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Market review 
Global economic activity surprised to the upside in the first quarter of 2023 (Q1). Whereas 
global goods production has been soft, strong services sector activity resulted in an 
acceleration in global real GDP growth to above trend in the first quarter. In March 2023, the 
Global All Industry PMI was relatively buoyant, reflecting a sustained recovery from its low 
point in November 2022. Both the new orders and future output indices were at favourable 
levels, suggesting momentum may be maintained in the months ahead.  

In the US, growth estimates for Q1 were revised higher as continued solid employment growth 
supported consumption spending, while government spending was also firm, although the 
country’s manufacturing PMI was decidedly weak. Elsewhere, activity stalled in the Euro area 
in the fourth quarter of 2022 (Q4), with available data suggesting the region recorded a modest 
improvement in real GDP in Q1 as manufacturing production improved amid a fall in energy 
prices. The UK, too, appears to have delivered a positive, albeit soft, gain in GDP in the 
quarter. At the same time, China recorded a sharp acceleration in growth, following the 
termination of the country’s zero-Covid policy.  

News flow in the quarter was, nonetheless, dominated by emerging stress among US and 
Euro area banks, initially reflected in the failure of Silicon Valley Bank in California. To ensure 
banks could meet deposit withdrawals, the US Federal Reserve (Fed) introduced the Term 
Bank Funding Programme in mid-March 2023, enabling it to extend loans for up to one year 
to qualifying financial institutions against eligible collateral at par value. The aim of this action 
was to limit the risk of forced asset sales by banks of fixed-income assets on their balance 
sheets, which were reflecting losses on a mark to market basis following the steep increase 
in interest rates. Such forced sales would have accentuated financial sector instability and 
may have resulted in a broad credit crunch.  

Although the action of the monetary authorities has lent relative stability to the global banking 
system, additional shocks cannot be ruled out. Moreover, a marked downturn in credit 
extension by US banks, notably small to medium-sized banks, can be expected as they curb 
lending to preserve liquidity. Indeed, loan officer surveys indicate lending conditions have 
tightened markedly among the large developed market (DM) economies in aggregate.  

Although lower energy prices have slowed the annual advance in headline inflation across the 
world, core inflation has remained relatively sticky. Manufacturing PMI indicators including 
delivery times, suppliers’ performance and prices paid and received suggest global supply 
chains are mending. This has been reflected in lower goods price inflation, especially in the 
US. However, against the backdrop of firm CPI services inflation, US core PCE inflation 
increased 4.6% in the year to February 2023. In Europe, the flash estimate for core inflation 
reflected a 5.7% increase in the year to March 2023. 

On balance, inflation has likely peaked but it is not clear how fast or how much inflation is likely 
to slow. While labour markets are tight, inflation risk is skewed to the upside. In the US, despite 
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some recent improvement in the labour force participation rate, the structural labour market 
shortage remained a central concern for the Federal Open Market Committee (FOMC). 

On asset class returns, the MSCI All Country World Index delivered 7.4% in US dollar terms, 
driven mainly by a PE rerating of 6.4%. The MSCI World Index (i.e. excluding emerging 
markets) was up 7.9% as well, with the MSCI Emerging Markets Index up by 4%, with the 
latter driven by the performance of Taiwan (13.7%), South Korea (8.4%) and China (5.3%). 
The US Dollar Index weakened by 1%, with developed market real estate returning 0.9% and 
developed market bonds 3%. 

 

Asset allocation 

Overall it was another risk-on quarter with DM equities returning 7.9% and emerging markets 
(EM) 4% (both in US dollar terms). Our base case remains that we’re not out of the woods 
yet, with risks still balanced to the downside for global equities. Major reasons for this include 
earnings downgrades still to reach notable levels, US CPI, in particular, potentially taking 
longer than expected to get into the Fed’s 2-3% range, China’s re-opening not going as 
smoothly as hoped, and still elevated geopolitical risks. Consequently, the major changes 
made to your fund over the quarter was a reduction in global equities into strength and 
increase in local cash and fixed income, given attractive yields. No changes were made to 
global property, local inflation-linked bonds and foreign bonds. As we did the past quarter, we 
unwound another cap while the local equity market was experiencing a retracement, which 
benefited the fund when the market had another mini rally from its lows in March 2023.  

Looking ahead, there remains an increased risk of recession in at least developed economies 
including the US, EU and UK. Despite the continuing reduction in US CPI prints, it is nowhere 
near the Fed’s desired 2% level, consequently, US rates will have to increase further, or at 
least not be cut anytime soon. Moreover, the US labour market is still running hot, and the Fed 
wishes to see it cool down before potentially pivoting on rates. Globally, rising bond yields 
have resulted in markets migrating from TINA (there is no alternative) to ‘there is now an 
alternative’, viz. bonds. Higher bond yields have increased the opportunity cost of holding 
equities and reduced the opportunity cost of holding bonds; this is accentuated in SA. We 
continue to look for opportune levels to switch more into cash and bonds from equities.   

