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Portfolio Manager Quarterly Comment 
 

Market review 
 
The SIM Enhanced Yield Fund started the year on a very good note after ending the previous calendar 

year strong as well. Indeed, the rolling six-month performance figures look particularly good as the 

fund’s returns were boosted by strong returns from local markets and the fund being very well positioned 

to take advantage. The longer-term performance figures of the fund also remain well intact with the fund 

having delivered perhaps even more than was intended – the fund has not only delivered on the 

investment objectives of enhancing yield and delivering superior risk-adjusted fixed-income returns, it 

has also protected capital in absolute and real terms while delivering highly competitive returns 

compared to other popular asset classes such as more traditional bonds and even equities as well as 

listed property. Looking at the performance of the fund over the past year as well as the longer term, it 

has delivered quite superior returns and in particular risk-adjusted returns. With valuations still looking 

quite attractive at current levels it also further supports the forward-looking return prospects for the fund, 

albeit with financial market volatility still to be expected given the outlook for the year ahead. In all, the 

fund has shown it is well positioned to benefit from higher-yielding assets and opportunities available in 

the local space while we seek to limit the potential for undue shorter-term volatility.  

 

The year started on a very positive note with local as well as global equities delivering strong returns 

and fixed-interest markets also trading more favourably. Indeed, asset classes across the board started 

the year off on a positive note, with energy commodities being the only exception, while furthermore, 

we also saw emerging markets outperform their developed market counterparts. Investor sentiment 

was boosted by positive developments such as China’s reopening after dropping their zero-Covid policy 

towards the end of December, signs of a slowdown in global inflation as well as optimism that interest 

rates may soon be peaking. This also helped contribute to global government bond yields trading 

stronger during January and in particular, positive inflation data in the US. The month was light on 

central bank meetings, but the market began anticipating a slower pace of rate hikes by the Federal 

Open Market Committee (FOMC) while the Bank of Canada hiked rates by 25 basis points but signalled 

a pause in its hiking cycle, while the Bank of Japan made no further adjustments to its yield curve control 

policy, despite a sharp rise in core inflation.  

 

Most of these trends soon reversed during February as economic data released during the month 

indicated that any anticipated slowdown in interest rate increases might still be some time away. The 

US Federal Reserve (the Fed), Bank of England (BoE) and the European Central Bank (ECB) all raised 
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their respective policy rates in February. The market turnaround was also seen in emerging markets as 

they underperformed their developed market peers, while bond yields locally as well as globally also 

traded weaker. The negative sentiment and overhang regarding South Africa’s potential greylisting by 

the Financial Action Task Force (FATF) was eventually brought to a conclusion and confirmation during 

February, while on the trading days following the announcement our local nominal and inflation-linked 

bond market yields indeed strengthened (albeit marginally), reflecting that the news was relatively well 

anticipated and priced in or perhaps even exacerbated by the markets.  

 

Then rolled in March, which was one of the more tumultuous months in financial markets. We witnessed 

the collapse of Silicon Valley Bank and Signature Bank in the US as well as the demise of Credit Suisse 

in Europe, surrounded by concerns around further contagion and issues in the banking sector, which 

seem to have been successfully stemmed for the time being. Although equity markets suffered sharp 

drawdowns during the month, indeed there was a structural shift with bond market volatility showing 

much higher levels of relative volatility as compared to equity market volatility. Indeed, the disconnect 

between equity market volatility and bond market volatility was at one of the highest levels in history. 

Some of the daily moves in global bond yields were among the highest ever on record and indeed bond 

market volatility ‒ as measured by the Merrill Lynch Option Volatility Estimate (MOVE) Index ‒ reached 

levels last seen during the Global Financial Crisis (GFC). Despite all the volatility during March, financial 

markets still managed to deliver broadly healthy returns for the first quarter of the year with local markets 

also delivering decent returns despite the challenging environment.  

 

Global markets delivered healthy gains for the first quarter with equities in the US as measured by the 

S&P 500 Index returning 7.5%, the Stoxx Europe 600 returning 8.6% and the Nikkei in Japan 8.5%. 

Developed markets fared better than emerging markets with the MSCI World Index returning 7.1%, 

while the MSCI Emerging Markets Index returned 3.6% by comparison. Global bonds also had one of 

their better starts to the year with US Treasuries delivering 3.5% and European sovereign bonds 2.4%. 

