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Portfolio Manager Quarterly Comment 
 

ECONOMIC REVIEW 
Global backdrop 
 
The first quarter of 2023 (Q1) saw a continuation of the turbulent and challenging 
dynamics that characterised the past year, which we previously described as one of 
the most challenging years on record for the investment industry in decades. At a global 
level, rising interest rates continued its upward trajectory in multiple jurisdictions, war 
continues to rage in Europe, and a rally across global equity markets that commenced in the 
beginning of the year was brought to an abrupt halt by a ‘mini global banking crisis’ ‒ brought 
on by the failure of two small to mid-tier US banks and the potential failure of Credit Suisse in 
Switzerland, which has subsequently been bailed out by the Swiss central bank and a buyout 
by UBS. Once again, never a dull moment this past quarter. 
 
From a regional perspective, the US economy saw some reprieve in the pace of interest rate 
hikes, as the US Federal Reserve (Fed) only increased the federal funds rate by 25 basis 
points (bps) on 1 February 2023. This marked a shift from the prior pace of increases, where 
the last three preceding rate hikes were as follows: 75 bps in September 2022, followed by 75 
bps in November 2022 and finally 50 bps in December last year. Leading up to the US banking 
crisis in early March, much of the economic debate was focused on whether the US economy 
will face a hard or a soft landing, given the Fed’s determination to contain stubborn inflation, 
as well as an enduring robust employment environment, which continues to underpin the 
strength of the US consumer and the US economy, despite the US housing and mortgage 
market showing signs of the higher rates having a clear impact. At the time, the slowdown in 
the pace of Fed tightening was signalling a potential ‘approach’ towards the peak of this US 
rate hiking cycle, which stimulated markets in January and added impetus to the proposition 
of a ‘soft landing’.  
 
This was interrupted in early March, when Silicon Valley Bank (SVB) became the second-
largest bank failure in US history on 10 March 2023. A second bank, Signature Bank, also 
failed and it emerged subsequently that both banks had two things in common – they were 
both significantly exposed to the technology sector (as a niche client base in the case of SVB) 
or to cryptocurrency failure (Signature Bank) and they were not subject to Basel regulations, 
which was considered a failure on the part of the banking regulatory regime within the US. 
This lack of oversight and regulation had allowed these banks to ‘mismatch’ their assets and 
liabilities to such a degree that it ultimately led to their failure. Given that the SVB failure was 
caused by a digital-enabled run on the bank by their depositors, the US government stepped 
in to contain the situation and guaranteed the safety of all client deposits. While these actions 
have largely contained the crisis and it is widely acknowledged that this is a unique and 
nuanced situation related to how smaller banks are inadequately regulated in the US, there 
was some contagion across financial markets globally. The risk that liquidity availability would 
be impacted across markets and that the cost of liquidity will increase as a consequence of 
these unfortunate events remains valid. The one positive narrative that has emerged from this 
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‘mini-banking crisis’ in the US is that it may go some way to assist the Fed in potentially not 
needing to hike rates as aggressively going forward, as this naturally removes liquidity from 
the market, but time will tell. For now, the Fed has signalled that they will continue to raise 
interest rates and thus the risk of a hard landing and a US recession remains relevant at this 
juncture. 
 
Across the seas in Europe, war rages on between Russia and Ukraine and sadly, no clear 
resolution appears imminent at this stage. The one notable development in Europe has been 
a major alleviation in energy prices, as natural gas prices reverted to pre-war levels and 
European governments did well to put in place appropriate alternatives to Russian gas supply. 
Some respite from a warmer European winter also aided the energy crisis that dominated 
Europe for most of last year. At the same time, prospects of a European recession have faded 
away and while the region is not expected to generate robust growth, it is now largely the 
consensus view that the European Union (EU) will at least likely avoid a recession. The same 
cannot be said for the UK, where a mild recession is expected to transpire this year and UK 
consumers continue to contend with rapidly rising interest rates and a cost-of-living crisis. The 
global financial contagion highlighted above spread into the European banking market and the 
potential failure of Credit Suisse was stemmed by Swiss government intervention and an 
engineered deal by UBS to take over Credit Suisse going forward. UBS may have paid a low 
price for Credit Suisse, but they face the complicated prospect of merging two large 
systemically important banks, and it is widely anticipated that many jobs will be lost by Credit 
Suisse employees. The reasons for Credit Suisse’s potential failure are unrelated to the 
dynamics that played out in the US mini-banking crisis, as Credit Suisse is regulated under 
the Basel III regime, but a confluence of negative events, including a large loss of clients and 
material withdrawals, culminated in the potential failure of this large Swiss bank. Once again, 
this contributed to the negative contagion theme highlighted above within financial markets 
and the narrative around risks to liquidity in the near term that we need to monitor. For now, 
the risk has been ringfenced to what’s happened in the US and Europe, but one can expect 
that scrutiny and regulation will increase across the global banking environment as a natural 
consequence of these negative banking events that have transpired. 
 

