Quarterly Commentary

M&G High Interest Fund

Income
This fund is capped to new investors.

Market overview

The final quarter of 2023 saw a synchronized rally across global
bonds and equities as falling inflation in many economies led
central banks to continue to pause or effectively end their
interest rate hiking cycles and start to look towards rate cuts,
particularly in the US. And, although a growth slowdown is still
expected in 2024, this and the gradually improving outlook
buoyed investor sentiment, resulting in strong gains in November
and renewed bullishness in December, to end the year with
unexpectedly good asset performance.

December’s returns were dominated by the US Federal Reserve’s
unexpectedly positive forecasts at their 13 December policy
meeting as, besides leaving interest rates on hold, they clearly
indicated their expectations for three 25bp interest rate cuts
in 2024, as well as forecasting a “soft landing” for the US
economy. They also added that they didn’t want to make an
error by “waiting toolong” to begin lowering rates. This was very
good news for both equity and bond markets, helping bolster
the 2024 outlook despite the uncertainty still surrounding the
cumulative negative impact from the steep rate hiking cycle.
Other large central banks also left interest rates on hold at
their December policy meetings as expected.

Global bonds produced 8.1% (Bloomberg Global Aggregate
Bond Index (in US$) in Q4, while South African bonds delivered
an impressive 8.1%. This saw the yield on the 10-year SA
government bond tumble from just over 11% at the start of
the quarter to 9.8% by the end. The year proved to be a very
volatile one for global bonds, marked by rapid shifts in the
interest rate outlook and investor sentiment that pushed
the yield on the benchmark 10-year US treasury bond to 5%
(briefly) in October and left it trading around 3.8% at year-
end, presenting opportunities for active investors to harness
attractive above-inflation yields. Ultimately, global bonds as
an asset class returned 5.7% for the year.

South African assets were weighed down in 2023 by ongoing
general pessimism over the country’s weak growth prospects,
loadshedding and uncertain government finances, exacerbated
by the higher risks associated with the grey-listing of SA in
global financial transactions and incidents like the “Lady R" and
hosting of the BRICS Summit. This manifested in rand weakness,
equity underperformance against the MSCI EM Index and
continuing low valuations on SA stocks and bonds. However,
SA bonds notably outperformed their global counterparts for
the year, helped by their cheap valuations at the start of 2023,
delivering a 9.7% annual return.

Credit trends

Total credit issuance (excluding government issuances) in Q4
2023 proved to be very strong with R55.4bn issued compared
to R29.2bninthe previous quarter (Q32023). The Q4 issuance

Q4 2023

compared tothe same quarterin the prior year was up a healthy
14% (Q4 2022: R48.7bn issued). Full-year 2023 issuance was
also robust at R164bn compared to full-year 2022 of 141bn,
an increase of 16%. The full-year 2023 issuance of R164bn
was 27% ahead of RMB Credit Research’s estimate for 2023
issuance as compiled at the start of 2023. According to ABSA’s
Credit Research team total outstanding issuance, excluding
government debt, has grown by 4.0% year-on-year.

The make-up of issuance for the quarter followed established
trends -- issuance being almost exclusively floating-rate notes,
with auctions accounting for just over 68% of placements by
volume.

Data compiled by ABSA’s Credit Research team indicates
that banks have been the largest sector for new issuance in
2023 with around 55% of total issuance, while as at the end of
December 2023 bank exposures comprised 50% of SA listed
credit in issue. The Big 5 SA banks issued R23.9bn of new
bonds in the quarter with the largest issuer being Standard
Bank who raised in total just over R8bn across three separate
auctions of Senior (R2.45bn), Tier 2 Sub-debt (R3.64bn) as
well as Additional Tier 1 Sub-debt (R2.0bn).

There was one new issuer in the SA debt capital market in the
fourth quarter in the form of a Residential Mortgage Backed
Securitisation (RMBS) from FNB called Lehae. Across the five
classes of notes that were on offer in the auction a total of
R2.04bn was successfully placed -- only marginally less than
what was targeted. The notes were placed within guided spread
levels except for the Class C note which went five basis points
(bps) below guidance.

Fixed-rate spreads closed the quarter +4 bps wider over the
fourth quarter of the year. Floating-rate credit spreads moved
lower by -4 bps, driven by -9 bps tightening of Senior Financial
credit spreads.

Over the past quarter we were successful in our bids for new
bonds issued by Absa and Standard Bank.

Performance

The lack of duration in the fund over the past quarter meant
that it did not benefit much from the strong bond market return
over the past quarter. Nevertheless, it returned a healthy 2.0%
over the period (Class A, net of fees), marginally behind the
benchmark’s 2.1%, thanks to the relatively high level of short-
term interest rates. Over the calendar year of 2023 the fund
delivered 8.4%, comfortably ahead of the 8.1% benchmark return.

Strategy and Positioning

The SARB again elected to hold rates steady this quarter, with
the last change in the repo rate having come in May of 2023.
The Negotiable certificate of Deposit (NCD) market have taken

Annualised performance A class Benchmark | Xclass D class
1year 8.4% 8.1% 8.5% 8.6%
3 years 6.0% 5.7% 6.1% 6.2%

5 years 6.0% 5.9% 6.1% 6.2%

7 years 6.6% 6.4% 6.7% 6.8%
10 years 6.6% 6.4% 6.7% 6.9%
Since inception 6.4% 6.2% - -
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their cue fromthe SARB and the NCD curve is also little changed
over the past quarter. Floating NCD spreads have, however,
increased slightly, and when you view the fixed and floating
rate interest rates together, thisindicates that the market now
appears more positioned for rate cuts ahead. Indeed, the NCD
market appears to be pricing in about 50bps of cuts over the
next two to three years. This seems like a reasonable outlook
tous, and we therefore don’t have a strong preference for one
interest rate class over the other.

The Forward Rate Agreement (FRA) market appears more
aggressive inits expectation of interest rate cuts. Itis now pricing
in around 100bps over the next two years. This has been one
of the big changes that took place over the past quarter - at
the start of the quarter the FRA market was implying a largely
unchanged interest rate trajectory.

The most significant change in the fund over the quarter was
its size, with the assets under management (AUM) growing
from around R9.5bn to approximately R14bn. This was due to
our multi-asset funds increasing their allocation to cash (which
comes predominantly from their investments in this fund), partly
as a result of the more attractive interest rates on offer lately.
We elected to invest a significant portion of the new assets
in some of the more liquid investments on offer to us, such as
relatively short-term NCDs, as these assets are less likely to
be sold at a loss, should these clients choose to rotate out of
cashagain at some point. This means that there was somewhat
of adecline in the duration of the fund, and consequently also
a slight reduction in the fund’s yield. []
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Disclaimer

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.


https://mandg.co.za/personal-investor/
mailto:info%40mandg.co.za?subject=Query
https://mandg.co.za/personal-investor/invest-with-us/invest-now/
https://mandg.co.za/personal-investor/our-funds/all-funds/forms-and-downloads/

