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The COVID-19 virus outbreak 

Governments around the world have been jarred into action, as the contagious and deadly COVID-19 virus has turned into a 
global pandemic. The authorities have begun imposing severe restrictions on peoples’ movements in an attempt to isolate and 
limit the speed of the contagious infection. This has resulted in an abrupt slowdown of industries around the globe, with the 
most acutely impacted sectors being tourism and leisure. The rapid slowdown has dented companies’ revenues and challenged 
the viability of businesses with weak balance sheets. Combined with the recent Saudi induced oil price collapse, the result has 
been sharp sell-offs across multiple markets, including commodities, debt and equities. 

Despite the severe sell-offs in global markets, we have remained focused on the consistent application of our investment 
process. The crux of which is to ensure an ongoing understanding of the intrinsic values of the quality assets on our buy-list, 
and to adjust portfolio weightings where prices deviate materially away from intrinsic value. This same process transcends all 
asset classes at Northstar – it is applied to the management of the fixed income assets as well as the equity assets.  

Fixed income valuations 

Despite declining inflation expectations (less than 5% YoY) and a sharp decline in interest rates (repo rate cut of 100bps to 
5.25%), local bond yields have spiked to elevated levels as the market attempts to price in the risks of the sharp global 
economic slowdown (COVID-19) and the imminent Moody’s downgrade to junk status as a result of a decade of poor 
government leadership and fiscal decline. 

Government bonds 

Before the COVID-19 outbreak, bond yields had risen to above fair value, taking into account the risks of a credit downgrade to 
junk status. For example the SA 10y bond (R2030) was trading at 9% vs our fair value yield of 8.75% at the start of 2020. As 
such we were positioned with a neutral modified duration versus our strategic benchmark. 

Subsequently, yields have risen by a further 3.5%, in an environment where interest rates have been cut by 100bps and the oil 
price has fallen by more than 50% ($60/barrel to $24/barrel), factors which would normally be hugely supportive of bond 
valuations. However, these events have unfolded in a climate of extreme uncertainty, and investors have panicked and sold 
down their investments, regardless of valuations. 

We believe the market is being overly pessimistic in its pricing and with the SA 10y bond (R2030) trading on a 12.5% yield, 
offers investors an attractive 7.5% real return. 

The same attractive valuations apply to SA inflation linked bonds with the 5 year (I2025) trading on a 5.5% real yield. 

SA Listed property 

The picture is not as clear for the SA listed property stocks, which are also trading on dramatically elevated yields. In this 
instance, the distributions are less secure given their reliance on tenants being able to pay their rents. An impossible feat when 
businesses grind to a halt. Consider for example forced closures of shopping malls due to the lockdowns around the globe. The 
problem is further exacerbated by property oversupply, generally weak balance sheets and the poor economic backdrop, even 
before taking into account the COVID-19 shock.   

The Rand 

In the absence of any political or commodity related factors, which do have an influence on the level of the Rand, it can be 
argued that the local currency was already undervalued by 12% on a purchasing-power-parity basis at the start of the year, 
when the Rand was trading at 14 to the Dollar. At that point, the Northstar Income Fund was slightly underweight global 
currencies with an exposure of 12.5% vs. the benchmark weighting of 15%. The Rand is currently trading at 17.60 to the US 
Dollar, which on the same basis represents a 30% undervaluation vs the US Dollar, levels only reached 5% of the time going 
back 20 years, when SA first began inflation targeting. Despite the prevailing extreme uncertainties, due to the recent COVID-
19 outbreak and political challenges, there is a strong argument for raised exposure to the Rand. In this regard, the global 
currency exposure has been steadily reduced to the current weighting of 4.5%. 
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Risks 

Liquidity 

Extreme uncertainty is driving global markets, with all assets experiencing sharp and severe sell-offs due to liquidity squeezes. 
All nodes of apparent liquidity are being tapped, which has even resulted in the drying up of the US treasury market. Locally, 
government bonds have not been spared with an almost instantaneous 3.5% rise in yields which has translated into an 
approximate 25% drop in capital values. The size of the latest impact is dwarfing the metrics last seen during both the global 
financial crisis and the infamous Nene-gate saga. On a positive note, the Northstar Income fund has an extremely healthy 
liquidity profile, with 13% on call, 21% in government bonds and 4.5% in global currencies, which is immunising investors 
against any permanent capital losses. 

Credit 

This leaves a balance of 61% exposed to corporate related credit risk. Of this portion, a significant 53% is held in senior bank 
paper, spread across the four majors. The balance is a 5.5% weighting to senior A-grade corporates and 2.5% exposure to 
subordinated debt.  The portfolio has zero exposure to tier 1 and tier 2 paper, which is the likely area of the credit market to 
experience distress during a credit event.  

In summary 

We have selectively been gaining exposure to higher yielding government fixed bonds, reducing exposure to corporates in 
favor of government paper and gradually reducing our exposure to global currencies. The net result has seen the yield in the 
Northstar Income Fund rise from 7.5% to close to 9% and the weighted average maturity has increased slightly to 4.9 years. 
The portfolio remains well exposed to liquid assets which allows for further opportunistic positioning should this market 
correction intensify. 
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CIS DISCLOSURES 

Collective investment schemes in securities are generally medium- to long-term investments. 

The value of participatory interests or the investment may go down as well as up. Past 

performance is not necessarily a guide to future performance. Sanlam Collective Investments 

(RF) (Pty) Ltd (the manager) does not provide any guarantee, either with respect to the 

capital or the return of a portfolio. The manager has the right to close certain portfolios to 

new investors, in order to manage it more efficiently, in accordance with its mandate. 