Commodities were more mixed with gold up 8%, silver was relatively flat at 0.6%, platinum down 7.9% 

and oil ended down 7.1% as measured by Brent crude. Local equity markets continued on their recovery 

path with the FTSE/JSE All Share Index (ALSI) returning 5.2% while listed property ended the first 

quarter down 5.1%. Local nominal bonds as measured by the All Bond Index (ALBI) ended the first 

quarter up 3.4%, while local inflation-linked bonds were marginally positive at 0.9%. By comparison, 

cash as measured by the Alexander Forbes Short-Term Fixed-Interest (STeFI) Index delivered 1.7% 

for the first quarter. The exchange rate continued to display exceptional levels of volatility during the 

quarter, eventually ending the quarter 6.6% weaker against the US dollar and 5.9% against the euro.  
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The local monetary policy decision caught pretty much everyone by surprise during March. The 

Monetary Policy Committee (MPC) of the South African Reserve Bank (SARB) hiked the repo rate by 

50 basis points (bps) to 7.75%, with expectations being that the increase would in all likelihood be 25 

bps and the risks rather being to the downside. In so doing, the local policy rate is now at the highest 

level since 2009. The hike came as a departure from the January meeting where the consensus 

expectation was for a 50-bps hike while the bank delivered a 25-bps hike with two members voting for 

a 50-bps hike while three members opted for 25 bps. The shift to three MPC members voting for 50 bps 

while two opted for 25 bps at the March meeting was thus a surprise change given there were no 

material changes to necessarily expect such a shift in stance. The policy rate has now increased by a 

cumulative 425 bps since the hiking cycle started in November 2021 and the bank was indeed 

somewhat pre-emptive or forward-looking in their approach, as they engaged on the hiking path while 

local inflation was still relatively subdued. However, at this point the real policy rate is looking relatively 

high when considering the cyclical high in inflation is likely behind us and inflation is set to decelerate 

going into the next year. The SARB revised its inflation forecast higher on the back of upward pressure 

on core goods and food prices and now expect inflation to be at around 4.5% by the fourth quarter of 

2024. The SARB is in all likelihood nearing the end of the hiking cycle for now and should probably 

pause at their next scheduled meeting in May while they assess the impact on inflation and the 

economy. The possibility that this is now the peak in the local policy rate depends critically on both 

inflation prospects as well as global developments.  

 

Inflation and the uncertainty regarding the inflation trajectory continues to be the theme driving global 

financial markets. In the US, consumer price inflation (CPI) continued to decelerate in February to 6% 

year-on-year (y/y) while headline inflation in the Eurozone also slowed to 6.9% during March, but with 

core inflation still sticky at higher levels as the main reason for the drop, was on the back of sharply 

lower energy prices. Back in South Africa, inflation rose a bit higher than consensus estimates with CPI 

increasing by 7% y/y to end-February. Core inflation increased by 5.2% mainly on the back of health 

insurance costs which readjusted higher. Food inflation also remained quite sticky despite lower soft 

commodity prices with the number printing at 14% y/y, and as such CPI inflation excluding food and 

non-alcoholic beverages was at the lower end printing 5.7% and much lower compared to the headline 

7% number. The inflation trajectory, both locally as well as internationally, will continue to be a key 

factor to watch for the remainder of this year and going into next year. Central banks around the world 

face a conundrum of balancing their mandate of inflation and price stability with that of other challenges 

being thrown their way. So far this year these have included financial stability and a potential banking 

crisis in addition to the deteriorating growth outlook. We face an interesting few months ahead to see 

how the inflation and growth trajectory develops, and how central banks react.  
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The outlook for the fund looks favourable taking into consideration the favourable valuations and real 

yields available on local assets, although our constructive view is weighed down by the continued 

deterioration in fundamentals. More generally, there should still be some more general market volatility 

expected in financial markets for the foreseeable future or at least the year ahead. The outlook for 

financial markets more generally is clouded by the uncertainty regarding how economic growth will pan 

out in addition to the uncertainty around the inflation trajectory and impact as well as the path of 

monetary policy rates. In all, our funds are currently well positioned with valuations playing to the favour 

of the performance outlook reflecting the less positive fundamental picture, while we are in a good 

position to take advantage and allocate capital to new investment opportunities should they arise. 
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