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Market overview

After struggling in October, global markets started November
on a strong footing and maintained this momentum through
the remainder of the quarter. The initial impetus came from
the unchanged interest rate decision of the US FOMC on 1
November. The dovish interpretation of the ensuing press
conference supported global bond markets and weakened
the US dollar, which had benefits for risk assets in general. This
helped convince some that the US rate hiking cycle was over,
and that the focus could be shifted to the start of the rate cutting
cycle.US Treasuries rallied hard across the curve, with front-end
bonds underperforming those further along the term structure,
thereby leading to a flattening of the yield curve.

The December FOMC statement and subsequent press conference
were also received as overwhelmingly dovish by global markets.
Those remaining market participants who expected more interest
rate hikes and those who were undecided received a shock as
the committee left no one in doubt that the US rate interest hiking
cycle was over and that interest rate cuts were on the horizon.
Market positioning at the time was not reflective of such adovish
outcome and US Treasuries across the curve rallied hard for the
remainder of the month. To illustrate the strength of the year-

Q4 2023

announcement of an increase in fixed-rate bond issuance was
tobeincludedinthe MTBPS, or delayed until the Budget Review
next February. This was a narrow short-term focus of the bond
market going into the MTBPS release. This risk was embedded
to some extentinyields, but it was not possible to gauge to what
extent with any precision. Market positioning was also light,
considering the anxiety in the build-up to the announcement.

The National Treasury took the highly unusual step of
communicating to the market two hours before the release of
the MTBPS that weekly issuance would remain unchanged, and
this drove a material positive turnaround in the bond market
before the actual release. These gains were followed through
after the release, as the rand exchange rate strengthened
and the sovereign risk premium narrowed. Interestingly, the
MTBPS-inspired bond rally was largely a parallel move across all
maturities, and thereby had no meaningful effect on the shape
of the yield curve in November. The dovishness emanating
from both FOMC meetings in Q4 2023 supported the SA bond
market rally. Unfortunately for bond bulls, the rally in yields led
to a steepening in the yield curve over the quarter as a whole.
During December, the SA fixed income market was only fully
operational until Thursday, 14 December. Thereafter, the market
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Afterinitially weakening to above R19.63/USD in early October,
the rand exchange rate strengthened for the remainder of the
quarter and ended up showing a gain, helped by a weakening
US dollar. The SA sovereign risk premium tightened over the
quarter, especially after the FOMC meetings.

South Africa

Monthly economic data releases in Q4 2023 continued to show
weakness in the South African economy. The good news was
that the general weakness in the rand over 2023 helped see
the current account balance print a smaller- than-expected
deficit. CPlinflation rates were erratic, driven largely by volatile
petrol prices. The SARB released its semi-annual Monetary
Policy Review in October and maintained hawkish rhetoric to
bring inflation expectations back to the desired target level of
4.5%. Its Monetary Policy Committee (MPC) left the repo rate
unchanged for the third consecutive meeting in November. This
surprised the market, as it appeared that the two committee
members who had been voting for hikes at the previous two
meetings threw in the towel. The tone of the MPC remained
hawkish and as always is the case, actions speak louder than
words, with the MPC now relying on Open Mouth Operations
(OMO) to guide inflation expectations lower.

The domestic bond market was anxious heading into the
November release of National Treasury’s Medium Term Budget
Policy Statement (MTBPS). The widely held expectation was for
the MTBPS to show lower revenues (declining mining sector
profits), higher expenditure (civil service salary increases) and
by implication a larger budget deficit for the current fiscal year.
The most pressing issue for bond investors was whether the

hours mean that liquidity collapses, and market moves can be
exaggerated on relatively thin volume. This makes it very difficult
to make significant changes to portfolio positioning over this
period and most trades are flow-related.

Performance

The fund delivered 2.1% (net of fees) for the quarter ending For
the year ended 31 December 2023, the fund returned 10.2%
(net of fees), healthily outperforming both its benchmark, which
returned 8.1%, and the ASISA category average of 9.5%. Over
the past three years the fund returned an annualised 7.6%,
again outperforming both the benchmark return of 5.7% and
the category average of 7.3%

Strategy and positioning

Our investment process allows the flexibility to construct the
portfolio in favour of the most attractive mix of assets, as
well as the ability to be tactical. The volatile macroeconomic
backdrop has provided ample tactical opportunities to add and
trim interest rate risk (duration) in the fund, adding value for
investors. Fixed income assets by their very nature are highly
cyclical, susceptible to both domestic and global inflation and
monetary policy cycles. We pay particular attention to the
interest rate cycle of the SARB. The path of the repo rate, as
the base interest rate of the local economy, affects the pricing
of allassets along the yield curve. How the SARB navigates the
highly uncertain local and global environment is important for
us in managing the fund, as it influences our asset allocation
decisions between holding fixed-rate, floating-rate or inflation-
linked instruments, as well as the overall level of duration and

Annualised performance A class Benchmark | Tclass X class D class
1year 10.2% 8.1% 10.4% 10.1% 10.5%
3 years 7.6% 5.7% 7.8% 75% 79%

5 years 6.9% 5.9% 71% 6.9% 7.3%

7 years 6.8% 6.4% 71% 6.8% 72%
10 years 6.9% 6.5% - 7.0% 7.4%
Since inception 7% 6.9% - - -

1 M&G Enhanced Income Fund Sources: M&G Investments and Morningstar
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currency risk in the portfolio. The hiking cycle saw us reduce
fixed-rate risk in favour of floating-rate exposure.