Within the emerging market landscape, China remains highly topical at present, as the world 
anticipates the ‘post-Covid’ emergence of this crucial economy to the global economy. The 
general International Monetary Fund (IMF) consensus view remains that global economic 
growth will slow this year, with the one bright spot believed to be a recovery in the Chinese 
economy, after a protracted period of Covid-induced dislocation. However, there is some 
debate emerging as to whether or not this will be an infrastructure-led recovery or a consumer-
led recovery, with the ramifications of this naturally having a major bearing on many emerging 
economies, particularly commodity-sensitive economies, given the volume of commodities 
that China consumes within a global context. The answer to the question posed by the debate 
highlighted above is quite unclear at this stage – commodity prices have been extremely 
volatile this past quarter, with a bias towards the downside and one of the major contributing 
factors to this has been a belief that an infrastructure-led/stimulated recovery in China is 
becoming a more remote probability, given that China has historically over-invested into its 
physical infrastructure and its property market fundamentals remain weak. Should this 
scenario play out, it poses further risk to demand for global commodities and while the medium 
to long-term prognosis for the global commodity cycle is robust (due to green transition, supply 
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constraints, etc.), the short-term consumption and demand environment remains highly 
opaque and difficult to call and we could see further volatility here. The natural consequence 
of this playing out is that the economic recovery in China is likely to be more consumer-led in 
nature, which has less impact on the broader global economy and plays out in a more insular 
way within China. Nevertheless, the Chinese Communist Party is forecasting a recovery to a 
real GDP growth trajectory of 5% for this 2023 calendar year and time will tell if this can be 
achieved or not and what the substance of this recovery will ultimately be. It is safe to say that 
China will directionally remain a counter-cyclical and positive force for global economic growth 
this year.    

Domestic backdrop 
In South Africa, the first quarter of 2023 can only be described as a gloomy and concerning 
start to the year. We commenced the year under a cloud of significantly upgraded 
loadshedding up to stages 5 and 6, with the once remote threat of total grid failure now 
becoming a core risk that is worthy of consideration for the South African economy. Many of 
the companies that we analyse are grappling with this risk and to corroborate this concern, 
even the insurance companies have started issuing statements about not offering insurance 
coverage for grid failure and its potential impact on their clients. Eskom remains a massive 
risk to the effective functioning of the South African economy at this juncture and our analysis 
reveals that if the experience of the first quarter is extended across the full year and if Eskom’s 
energy availability factor remains as low as it’s been in the last few months of 2022 and first 
quarter of 2023, then we may be facing a mild recession in South Africa and thus we are 
considering this as a potential possibility within our domestic ‘SA Inc.’-focused investment 
process. As far as general macroeconomic data points are concerned, the risks all point to the 
downside and there are literally almost no positive data points to focus on presently in terms 
of growth potential, confidence, etc. The IMF also recently downgraded South Africa’s real 
GDP growth expectations for 2023 to 0.1%. At the same time, we expect the South African 
consumer to remain under heightened pressure, exacerbated by the recent 50-bps increase 
that the South African Reserve Bank (SARB) announced in the last week of March. The 
pressure from rapidly increasing debt costs, combined with higher food and fuel costs paint 
an extremely concerning trajectory for average consumer disposable income levels and it is 
likely only the most affluent consumers that will remain somewhat insulated in this 
environment. 

The one positive element born out of this very negative current scenario is the prospect for 
self-generation of energy by companies and consumers alike. This may provide some stimulus 
to the economy at the margin, generating lending opportunities for financial institutions and 
future potential revenue sources for companies that can produce excess energy and sell this 
back into the grid via ‘wheeling’ arrangements. Another positive point worth mentioning is that 
interest rates are likely at or close to the peak, so this pressure point is perhaps at its worst 
presently. Relief will depend on the pace and extent of rate reductions in future, but it is our 
sense that interest rates may stay higher for longer until the SARB feels comfortable that the 
inflation trajectory is properly under control. This may take some time now, as some of the 
second-round effects of inflation have started to filter into the SA economy, resulting in more 
stubbornly elevated inflation that is perhaps higher than previously anticipated (wage growth 
expectations, sticky higher production costs due to loadshedding which is expected to be more 
enduring than initially thought, etc.). At the same time, it is perhaps worthy of consideration 
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that when all feels as negative as it currently does, that may be the catalyst for change and 
reform and with a general election coming up in 2024, we are fast approaching a point that 
could result in some sea change from a political perspective, which we know is intricately 
linked to the economic fortunes of this country. 

