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Market overview

Investor concerns over a major slowdown in global growth, and
therefore corporate earnings, escalated during the second quarter
(Q2) of 2022, especially in June. This came as steep interest rate
hikes in the US and strict Chinese Covid-19 lockdowns, as well
as the ongoing destructive Russia-Ukraine war, led to downward
revisions in economic growth expectations for the world’s biggest
economies. Further rises in energy and food prices also led to more
speculation over extended inflationary pressures and stagflation
and/or recession, even as other commodity prices lost ground.
This combination of factors resulted in losses across most financial
markets – equities, nominal bonds and inflation-linked bonds.
South African markets were less insulated from the global inflation
and growth concerns than in the previous quarter. This was due to
the fall in commodity prices, accelerating inflation, and forecasts for
more aggressive local interest rate hikes in July, plus even slower
growth ahead. Stage 4-6 loadshedding also weighed on growth
prospects. The South African Reserve Bank (SARB) lowered its
GDP growth forecast for 2022 to 1.7% from 2.0% previously.
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bond losses were somewhat less severe than

developed markets, and more in line with those in other emerging
markets. Amid growing inflationary fears, SA’s All Bond Index
lost 3.7%, but inflation-linked bonds (ILBs) delivered 2.9% and
cash returned 1.2%.
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increase in inflation over the period. Our overall duration position,
however, hindered performance, given the 3.7% fall in the FTSE/
JSE All Bond Index over the quarter.

Strategy and positioning
We believe that the magnitude of interest rate increases currently
priced into the market seems excessive. For example, the NCD
market is currently pricing in a 300bp rise in the repo rate over
the next year. This is the increase that is required for a one-year
floating NCD to provide the same return as the 7.5% available from
a fixed NCD. Given that the Reserve Bank’s MPC meets six times a
year, the market is therefore effectively pricing in a 50bp increase
at every meeting. Although this is certainly not impossible, we
believe it’s unlikely, even after taking into account the acceleration
in local inflation that we have seen in recent months.
We, therefore, believe it makes more sense to have exposure tilted
towards fixed-rate to the extent that fund mandates allow. Our
positioning in the fund is consistent with this view, with a duration
position of around 291 days, which experienced little change
over the quarter, and is probably on the high-end of where most
category peers are positioned.
Credit trends
The second quarter of 2022 saw a total issuance volume (excluding
government issuances) of R30bn, which was 14% above the R27bn
issued in the previous quarter, but still below the R38bn issued in
the second quarter of 2021.
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Fund characteristics

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
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Investment Managers (Pty) Ltd, which is an approved discretionary Financial Services Provider (#45199). The Trustee’s/Custodian details are: Standard Bank of South Africa
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& investor Services. 20th Floor, Main
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Centre, Heerengracht, Cape Town.
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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 or down. 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,
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Ltdforeign CIS funds. As a result, the fund may face material risks.
8.0%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
capital or the
proceeds of sales
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of
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adversely affected for multiple reasons including market conditions,
macro-economic and political circumstances. Further, the return on the security may be
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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 as to the capital invested
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 performance is 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 (11h30 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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The Fund’s objective is to maximise
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while providing investors with
relative capital stability. This is achieved
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by investing in a diversified portfolio
of non-equity
securities
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775 in the South
African market.
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With CPI rising to 6.5% y/y in May – the first time since January
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2017 that it has broken through the upper limit of the SARB’s
3%-6% target range – the SARB hiked the repo rate by 50bps at
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Application forms

to-medium term without assuming
too much risk of capital loss. The

recommended investment horizon is 1-2
years, or longer depending on income

An electronic
copy of this
needs
and risk profile.
document is available at
Investment
mandate
www.mandg.co.za

The Fund invests in a flexible mix of
non-equity securities in the South
African market. It is suitable for shortto-medium term investors looking for an
actively managed interest-bearing fund.
Compared to traditional money market
and enhanced cash funds, the Fund
can have a longer weighted average
duration (max 24 months) with no limit
on the maximum maturity period for any
one instrument. The Fund is managed
to comply with regulations governing
retirement fund investments (Reg. 28).
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