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Portfolio Manager Quarterly Comment 
 

Market review 
 
Just like the last quarter of 2022, global equity markets continued to take a positive cue from 
a decline in inflation, as well as from more news of layoffs in the US starting in various 
sectors – both providing hope that the end of interest rate hikes may be near. At the same 
time there has still not been an earnings shock or sharp deterioration in the earnings outlook. 
To the contrary, recent earnings have been stable and earnings risk seems relatively mild 
given support by the world’s two largest economies. The US economy was still supported by 
consumer spending (albeit with a sector shift to services) and the growth recovery in China 
continued. This matched the base-case expectation we expressed previously. As a 
consequence, global equities continued to perform very well, with the MSCI World Index 
returning a very strong 7.7% for the quarter – well ahead of global bonds, which itself 
delivered a positive, above-trend return of 3% on the back of a mild contraction in developed 
market bond yields. Global property was the laggard, with a mere 0.7% return for the 
quarter. In addition to these returns, the rand depreciated by almost 4.5% over the quarter, 
adding to the dollar returns mentioned above. 
 
Given that the above was in line with how we expected market sentiment to unfold, we 
retained a healthy exposure to global equities and this turned out to be the biggest 
contributor to the portfolio’s performance for the quarter – despite the fact that our foreign 
construct actually underperformed the MSCI World Index. Our foreign equity construct 
remained defensive, with sizeable exposures to Emerging Markets (EM) and well as Real 
Assets (RA), both of which we hoped would be less prone to sharp contractions given that 
EM are absolutely and relatively cheap and RA offered reasonable yields, superior earnings 
visibility and a contractual inflation-linked element to earnings. Unfortunately, though, both 
these components significantly lagged the buoyant broader equity market in the strong 
quarter. On the positive side this was to some extent offset by the significant component of 
portable alpha exposure in our foreign construct, which tends to act as a stabiliser to relative 
performance. 
 
The quarter’s underperformance from property was not expected. Our global property 
solution performed better than the main global property indices but still, our exposure to 
global property – albeit much smaller than the equity exposure – did not contribute much to 
performance over the quarter. 
 
In the local market, most asset classes delivered small positive returns, with listed property 
the exception – its increased post-Covid volatility continued and the sector lost 5% for the 
quarter. The reduction in property exposure that we implemented last year again proved to 
be both warranted and fortuitous. Bonds was the best performing local asset class, with a 
return of 3.4% for the quarter, followed by equities delivering 2.8% and cash 1.8%. We had a 
high allocation to local equities, whereas our fixed-interest exposure was highly skewed 
towards nominal bonds – both of which hence contributed positively to the portfolio’s returns 
for the quarter. 
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Equity markets have priced quite a bit of good news back during the last two quarters, which 
make them more prone to declines should a recession eventually materialise and deliver any 
earnings disappointments. Our counter to that has been a more defensive exposure within 
our foreign equity construct, as discussed above, combined with some hedging on the local 
equity market, which will reduce losses from the local equity exposure should the market 
experience a sharp drawdown. We are currently reassessing our growth asset exposure, as 
well as the availability of additional cost-effective hedging, given that ongoing interest rate 
hikes globally together with a strong recent rise in equity markets have reduced the ratio of 
warranted upside to downside risk in global equity markets. That said, we remain cognisant 
of how forward-looking ‒ as well as prone to rapid positive correction on the back of any 
good news ‒ equity markets currently are. 
 
The prospective returns on local long-duration fixed-interest assets remain attractive and we 
remain comfortable with our exposure to local bonds. 
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