MARKET REVIEW 
Global market performance 
Despite a fair degree of turmoil, described above, global equities have posted positive 
performance in US dollar terms year-to date, as at the end of the first quarter of 2023 (Q1). 
For the three months ending 31 March 2023, the MSCI World Markets Index generated a 
total return of 7.9%. The main drivers of this performance emanated from the information 
technology, communication services and consumer discretionary sectors (luxury cycle 
highlighted above). Financials, healthcare, energy, and real estate all lagged. The substance 
of this Q1 rally illustrates a greater appetite for riskier assets and a pivot away from more 
defensive assets, such as utilities, which also underperformed this past quarter. Given the 
coincident rally in bonds and falling yields, this was likely a function of the market anticipating 
that the Fed was going to slow or halt its current hiking strategy. We now know that this is not 
necessarily the case, as highlighted in the economic analysis above. Overall, it was a volatile 
quarter, with January depicting a sharp rally (the MSCI World Markets Index posting a gain of 
7.1% for the month of January 2023), February saw a drop recorded (-2.4%) and March back 
up again (+3.2%). 

From a regional perspective, the major developed market region that led the past quarter’s 
rally in the MSCI World Markets Index was the European region, which gained 10.7%. Double-
digit gains in many constituent European markets were recorded (Ireland +21.6%; the 
Netherlands +16.7%; and Spain +15.7%). This was followed closely by North America 
(+7.6%), led by a 7.7% return generated by the US region. The Pacific region generated the 
lowest relative performance, but still gained 4.8% in total return, led by a strong performance 
in New Zealand (+8%), Singapore (+7%) and Japan (+6%), but offset by a weaker 
performance in Australia (+2.8%) and Hong Kong (-2.4%). 

From an emerging market perspective, the MSCI Emerging Markets Index also 
generated a positive performance of 4% in US dollars, underperforming the aggregated 
performance of the developed markets’ World Index. Within the emerging market landscape, 
the Asian region generated the highest return (+4.9%). Notable regional constituent 
performance included China, which was up 4.7% and Taiwan rallied sharply (+14.8%), but this 
was offset by a negative return generated by India in Q1 (-6.3%). The Asian region was 
followed by Latin America (+4.0%), where a strong constituent performance by Mexico (+20%) 
and Peru (+8%) offset a weak Q1 performance by Brazil (-3.1%). In contrast, the EMEA 
(Eastern Europe, Middle East, Africa) region fell by 1%. Unpacking this EMEA region further, 
Turkey (-9.2%) and the UAE (-7.5%) fell sharply, while South Africa was slightly down in 
US dollar terms (-0.4%).  
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Domestic market performance 
From a domestic performance perspective, the FTSE/JSE Shareholder Weighted All Share 
Index (SWIX) generated a positive total return of 5.2% in Q1. For the three months ending 31 
March 2023, the Capped SWIX index gained 2.4% (total return). At a key sectoral level, 
industrials were the only game in town, as the Industrials index generated a total return of 
13.6% in Q1, while the Financial index fell by 0.3% (total return) and Resources 
underperformed the most, losing 4.7% in total return over the same period. SA listed property 
had a tough first quarter, as the FTSE/JSE SA Listed Property Index (SAPY) fell by 5.1%. 

For the past quarter (3 months ending 31 March 2023), from a sub-sector perspective, the 
strongest performance came from the Consumer Discretionary sector, which generated a 
return of 21.1%, and this was primarily driven by the Personal Goods and Travel and Leisure 
sectors (up 27% and 10.5% respectively). Richemont, for example, was up 27% this past 
quarter (Personal Goods sector). This was followed by Healthcare (+17.7%), on the back of a 
rally in the Pharmaceuticals sub-sector, which was driven predominantly by a strong 
performance in Aspen, which gained 34% in Q1. Thereafter, the third best-performing sub-
sector was Technology, which generated a total return in Q1 of 16.9% (driven predominantly 
by a rally in Naspers and Prosus, which returned 16.6% and 17.9% respectively over the past 
quarter).  