Collective investment schemes are traded at ruling prices and can engage in borrowing and 

scrip lending. The collective investment scheme may borrow up to 10% of the market value of 

the portfolio to bridge insufficient liquidity.  

Annualised returns are period returns re-scaled to a period of one year. This allows investors 

to compare returns of different assets that they have owned for different lengths of time. 

Actual annual figures are available to the investor on request. Income distributions, prior to 

deduction of applicable taxes, are [included/not included] in the performance calculations. 

NAV to NAV figures have been used for the performance calculations, as calculated by the 

manager at the valuation point defined in the deed, over all reporting periods. Investment 

performance calculations are available for verification upon request by any person. 

Reinvestment of income is calculated on the actual amount distributed per participatory 

interest, using the ex-dividend date NAV price of the applicable class of the portfolio, 

irrespective of the actual reinvestment date. The performance is calculated for the portfolio. 

The individual investor performance may differ, as a result of initial fees, the actual 

investment date, the date of reinvestment and dividend withholding tax. 

Different classes of participatory interests apply to these portfolios and are subject to 

different fees and charges. A schedule of fees, charges and maximum commissions is 

available on request from the manager, or is available on the website at 

www.sanlaminvestments.com. Forward pricing is used. The portfolio valuation time is 08h00 

for fund of funds and 15h00 for all other portfolios and the transaction cut-off time is 14h00. 

The transaction cut-off time should be 14h00, for portfolios except fund of funds, but 

execution is not always guaranteed. If execution could not take place on the same day, it will 

take place the next business day, or at the earliest possible opportunity. For fund of funds, 

the cut-off time for the execution of trades is 14h00 on the day preceding the pricing date.  

Foreign securities within portfolios may have additional material risks, depending on the 

specific risks affecting that country, such as: potential constraints on liquidity and the 

repatriation of funds; macroeconomic risks; political risks; foreign exchange risks; tax risks; 

settlement risks; and potential limitations on the availability of market information. 

Fluctuations or movements in exchange rates may cause the value of underlying international 

investments to go up or down. Investors are reminded that an investment in a currency other 

than their own may expose them to a foreign exchange risk. 

The terms and conditions, a schedule of fees, charges and maximum commissions, 

performance fee frequently asked questions as well as the minimum disclosure document 

(MDD) and quarterly investor report (QIR) for each portfolio are available on Sanlam

Collective Investments’ website at www.sanlaminvestments.com. Associates of the manager

may be invested within certain portfolios and the details thereof are available from the 

manager.

Northstar Asset Management (Pty) Ltd, registration number 1996/001423/07 and FSP 

number 601, is the co-named partner and investment manager of the co-named portfolios 

within the Sanlam Collective Investments Scheme and is an authorised discretionary financial 

services provider under the Financial Advisory and Intermediary Services Act (No. 37 of 2002). 

This information is not advice, as defined in the Financial Advisory and Intermediary Services 

Act (No. 37 of 2002). Please be advised that there may be representatives acting under 

supervision.  

The manager retains full legal responsibility for the co-named portfolios. 

THE FINANCIAL ADVISORY AND INTERMEDIARY SERVICES ACT, 2002  

Northstar Asset Management Proprietary Limited is an authorised financial services provider in 

terms of the Financial Advisory and Intermediary Services Act 2002. All information contained 

in this document should not be construed, or relied upon, as advice. If you require financial 

and/or investment advice, please engage the services of an independent financial adviser.  

INFORMATION AND CONTENT  

The information and content (collectively 'information') accessible in this document are 

provided by Northstar as general information about the company and its products and services. 

Northstar does not guarantee the suitability or potential value of any information or particular 

investment source. Any information in this document is not intended nor does it constitute 

financial, tax, legal, investment, or other advice. Nothing contained in any service or any other 

content in this document constitutes a solicitation, recommendation, endorsement or offer by 

Northstar. Nothing contained in any service or any other content in this document constitutes 

a solicitation, recommendation, endorsement or offer by Northstar.  

Illustrations, forecasts or hypothetical data are not guaranteed and are provided for illustrative 

purposes only; returns or benefits are dependent on the performance of underlying assets or 

other variable market factors; there are risks involved in buying or selling a financial product; 

past performances are not necessarily indicative of future performances; and no guarantees 

are provided. 

NORTHSTAR ASSET MANAGEMENT 

Northstar Asset Management (Pty) Ltd 

Registration No. 1996/001423/07 | FSP number 601 

Suite 1A, Madison Place, Alphen Office Park, Constantia Road,  

Constantia PostNet Suite #784, Private Bag X16, Constantia 7848 

Tel +27 (0)21 810 8400 | Fax +27 (0)21 794 2885 

info@northstar.co.za | www.northstar.co.za 

SANLAM COLLECTIVE INVESTMENTS 

Sanlam Collective Investments (RF) (Pty) Ltd 

Registration No. 1967/00865/07  

2 Strand Street Bellville, 7530 PO Box 30, Sanlamhof, Bellville, 7532 

Tel +27 (0)21 916 1800 Fax +27 (0)21 947 8224 

service@sci.sanlam.com, www.sanlaminvestments.com 

Please refer to our website for directors & company secretary details 

DISCLAIMER 

Northstar Asset Management (Pty) Ltd, registration number 1996/001423/07 and FSP number 

601, is the co-named partner and investment manager of the co-named portfolios within the 

Sanlam Collective Investments Scheme and is an authorised discretionary financial services 

provider under the Financial Advisory and Intermediary Services Act (No. 37 of 2002). This 

information is not advice, as defined in the Financial Advisory and Intermediary Services Act 

(No. 37 of 2002). Please be advised that there may be representatives acting under supervision.  

Legal Information http://northstar.co.za/page/legal-information/ 

http://northstar.co.za/page/legal-information/



