
 

 

 
 

 

 

 

 

 

BACKGROUND 

Liquidity problems in the bond market are always a cause for concern as this impacts the efficient 
functioning of the bond market during the process of capital allocation in the economy. Therefore, it is an 
expected role of the South African Reserve Bank (SARB) as other central banks to intervene in the domestic 
interest rates markets when challenges such as liquidity persists. We therefore saw the SARB intervene in 
March of this year by announcing its bond buying programme in the secondary market to provide liquidity 
after it became apparent that the domestic bond market was experiencing liquidity problems during the 
period leading to Moody’s downgrade and the Covid-19 global pandemic. The central banks’ involvement 
in the market through asset purchase programmes such as quantitative easing (QE) is a familiar 
phenomenon. However, as SARB would want us to believe the reason for the SARB’s involvement was 
specific and limited to the provision of liquidity in the secondary market only and therefore more aimed at 
shoring up confidence as opposed to providing significant liquidity.  
 
The SARB  has bought R1 billion in March, R11 billion in April, R10 billion worth of government bonds in May 
and  R5 billion in June- to put this in context the total average daily value traded in the secondary market 
including repos is more than R90 billion using the JSE’s May 2020 figures. 
  
HOW DID WE GET HERE? - THE SOUTH AFRICAN RESERVE BANK INTERVENTION IN THE BOND MARKET 
AND ITS IMPACT THUS FAR  

Covid-19 started to spread across the world at a rapid pace and the World Health Organisation (WHO) 
decided around early March 2020 to declare the virus a global pandemic. The South African government 
announced a lockdown which would start on the 27th March 2020, the same day as the Moody’s date of 
announcement of South Africa’s sovereign downgrade to sub-investment grade. Soon thereafter, the risk-
off sentiment prevailed sending South African bonds into free fall like other worst hit emerging markets as 
global investor preference favoured safe havens.  
 
The bond market began to experience liquidity problems and, as a result the bid-offer spreads widened 
significantly which bears testimony to the liquidity challenges in the bond market. This prompted the SARB to 
intervene by announcing that the central bank would buy bonds in the secondary market in order to provide 
liquidity. The SARB did not give details of how they would approach their bond purchases nor did the SARB 
give any indication of the amounts and the period the Bank would start and finish the bond buying 
programme.  
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THE BEHAVIOUR OF THE SA NOMINAL BOND YIELDS SINCE THEN 

  

 

 

 

 

 

 

 

 

Nominal bond yields rose an 
average 122 basis points in 
March. The benchmark R186 
closed at 9.86%. The general 
global risk-off sentiment and the 
elevated risk of an imminent 
Moody’s downgrade combined 
with the Covid-19 pandemic 
lockdown expectations drove 
yields significantly high. However, 
the SARB’s 100 basis points 
surprise cut of the Repo rate led 
to the rally of the short-end of the 
nominal bond yield curve and a 
significant sell-off in the medium 
to long-term bonds. 

 

 

In April however, nominal bond 
yields fell an average 54 basis 
points with the benchmark R186 
closing at 8.44%. The yield curve 
steepened in the process, with 
the short to medium-dated 
maturities outperforming the long-
end and ultra-long-end of the 
curve. The risk of a Covid-19 
driven recession forced global 
central banks to further ease 
monetary policy and the SARB 
cut the Repo rate by another 100 
basis points and continued the 
bond purchases in the secondary 
market to minimise the impact in 
the economy and financial 
markets. In addition, the South 
African government also 
announced a fiscal stimulus 
package to the tune of R500 
billion to counter the impact of 
Covid-19 in the domestic 
economy. The SARB’s action to 
cut the Repo rate resulted in a 
rally of the short to medium 
dated bond maturities, however 
concerns related to fiscal 
sustainability kept the long-end 
bond yields elevated resulting in 
a steepened bond yield curve. 
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In May nominal bond yields fell an 
average 85 basis points across 
the curve with the benchmark 
R186 closing at 7.64%. The yield 
curve flattened in the process, 
with the short to medium-dated 
maturities underperforming the 
long-end and ultra-long-end of 
the curve. The risk of a Covid-19 
driven recession forced global 
central banks and the SARB to 
ease monetary policy further by 
cutting the Repo rate by another 
50 basis points and further 
continue the bond purchases in 
the secondary market to minimise 
the impact in the economy and 
financial markets. May was a 
global risk-on month as the US 
started to open its economy and 
announced the lifting of 
lockdown restrictions. EM assets 
were buoyed by the global 
central bank actions and the 
SARB’s actions drove the bond 
rally, driving yields lower and the 
bond curve flatter. The central 
bank decisive actions and 
government stimulus packages 
contributed to risk-on 
environment.

