communist/populists on the one hand, and market-oriented pragmatists on the other) can make some kind of Grand Bargain 
that allows essential policy changes to be adopted, it is unlikely that key challenges will be quickly addressed. These key 
challenges are 1) a bloated civil service enjoying salary growth well ahead of nominal GDP, 2) ideologically-inspired rhetoric 
sapping investor and corporate confidence (NHI structure, land reform measures, migration/visa regulation), and 3) limited 
visible progress on dealing with embedded corruption in the state procurement sector. In addition, curtailment of losses at SAA, 
SABC, Denel and Eskom requires urgent action.

In the absence of immediate progress on these challenges, it is likely that SA equities will continue to languish amidst low 
growth. Nevetheless, we have seen a growing number of stocks offering very good long-term value to the buyer, and have been 
adding with discipline.

On the bond side, a risk premium in the bond curve will continue to be required unless concrete evidence of traction in 
economic growth plans, together with a firm fiscal consolidation plan become evident. The SARB is likely to remain cautious 
given heightened fiscal (and ratings risks), despite lower growth and soft inflation, as they will remain concerned about the 
vulnerability of the rand (and thus upside risks to the inflation outlook) in the coming months.

Fortunately, the global backdrop remains a friendly one for emerging market risk appetite, limiting the market fallout from the 
deterioration in the fiscal outlook for now. Both the rand and bond markets reacted negatively to the MTBPS (with the Rand 
weakening to above R15 to the dollar, and bonds selling off around 40bp across the curve), but remaining contained within their 
2019 trading ranges. As expected, the Fed cut rates by 25bp at the October FOMC meeting, sending the message that they are 
likely to remain on hold for now (i.e. the final step in their 75bp mid-cycle adjustment), unless their outlook for the economy 
changes materially. The bar for both rate cuts as well as hikes seems reasonably high, with accommodative monetary policy 
expected to continue to support markets in the near term.

We have trimmed portfolio duration materially during the course of this year into the strength provided by the global bond yield 
rally. Given the heightened risks leading up the Budget next February, we feel nominal bonds should be held primarily 
with a yield objective as capital gains may be difficult without concrete signs of policy traction or union compromise. We are 
comfortable with a conservative nominal bond duration given this view, as positioning allows the portfolio to benefit from 
higher yields at the longer end of the curve, an area which is also likely to see outsized gains should there indeed be positive 
news on the policy or fiscal front. The majority of the portfolio is invested in the shorter end of the curve, mainly out to 3 years, 
as we find credit spreads on offer for longer tenors to be unattractive. We also find value in the inflation linked bond curve – 
although longer dated linkers are expensive (with break evens above 6%), shorter dated linkers offer attractive real yields 
(above 3%) and break even inflation to the nominal curve of 4.5% or below, making them attractive investments in the fixed 
income universe. 

We are excited to announce our own branded high equity unit trust, the Tantalum BCI Balanced Fund, launching on the 1 
November 2019. You will be aware that we have been managing an identical unit trust mandate, under the Sanlam Select 
banner, since February 2014. We are extremely proud of our highly successful performance track record under this mandate, 
since inception of the fund, and over almost all time periods. In every respect, the fund management process and philosophy 
behind the Tantalum BCI Balanced Fund will be identical to that of the Sanlam Select Managed fund which we have been 
managing.

FUND  OCT ‘19 RETURN ROLLING 12MTH RETURN
Tantalum BCI Strategic Income Fund

Tantalum IDS MNC Retail Hedge Fund

Tantalum Absolute Return Fund

Tantalum Balanced Fund

Sanlam Select Managed Fund

Tantalum Equity Fund
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1.1%

0.4%

1.4%

1.8%

1.6%

2.7%

8.4%

4.2%

8.7%

8.7%

9.0%

7.0%

* All performance numbers are estimates until final approval by administrator

PPS Stable Growth Fund 1.4% 8.2%