 

Short-term interest-bearing (STIB) instruments 

The South African Reserve Bank (SARB)’s Monetary Policy Committee (MPC) hiked rates by 
another 75 basis points (bps) over the quarter, surprising the market with a 50-bps hike at the 
end of March, taking the repo rate to 7.75%. The Bank’s latest forecasts are that ‘headline 
inflation for 2023 is unchanged at 5.4% and is slightly higher at 4.8% for 2024. In 2025, we 
still expect headline inflation of 4.5%. Our forecast for core inflation is somewhat lower at 5.2% 
in 2023 (down from 5.5%) and 4.7% in 2024 (down from 4.8%).’ 

Given the risk-on quarter, money market curves fell again but only slightly, with the three-year 
fixed-rate negotiable certificate of deposit (NCD) yield moving down 0.01% over the quarter to 
8.83%, while the five-year fixed-rate NCD yield fell 6 bps from 9.39% to 9.33%. Three-year 
floating-rate note spreads decreased by 5 bps, from 92.5 bps to a yield of currently three-
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month JIBAR + 0.875%, while the yield on five-year floating-rate notes decreased by 0.05% 
over the quarter from 112.5bps to a yield of three-month JIBAR + 1.075%.  

NCD rates have pulled back a bit so we’re waiting for better levels to acquire more; in the 
interim we’re buying more SA nominal bonds. We continue to sell shorter-dated, lower-yielding 
instruments in favour of higher yielders. Corporate credit spreads remain tight warranting a 
conservative stance on this sector based on both current pricing as well as fundamentals.  

 

Equities 

For the year to end-March, the Moderate Equity portfolio performed broadly in line with its 
benchmark, the FTSE/JSE Capped Shareholder Weighted All Share Index (Capped SWIX). 
The industrial index has performed best, although performance has been somewhat 
concentrated towards a small group of shares, with the international global cyclicals 
performing best. Financials have been weak, an area where we are underweight, which 
contributed to performance over the past 12 months. However, resources have been the real 
laggard over the past 12 months, giving back a lot of prior relative performance. Broadly, our 
selection of industrials was neutral from an alpha generation perspective, while financials were 
positive and resources detracted.   

In industrials it was a bit of a mixed bag, with our large overweight position in Naspers/Prosus 
contributing nicely, but was then offset by our underweight position in Richemont. Both 
companies are beneficiaries of the Chinese market opening up, although for now the market 
was most excited about luxury goods spending. Richemont has already recovered significantly 
post Covid, but now is getting the extra boost from the delayed recovery from the Chinese 
market. Expectations here are high and valuations stretched and so we will stay on the 
sidelines for now. We prefer the expected recovery from Tencent as it benefits from China 
opening up, with a much higher safety net from a valuation perspective, making us remain 
constructive on Naspers/Prosus. Other contributors in the quarter within industrials were 
Aspen Pharmacare, which signalled latent demand for manufacturing capacity post a weak 
set of interim results, which propelled the share higher in the quarter. We have had to be 
patient with Aspen, but see further upside from here. Datatec also performed well post a 
positive trading update towards quarter-end. On the negative side, the electricity challenges 
weighed significantly on the performance of KAP Industrial Holdings and Pick n Pay group, 
shares in which we have an overweight position.    

On the resources side, our overweight position in the platinum shares, with particular reference 
to Northam Platinum, detracted from performance as weakness in the basket price weighed 
on the performance of the sector. The ongoing battle to take over Royal Bafokeng Platinum 
also has not helped. Global economic downgrades are impacting the more economically-
sensitive sectors, like mining, although a recovery in the vehicle market at some point should 
assist the sector as sales are currently well below trend. The opening up of the Chinese market 
should assist. Gold shares performed well as investors hid in the sector. We have some 
exposure to gold, although mainly within Gold Fields, which we have been gradually switching 
into AngloGold. We are, however, underweight the sector, with our AngloGold underweight 
position detracting from performance in the quarter. Our overweight position in Sasol also 
detracted as the oil price retreated in the quarter. For now, economic weakness has weighed 
on our relative position within the resources sector and while we have broadened our 



P a g e  | 4 

 

 

  

 

 

 

  

Fund Commentary 

Sanlam Investment Management  
Inflation Plus Fund 

 March 2023 

Connect with Sanlam 
  

Follow us 
 

overweight positions, we do need the supply-demand situation to stabilise before commodity 
prices recover. Timing in this regard is always difficult.  