On the negative side, not surprisingly, the worst-performing sub-sector was the Energy sector 
(-21.2%), followed by Basic Materials (-3.9%), and Financials (-0.4%). Within the Energy sub-
sector, the major pressure emanated from oil, gas and coal stocks (Thungela Resources -
29.5% and Exxaro -14% over the past quarter) and in the case of basic materials, industrial 
metals and minerals and chemicals were the major culprits. This was offset by a robust 
performance by gold stocks, which held up the precious metals and mining sub-sector within 
basic materials. Within Financials, Banks as a sub-sector fell by 2.3% in Q1, but the insurance 
sector enjoyed a rally, after a protracted period of underperformance – the life insurance sub-
sector generated a positive return of 13.3% and the non-life insurance sub-sector was up 
11.8% in the past quarter. The major pressure in Financials emanated from the Finance and 
Credit Service sub-sector, which was largely driven by a sharp fall in the share price of 
Transaction Capital, after the company published a materially negative trading statement and 
an unexpected deterioration in their SA taxi lending business. 
 

PORTFOLIO REVIEW 
 

For the first quarter of 2023 (Q1), Morningstar data indicates that the SIM General Equity 
Unit Trust generated a return of 2.2% (net of fees), marginally underperforming its 
benchmark, the FTSE/JSE Capped SWIX Index, which generated a return of 2.4% over 
the same period. For the rolling 12-month period ending 31 March 2023, the return of the 
SIM General Equity Unit Trust is 0.02%, slightly behind its benchmark’s return of 0.23% over 
the same comparative period.  
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Most importantly, over a rolling three-year period, the SIM General Equity Fund has 
outperformed its fixed benchmark, generating an annualised return (net of fees) of 
24.4% per annum for the three years ending 31 March 2023 (versus its benchmark’s 
return of +23%). 

 

For Q1, the top three contributors to performance were the following investments: 

 

• Our offshore exposure to the Sanlam Global Artificial Intelligence Fund 

• Our underweight exposure to Capitec Bank Holdings Ltd (CPI) 

• Our overweight position in Datatec Ltd (DTC) 

 

The offshore-held Sanlam Global Artificial Intelligence Fund enjoyed a very strong Q1, in line 
with a general rally in technology-orientated stocks seen across the globe so far this year. It 
was pleasing to benefit from this performance, after this fund detracted from performance last 
year. The relevance of artificial intelligence (AI) has attracted heightened attention this past 
quarter, as rapid development in this space continues to be rolled out with the likes of 
ChatGPT, which is attracting a lot of interest in tech circles, and it is now being debated 
whether ‘GPT4’ represents the first form of a crucial breakthrough as the first AGI (artificial 
general intelligence) ever developed. The bottom line is that whatever format it is being used 
in, AI is becoming increasingly important in the lives of companies and governments across 
the world and the Sanlam AI Intelligence Fund seeks to capitalise on this theme and to invest 
in companies that are using AI as a mechanism for improving efficiencies within their 
respective businesses or to generate new avenues of revenues. It is our view that there is 
substantial longevity and relevance to this evolution and thus we continue to hold our exposure 
to this fund. We are taking a medium to long-term view on this investment, in line with the 
substance of our investment philosophy. 

 

The South African banks that have reported during this past quarter delivered exceptional 
results and paid healthy dividends to their investors from the last financial year ending 31 
December 2022. Despite this, in line with the global financial and banking contagion risks 
highlighted above, our own domestic banks were not unscathed by the banking crises that 
played out in the US and Europe, resulting in a sell-off in their shares in the first quarter, 
despite their strong fundamental results. In Capitec’s case specifically, a similar theme 
affected the stock, but its underperformance was exacerbated by the release of a trading 
update that disappointed the market (below expectations for the upcoming financial period 
ending 28 February 2023, which is due to be reported by the company in April). Our 
underweight exposure to Capitec reflects our investment philosophy to not overpay for growth 
in any respective investment case, as Capitec remains one of the highest rated banks in the 
world from a valuation perspective. We prefer to concentrate our exposure in the other 
domestic South African banks (our top picks being Standard bank, ABSA and FirstRand), 
where we still see considerable value, as these shares trade on low valuation metrics 
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(PE/price to book) and high dividend yields, further enhanced by the recent sell-off of these 
domestic banking shares due to extraneous global factors. It is worth mentioning that none of 
the specific risks that impacted these regional banking failures in both the US and Europe are 
of material concern to our own domestic banks, which are strictly regulated by the Basel III 
regime and remain extremely well-capitalised and conservatively managed banking 
institutions by global standards.  

