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On Friday, 24 February 2023, the Financial Action Task Force (FATF) added SA and Nigeria to the global grey

list. The FATF has identified countries on this list as having deficiencies in their money laundering and terror

financing practices. SA joins Albania, Barbados, Burkina Faso, Cayman Islands, Democratic Republic of

Congo, Gibraltar, Haiti, Jamaica, Jordan, Mali, Mozambique, Nigeria, Panama, Philippines, Senegal, South

Sudan, Syria, Tanzania, Turkey, Uganda, United Arab Emirates and Yemen. Countries on this list are at risk of

being placed on the blacklist, which can have significant economic consequences. At the moment, the

Democratic People’s Republic of Korea, Iran and Myanmar are on the FATF’s blacklist.

The FATF said that SA had made progress on the 67 recommended actions identified in 2021. In its most

recent assessment, in January 2023, the strategic deficiencies were reduced to eight. SA seems to be clear

from a regulatory point of view but lacks effective implementation. We need to address these deficiencies by

no later than the end of January 2025.

What has the impact been so far?

In currency, bond and equity markets, the impact of the FATF’s grey listing decision was muted. Figure 1

below shows that the rand has been weak this year, depreciating by 7.83% against the US dollar. On the day

of the announcement, the rand depreciated by 1.12% against the dollar, due to dollar strength.

Source: IRESS
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Figure 2 shows that South African bond yields have been volatile over the same period. Bond yields pushed

higher (implying a capital loss in the short term) towards the end of last year, which could be attributed to the

Phala Phala controversy. Yields rose gradually leading up to the grey listing announcement. On the day of the

announcement, the shorter end (five-year yield) spiked, while the 10- and 30-year yields moved lower.

Arguably, grey listing had been priced in, but global themes such as the direction of global interest rates, sticky

global inflation and the possibility of a recession had a greater impact leading up to the decision.

Source: IRESS

SA’s grey listing should not be regarded as a non-event, because if these deficiencies are not addressed, long-

term consequences can be significant. Being on the grey list can negatively impact a country’s capital flow,

increase compliance costs, hamper access to international finance and create a further disincentive for

offshore companies to deal with SA.

Where to from here?

We trust this event will lead to increased action that will build stronger, more effective anti-money laundering

and counter-terrorism practices. Political will is required to get the country off the grey list. We have been given

a clear set of recommendations to address the deficiencies identified by the FATF, and it is important to take

action to avoid being placed on the black list.
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Room for thought …

Active engagement is growing in importance to investors

What is active engagement?

Active engagement is an investment approach that uses constructive dialogue to achieve significant

improvements in the long-term sustainability of investee companies. This is done through constructive

dialogue and voting to effect positive change on environmental, social and governance (ESG) issues at

shareholder meetings. Engagement usually begins informally by talking with the company’s sustainability and

investor relations departments. It then graduates to more formal talks with top management to obtain binding

commitments on meaningful change.

Victor Verberk, CIO of Fixed Income and Sustainability at global asset management company Robeco, says:

‘Engagement, climate and biodiversity will be central to investment processes between now and your

retirement, as well as long thereafter.’ Active ownership is the favoured approach to dealing with particularly

contentious sectors, such as oil and gas, where voting and engaging to secure decarbonisation commitments

have proved particularly effective.

Commitment to active ownership and engagement

Sanlam Investments made the decision to partner with Robeco two years ago because of their pioneering

approach to sustainable investing. Explains Sanlam Investments Chief Executive Nersan Naidoo: ‘As part of

our conscious sustainability and impact-focused agenda, we embrace active ownership and engagement to

help bring about the change needed to safeguard and even increase the value of the investments for which

we are responsible.’

In Robeco’s white paper on active ownership called Challenge Accepted, research revealed that 28% of

respondents intend to become active owners in oil and gas companies in the next two years. When it comes

to net-zero emissions, 75% of investors said that this will become the biggest engagement theme over the

next two to three years as part of their drive to achieve carbon neutrality in their portfolio by 2050.