Contact us
We also make a concerted effort to understand the fiscal

policy stance adopted by government, as it affects our duration P4 info@mandg.co.za

position and government bond exposure. The deterioration @ mandg.co.za
in government finances saw us favour the short end of the
yield curve. @ 0860105775

During the quarter we maintained our light positioning in SA
listed property in the fund due to liquidity considerations. Invest now
Spreads available from offshore credit remained tight and not
yet attractive enough for us to allocate offshore. Although the
implied real yields from nominal bonds appear more attractive Application forms
than inflation-linked bonds, we maintained some exposure
to inflation-linkers. This is due to the relatively high absolute
level of real yields available and the fact that they provide a
form of insurance to the portfolio were the inflation outlook to
deteriorate. Once again, our preference is in the short end of

An electronic copy of this
document is available at

o N www.mandg.co.za
this yield curve. Over the quarter, duration risk was managed
tactically, but the preference was to maintain a decent amount
of risk. This proved to be beneficial considering the bond rally Disclaimer

that ensued. [] MandG Investments Unit Trusts (South

Africa) (RF) Ltd (Registration number:
1999/0524/06) is an approved CISCA
management company (#29). Assets are
managed by MandG Investment Managers
(Pty) Ltd, which is an approved discretionary
Financial Services Provider (#45199). The
Trustee’s/Custodian details are: Standard
Bank of South Africa limited - Trustees
Services &investor Services. 20th Floor, Main
Tower, Standard Bank Centre, Heerengracht,
Cape Town.

Collective Investment Schemes (unit
trusts) are generally medium-to long-term
investments. Past performance is not
necessarily a guide to future investment
performance. Unit trust prices are calculated
on a net asset value basis. This means the
price is the total net market value of all
assets of the unit trust fund divided by
the total number of units of the fund. Any
market movements - for example in share
prices, bond prices, money market prices
or currency fluctuations - relevant to the
underlying assets of the fund may cause
the value of the underlying assets to go up
ordown. As a result, the price of your units
may go up or down. Unit trusts are traded at
the ruling forward price of the day, meaning
that transactions are processed during the
day before you or the Manager know what
the price at the end of the day will be. The
price and therefore the number of units
involved in the transaction are only known
on the following day. The unit trust fund may
borrow up to 10% of the fund value, and it
may also lend any scrip (proof of ownership
of aninvestment instrument) that it holds to
earn additional income. AM&G unit trust fund
may consist of different fund classes that
are subject to different fees and charges.
Where applicable, the Manager will pay your
financial adviser an agreed standard ongoing
adviser fee, whichisincluded in the overall
costs of the fund. A unit trust summary with
all fees and maximum initial and ongoing
adviser fees is available on our website.
One can also obtain additional information
on M&G products on the M&G website. The
Fund may hold foreign securities including
foreign CIS funds. As a result, the fund
may face material risks. The volatility of the
fund may be higher and the liquidity of the
underlying securities may be restricted due to
relative market sizes and market conditions.
The fund’s ability to settle securities and
to repatriate investment income, capital
or the proceeds of sales of securities may
be adversely affected for multiple reasons
including market conditions, macro-economic
and political circumstances. Further, the
return on the security may be affected
(positively or negatively) by the difference
in tax regimes between the domestic and
foreign tax jurisdictions. The availability of
market information and information on any
underlying sub-funds may be delayed. The
Manager may, at its discretion, close your
chosen unit trust fund to new investors
and additional investments by existing
investors to make sure that it is managed
in accordance with its mandate. It may also
stop your existing debit order investment.
The Manager makes no guarantees asto the
capitalinvested in the fund or the returns of
the fund. Excessive withdrawals from the fund
may place the fund under liquidity pressure
and, in certain circumstances; a process of
ring fencing withdrawal instructions may
be followed. Fund prices are published
daily on the M&G website. These are also
available upon request. The performanceis
calculated for the portfolio. Individual investor
performance may differ as a result of initial
fees, the actual investment date, the date
of reinvestment and dividend withholding
tax. Purchase and repurchase requests
must be received by the Manager by 13h30
(1130 for the Money Market Fund) SA time
each business day. All online purchase and
repurchase transactions must be received
by the Manager by 10h30 (for all Funds) SA
time each business day.
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