 

For Q1, the top three detractors from performance were the following investments: 

 

• Our underweight position in Compagnie Financière Richemont (CFR) 

• Our overweight position in KAP Industrial Holdings Ltd (KAP) 

• Our overweight exposure to Northam Platinum Holdings Ltd (NPH) 

 

Richemont continued to rally significantly into the first quarter of 2023, as the global ‘luxury 
bubble’ remains in play. We interrogated the investment case again and our fundamental 
research indicates that Richemont is fully valued. We have run upside scenarios to try to 
capture some of these global dynamics that continue to play out, including the prospects of a 
buoyant Chinese consumer-driven recovery, but we are struggling to find value in Richemont 
and thus remain underweight in terms of our positioning. This detracted from performance in 
the past quarter, but adherence to our investment philosophy and our research process 
remains our key priority.  

 

Our exposure to KAP, which detracted from performance over the past quarter, is premised 
on the significant value that we see in the share. While we acknowledge that the South African 
macro environment remains challenging for companies like KAP in the near term, we are 
taking a long-term view and we see substantial value in the share, as is the case with many 
other SA Inc.-orientated investment cases presently. Loadshedding has been disruptive to 
most South African businesses and we are cognisant of this risk and are factoring it into our 
investment case scenarios. In the case of a company like KAP, we see upside to our bear-
case scenario for the share, which would be a scenario where we extrapolate a degree of 
‘negative conditions’ into perpetuity for the company and value the counter on that basis. We 
are happy to be patient and wait for the value to be realised over the medium to long term. 
The current doom and gloom narrative is offering many opportunities like this and often a 
patient investor must stomach the underperformance initially to reap the reward in the longer 
run.  

 

The investment case for Northam has been discussed previously in these quarterly updates. 
Our overweight exposure here continued to detract from our fund’s performance this past 
quarter. While there has been continued pressure within the platinum group metal (PGM) price 
complex, most notably in the case of palladium and rhodium prices, three specific platinum 
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stocks have remained embroiled in a challenging, protracted corporate action saga. These are 
Impala Platinum and Northam Platinum, who have both been locked in a bidding war to 
acquire control of Royal Bafokeng Platinum (RBPlats). Negative price sentiment related to an 
opaque demand outlook for PGMs over the near term (given the weaker global macro 
backdrop and questions around how impactful a Chinese economic revival would be for 
commodity demand) merely exacerbated the price action in Northam, which was already 
weighed down by a lack of resolution around this pending corporate action. The market was 
also concerned that Northam may be willing to overpay for the assets of RBPlats just to secure 
control of the company away from Impala and that their balance sheet was potentially not 
strong enough to sustain this move.  

 

While writing this commentary, it was announced that Northam has pulled out of the deal, and 
this has resulted in a strong rebound in the Northam share price. Our exposure to Northam 
was never premised on the company buying RBPlats. Rather, it was always a function of their 
underlying valuation, their strong production profile, and our thesis that the longer-term 
investment case for PGMs remains firmly intact when considering hydrogen as a proposed 
fuel source, potential longer-run supply shortages in certain PGMs (rhodium and platinum 
specifically) as well as the fact that supply of PGMs globally remains concentrated in South 
African producers’ hands. It is also plausible that the transition from ICEs (internal combustion 
engines), which use more platinum metals, to BEVs (battery electrical vehicles) would take 
longer and be slower than anticipated, which would underpin demand for PGMs. We remain 
comfortable with this view and with our exposure to Northam as our preferred top pick within 
the sector, despite the underperformance this past quarter.  
 

OUTLOOK 
Risks and opportunities 
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 this 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. Once again here we reiterate the 
importance of our high-quality, robust and rigorous investment research process, which 
underpins everything that we do. A simple example of the importance of scenario analysis in 
this type of market comes to mind – we have applied much thought to our bear-case scenarios 
in this environment and we continue to do so to search for adequate ‘margins of safety’ when 
investing in this type of market. 
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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. 

 

Having been through many cycles together as a team, we are fully aware that the environment 
will turn and the cycle will re-enter a positive trajectory at some stage in the future – whether 
that is catalysed by the Fed getting inflation under control and subsequently lowering their 
interest rates or an end to the war in Europe or just a slow grind back up to more benign 
investment conditions, it will come. The timing may not always be clear, but we invest for the 
long term, and we look through this noise that is all around us at present. We believe that 
staying on this course and adhering to the parameters of our investment philosophy, which is 
underpinned by our highly regarded research process, will continue to deliver the results that 
we have been able to deliver to our clients over the last 10 to 15 years.    
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