By Tinotenda Mtemeri

Head of Institutional Distribution

Sanlam Investments
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Key findings in the active ownership white paper

▪ Active engagement is now a vital part of investment policies for almost 73% of investors, while 80% said its

importance will increase in the next two years.

▪ 73% of European investors and 61% of global investors say engagement strategies are effective in

fostering change in ESG policies at investee companies and they expect their impact to grow in the future.

Around 11% thought it was ‘very effective’, while 25% were neutral.

▪ 60% of investors say they have a very good understanding of engagement with companies in order to drive

change on carbon emissions.

▪ 66% of investors say they are motivated to use active engagement to ensure that governance standards

comply with good practices.

▪ While investors generally want better data on ESG issues, corporate governance data are currently used by

just over half of investors. Lack of data is consistently cited as one of the biggest obstacles to sustainability.

Says Peter van der Werf, Senior Manager of Engagement at Robeco: ‘Active ownership is a long-term game.

You don’t achieve results overnight, but I think asking the right type of questions persistently and driving

companies in the right direction will help us to show there can be real-world outcomes.’ One of Robeco’s most

successful engagements to date has been convincing Italian energy group Enel to fully decarbonise by 2040,

bringing forward its previous net-zero carbon emissions target by a decade.

Commenting on one of the most debated topics in ESG investing, namely when to engage and when to divest

from companies, Van der Werf said: ‘For some the debate is crystal clear. They want investors to divest from

companies that threaten the future of our planet.’ However, he said for asset managers, the picture is more

nuanced. ‘The question is not to divest or to remain invested, but to decide at what point an unsuccessful

engagement should result in divestment.’
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Economic
Review

By Arthur Kamp

Chief Economist

Sanlam Investments

Global

Global economic activity surprises to the upside in 1Q23

Global economic activity surprised to the upside in 1Q23. 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 the first quarter 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 Eurozone in 4Q22. However, available

data suggest the region recorded a modest improvement in real GDP in 1Q23 (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.

Bank sector stress dominates the news flow

News flow in the quarter was, nonetheless, dominated by emerging stress among US and Eurozone 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 whose fixed-income assets on

their balance sheets 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.

Meanwhile, in Switzerland, amid increasing systemic financial sector risk, the government supported the takeover

of the ailing Credit Suisse by UBS with the Swiss National Bank providing liquidity support along with a state loss

guarantee.

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.
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Central banks remain focused on their inflation mandates amid bank

sector turmoil

Although lower energy prices have slowed the annual advance in headline inflation across the world, core

inflation has remained relatively sticky. 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, global 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 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) through the first quarter. Indeed, whereas the annual advance in

average hourly earnings for the private sector is slowing, it remained robust at 4.2% in March 2023.

Accordingly, at the conclusion of its meeting in March 2022, the FOMC increased the range of the federal funds

target rate by 25 basis points (bps) to 4.75-5.00%. This followed a 25-bps hike in the federal funds rate in January

2023.

Economic projections, published at the time of the March US FOMC meeting, reflect a median expectation for the

federal funds rate of 5.1% at end-2023. This suggests we are at or close to the top of the US interest rate hiking

cycle. Even so, the March 2023 FOMC statement warned that: ‘The Committee anticipates that some additional

policy firming may be appropriate in order to attain a stance of monetary policy that is sufficiently restrictive to

return inflation to 2 percent over time’. Of course, nascent bank sector stress implies interest rates cannot be

increased with impunity. Further, signs of significant disinflation are emerging at producer level. For example, the

annual advance in US PPI for services (final demand) slowed to 3.9% in February 2023, from a high of 9.4% in

March 2022, while the PPI for goods (final demand) slowed to 5.5% from 17.3% over the same period.

At the same time, the US dollar, which depreciated significantly in the final quarter of 2022 against the euro,

trended sideways in 1Q23, although the currency was relatively volatile. We believe the dollar is overvalued,

while the share of the US currency in global foreign exchange reserves has also been on a declining trend for

years. However, it remains the world’s reserve currency, which implies it has appeal during periods of heightened

global uncertainty.