Nominal bond yields rose an average 27 basis points across the curve In June. The benchmark R186 closed 
at 7.68%. The yield curve steepened in the process, with the short to medium-dated maturities outperforming 
the long-end and ultra-long-end of the curve. The fears of a Covid-19 second wave after a spike in new 
infections and the US-China tensions led to global risk-off. Furthermore, South Africa’s idiosyncratic risk related 
to weak economy, widening budget deficit, debt sustainability concerns and further downgrade risk deeper 
into sub-investment grade also contributed to domestic risk-off sentiment. In addition, the reserve bank 
paused with cuts in Repo rate raising speculation that the central bank has either reached or nearing the 
end of a cutting cycle.   
 
SOME OF THE INTERNATIONAL CASE STUDIES 

Looking globally where we have had quantitative easing programmes, we have had an environment where 
suddenly there was more money chasing what should be a limited number of instruments in the bond 
markets. As a result, yields drop causing a rally in the bond market. This was evident in the US, Eurozone, 
Japan and the UK. In some markets (e.g. AE 10-year yields chart below), the bond buying programmes tend 
to suppress the yields for longer especially where inflation is as low as core Eurozone and Japan. However, 
within the South African context other dynamics at play make it challenging to conclusively arrive at similar 
arguments that yields will fall and stay low for longer. 1 

 

1   BIS Paper No.76 
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A PERSPECTIVE OF SOME OF THE SOUTH AFRICAN CHALLENGES  

- South Africa fiscal sustainability under question: 

 

 
It is important to note that even before the Covid-19 pandemic dominated the global economy, South 
Africa was already plagued by slow growth, widening budget deficit, widening current account deficit, and 
rising government debt. It is these fiscal problems that continue to be a cause for fiscal concern as can be 
seen on the chart above on ‘Cumulative Budget Balance per calendar year’, where 2019 was the worst and 
year to date with the risk being on the downside for 2020.  
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- We have also seen material capital outflows (2019 -2020): 

  
 
The result was that we started the year 2020 with heavy foreign bond outflows as foreigners sold South African 
bonds in anticipation of the fiscal concerns, inevitable Moody’s downgrade and SA exit of world government 
bond index (see chart above on ‘Cumulative Foreign Bond flows per calendar year’). In addition, the 
announcement by government to add fiscal stimulus package to the tune of R500 billion can be a concern 
from a government bond over issuance perspective. However, the National Treasury’s utterances that some 
of the funding would be raised from spending reprioritisation, bilateral agreements with the IMF, World Bank, 
African Development Bank and the New Development Bank would help tame down a sell-off in government 
bonds provided we see tangible steps to support these comments. 
 
CONCLUSION 

We started the year with a long duration position which we opportunistically added to over the course of 
the year. Going into April, despite the economic and fiscal challenges that face the South African 
government, it was  our view that the SARB’s bond buying programme should be supportive of the nominal 
government bonds and that SA government bond yields will likely grind lower as the SARB continues to ease 
monetary policy and implement the bond buying program. We were therefore positioned for a long duration 
in our portfolios to take advantage of the falling nominal bond yields. We were also positioned for a flatter 
curve on the back of very attractive valuations as we were of the view that the long-end nominal bonds 
may also rally on the back of global risk-on sentiment following the QE programmes from global central 
banks.  
 
Our view on nominal yields trending lower was based on the following premise: 
• Expectation that the government will access its bilateral lines with international lenders instead of 

flooding the domestic market with bond issuance related to raising funds for the stimulus package. 
• Reprioritisation of the February 2020 budget to make expenditure cuts for the funding of the Covid-

19 stimulus package 
• Nominal yields have massively decoupled from fair valuations offering very high real yield should 

attract some foreign buying 
• Global monetary stimulus may drive prices of riskier assets which will likely benefit EMs. 
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Over the month of April and May, our duration view has essentially played out and therefore we have since 
reduced duration to take advantage of the rally and currently maintain a slightly long tactical duration 
position that we built on the back of the June sell-off. As we move forward, global and local risks at a macro 
and micro level remain elevated. In addition, domestically there is significant government execution risk. On 
the back of this our expectation is that rates will consolidate at current levels but trend higher versus lower. 
We therefore continue to opportunistically reduce duration on the back of any strength.  
 