The financials were not a major contributor to alpha generation in the quarter, although with 
the sector performing relatively poorly, they provided a good source of funding for other 
opportunities. Capitec was also weak in the quarter and as we are materially underweight also 
contributed to performance. The life insurance sector performed relatively well within the 
sector, but was not a major factor in relative performance vs. the Capped SWIX. Bank 
weakness was modest as concerns on credit deterioration were offset by more elevated 
interest rates, with the possibility that they remain elevated for longer. Some specialised 
finance sectors were very weak, although we remain under-invested and their weighting in the 
index remains small. Over the past year, the contribution from financials has been more 
meaningful as weakness in both Discovery Life and Capitec contributed to outperformance, 
as has our underweight position in Transaction Capital.  

 

SIM equity strategy 

In a similar vein to what we mentioned last quarter, the near-term investment environment 
remains fairly opaque and fairly unpredictable and there appear to be obvious material global 
risks on the horizon that we cannot ignore as investors (a hard landing in the US was 
highlighted above as an obvious example, a less buoyant Chinese recovery or an acceleration 
in the banking crisis in some permutation or some spillover effect that emerges, etc.). We 
remain of the view that this heightened sense of negativity in the market naturally provides 
mispricing opportunities, and we continue to mine the market for these ideas. There is no 
shortage of very attractively valued investments at present, but the key emphasis for us is on 
risk mitigation and ensuring that we understand some of these unpredictable, but material 
downside risks posed by the current environment. Our portfolio construction is presently tilted 
towards being more risk-averse, but we also are not ignoring the undervalued ideas that may 
take some time to generate performance and may present typical ‘equity-type’ near-term 
volatility, especially in the current market conditions. Striking a balance between risk 
management and future alpha generation is top of mind under these conditions. 

 

Bonds 

The SARB delivered a 25-bps hike in January and then shocked the market by increasing the 
repo rate by 50 bps at the March meeting. Market participants were expecting a 25-bps 
increase, with the small risk that the MPC could deliver an unchanged policy stance. The JSE 
All Bond Index (ALBI) returned 3.42% for the quarter, despite the negative return of 0.87% in 
February. The volatility seen in developed markets was also evident in the local market. 
National Treasury data showed that foreign investors bought more than R29 billion of bonds 
in January but then sold R25 billion worth of bonds in February. Inflation-linked bonds 
continued to lag nominal bonds, with the CILI index delivering just 0.96% for the quarter. The 
lack of demand for inflation protection is to be expected as inflation is forecast to end the year 
close to 4.8% according to Bloomberg consensus, from 6.8% average in 2022. Unlike the US 
curve, the local curve continued to steepen with the R2048 (25-year bond)/R2030 (7-year 
bond) spread widening by 58 bps. The two main drivers leading to the underperformance of 



P a g e  | 5 

 

 

  

 

 

 

  

Fund Commentary 

Sanlam Investment Management  
Inflation Plus Fund 

 March 2023 

Connect with Sanlam 
  

Follow us 
 

the long-end were the low supply of electricity, which impacts growth and a national budget 
which did not show much improvement is the fiscal consolidation path.  

 

International 

The closures of Silicon Valley Bank (SVB) and Signature Bank (SBNY) and forced takeover 
of Credit Suisse (CS) by UBS, unnerved market participants and poured cold water on investor 
optimism for 2023. The authorities responded quickly via generous liquidity provision, higher 
deposit guarantees and in Switzerland the speedy resolution of CS. These actions should 
provide enough calm to depositors and financial markets that a GFC repeat of 2008 will not 
occur. There is, however, already talk of tighter bank lending standards which will be negative 
for growth, and banks having to hold greater amounts of liquidity.  

On the positive side, however, US CPI prints continue to move lower, from 6.5% for end-
December 2022 to 6% to end-February 2023. As we indicated last time, these favourable CPI 
prints could potentially indicate that US inflation has passed its peak, but passing peak inflation 
is not equivalent to reaching the Fed’s 2% desired target, however, and much work still lays 
ahead for the Fed.  

Geopolitical tensions and conflict, unfortunately, remain elevated. The war between Ukraine 
and Russia showed no signs of letting up, while in early April 2023, China simulated military 
strikes on targets in Taiwan ‒ the world’s largest producer of semiconductors. From an 
economic perspective this is important since semiconductors are a key input for computers, 
communication, transport, energy and other sectors. Any escalation of tension between China 
and Taiwan ultimately also risks drawing the US into a confrontation with China. Overall, wars, 
home bias, sanctions and trade protectionism, enmeshed with emerging regionalisation, add 
a layer of complexity for firms operating in multiple geographies today, while worsening the 
trade-off between GDP growth and inflation.  

 

On asset class returns, the MSCI All Country World Index delivered 7.4% in US dollar terms, 
driven mainly by a PE rerating of 6.4%. The MSCI World Index (i.e. excluding emerging 
markets) was up 7.9% as well, with the MSCI Emerging Markets Index up by 4%, with the 
latter driven by the performance of Taiwan (13.7%), South Korea (8.4%) and China (5.3%). 
The US Dollar Index weakened by 1%, with developed market real estate returning 0.9% and 
developed market bonds 3%.  
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