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The Counterpoint SCI Enhanced Income Fund returned 2.5% for the quarter, outperforming its
benchmark, the Short-Term Fixed Interest (STeFI) Composite Rate, which returned 1.0%. The
Fund’s performance placed in the top quartile of the ASISA peer group category for the quarter.
The Fund’s net return over 12 months is 7.3% versus the STeFI Composite return of 3.8% and
a trailing CPI inflation rate of 5.5%. Increasingly, the Fund is incorporating more innovative
strategies to outperform inflation, as short-term interest rates remain low relative to history.

Market Review and Portfolio Action
Global fixed income markets are being recalibrated to reflect the prospect of tighter monetary
policy. The US Federal Reserve has committed to reduce its extensive bond buying programme
over the next six months, and market-implied odds point towards more than one Fed Funds
interest rate hike during 2022. US 10-year Treasury yields have begun to climb as a result, from
a low of 1.2% in Q3’21 to above 1.7% currently.
CPI inflation rates are rising globally, reaching a 39-year high in the US during December.
Accumulating inflation risk and speculation over higher US interest rates has thus led many
emerging markets to enter a pre-emptive hiking cycle. The South African Reserve Bank’s
Monetary Policy Committee (MPC) increased the repo rate by 25 bps, to 3.75%. The hike came
despite local inflation remaining within the MPC’s targeted range of 3% to 6% over the forecast
horizon. The rand weakened during the quarter but outperformed its emerging market peers
against the US dollar.
The local bond market selloff was also relatively contained in Q4’21, possibly supported by
what we believe are comparably cheap valuations. While we have historically maintained an
underweight exposure to government bonds in the Fund, the current valuation of long-dated
bonds warrants a higher weighting. South African CPI inflation expectations are below 6%, which
implies a real yield of more than 4% on offer at the ‘long end’ of the bond curve. As such, we
continue to opportunistically switch out of shorter-dated government bonds into longer-dated
bonds, where expected capital gains adequately compensate us for the moderately higher
volatility.
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Top 10 Holdings (%)
RSA Govt Bond R2040

9.0

RSA Govt Bond R2044

7.1

RSA Govt Bond R214

4.3

Sasol Financing Limited FRN

3.6

Nedbank FRN

2.6

Momentum Metropolitan Life
Limited FRN

2.3

RSA Govt Bond R2030

2.2

RSA Govt Bond R213

2.0

Redefine Property FRN

1.9

RSA Govt Bond R2032

1.9

Total

While we favour valuations on the long end of the bond yield curve, we remain sensitive
to South Africa’s weak economic growth outlook, perpetuated by a reduction in Chinese
growth expectations. As such, we continue to diversify our long-dated bond exposure with
a sizable, low duration, floating rate note weighting in the Fund. Against this backdrop, the
Fund continues to be a valuable investment proposition to clients given that South African
fixed-interest assets are attractively priced both in absolute terms as well as compared to the
relatively benign inflation outlook. These local assets are trading at attractive levels which
provide a good starting point and support the forward-looking return prospects of the Fund.

Daniel King
Portfolio Manager

36.8

Asset Allocation (%)
SA FRN

55.5

SA Bonds

40.0

SA Cash

2.0

SA Preference Share

1.5

SA Other

1.0

Total

100.0
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Disclaimer
Counterpoint Boutique (Pty) Ltd accepts no liability of any sort resulting from reliance being placed upon information
contained in this document by any person. Whilst every effort is made to represent accurate financial and technical
information on an ongoing basis, inadvertent errors and typographical inaccuracies may occur. Information, laws, rules
and regulations may also change from time to time. Information contained is therefore made available without any
express or implied representation or warranty whatsoever, and Counterpoint Boutique (Pty) Ltd disclaims liability for any
expenses incurred, or any damage, claims or costs sustained by users arising from the reliance being placed on the use
of services or any information or representations contained in this document. The materials contained on these pages are
provided for general information purposes only. We accept no responsibility for any loss or damage which may arise from
reliance on information contained in these pages.
The document should not be seen as an offer to purchase any specific product and is not to be construed as advice
or guidance in any form whatsoever. Investors are encouraged to obtain independent professional investment advice
before investing. Investors should be aware that investing in a financial product entails a level of risk which depends on
the nature of the investment. The merits of any investment should be considered together with the investor’s specific risk
profile and investment objectives. Collective Investment Schemes are generally long term investments. Counterpoint
Boutique (Pty) Ltd does not provide any guarantee, either with respect to the capital or the return of a portfolio. Past
performance is not necessarily a guide to future performance. Fluctuations in exchange rates and underlying investments
may cause the value of international investments or underlying investments, if included in the mandate, to go up or down.
Illustrations are not guaranteed but are for illustrative purposes only. Counterpoint Boutique Pty (Ltd) is an Authorised
Financial Service Provider (FSP44508).
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