In the Eurozone, the Governing Council of the European Central Bank (ECB), which projects average core

inflation rates of 4.6% and 2.5% in 2023 and 2024 respectively, noted in March 2023 that: ‘Inflation is projected to

remain too high for too long’. Accordingly, the Council increased the key policy interest rates of the ECB by 50

bps. This follows the 50-bps increase in key policy interest rates in February 2023.

Elsewhere, in the UK, the Bank of England (BoE)’s Monetary Policy Committee (BoE MPC) increased its Bank

Rate by 25 bps to 4.25% in March 2023, following a 50-bps hike in February 2023. The bank cited CPI inflation at

10.4% in February 2023 and a tight labour market as key concerns. Specifically, employment is expected to be

stronger than expected in 2Q23, leaving the unemployment rate unchanged relative to the bank’s previous

forecast of a higher unemployment rate. At the same time, the BoE MPC notes the government’s Energy Price

Guarantee (EPG) will be maintained at £2 500 for an additional three months from April 2023, implying real

household income is likely to remain ‘broadly flat’ in the near term, as opposed to falling as previously anticipated.

In Japan, consumer price inflation increased 4.3% in the year to January 2023, which is its highest level in four

decades. Subsequently, however, inflation slowed to 3.3% in February 2023 due to lower fuel prices. The Bank of

Japan (BOJ) maintained its yield curve control (YCC) trading band at 0.50% above or below zero through 1Q23

but had to resort to an increase in its JGB purchases. The latter suggests the YCC band is likely to be increased

in 2Q23. That said, given an expected fall in inflation to below 2% in 2H23, the BOJ is not expected to exit its

negative policy interest rate in 2023, although some recent wage increases have been firm, which requires

monitoring.
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Grinding towards a US recession?

In the US, recession concerns linger, given the determination of the monetary authorities to curb inflation. The

federal funds rate is materially higher than estimates for the neutral rate and interest-sensitive areas of the

economy are feeling the pinch. Housing sales, for example, remained depressed despite some improvement in

1Q23.

Further, the yield curve remains inverted, while money supply is contracting with seasonally-adjusted M2 falling

0.6% in the year to February 2023.

Stress in the bank sector is also likely to reduce bank lending, especially among small and medium-sized banks.

This is significant since these banks account for a large share of total lending in the economy, including

residential and commercial real estate loans.

A US recession is unlikely while employment growth is firm and profit margins are high. However, the labour

market is beginning to soften. Job openings decreased 6% in February 2023. Moreover, after jumping by 472k in

January 2023, the increase in non-farm payrolls slowed to 326k in February 2023 and 236k in March 2023. In

addition, amid a 2.6% seasonally-adjusted and annualised advance in real US GDP in 4Q22, corporate profits

(with inventory valuation and capital consumption adjustments) decreased by 7.8% annualised.

Even so, the data are not showing rapid deterioration yet. Job openings remain above their pre-pandemic level,

while the unemployment rate is low at 3.5% in March 2023. Also, the fall in earnings, to a material extent, reflects

a marked decrease in Federal Reserve profits, while the share of total profits in gross value added remains high.

Hence, a sudden, sharp capitulation in economic activity seems unlikely, although the Fed’s determination to

dampen demand sufficiently to guide inflation lower may ultimately lead to recession.

In contrast, high frequency data in China point to a robust rebound in activity in 1Q23. In response to the

reopening of the economy, household consumption is recovering, while reduced house purchase restrictions

encouraged an improvement in home sales in top-tier cities (although the property sector overall is not yet on a

solid footing). Moreover, favourable road and air traffic trends, PMI prints and credit extension data (notably to

corporates) add to a range of positive data releases pointing to better real economic conditions. In addition, given

contained inflation, the People’s Bank of China has remained supportive of the economic recovery, cutting the

reserve requirement ration (RRR) by 25 bps for banks with an RRR above 5% in March 2023. That said, there

are risks, including constrained trade data amid a seemingly structural weakening in global trade.

Elsewhere, among EM economies, India’s PMI data remained in expansionary territory, while domestic demand

and credit extension held up relatively well in 1Q23. However, goods exports have softened, while tighter

monetary and fiscal policy are bound to impact demand overall. Accordingly, real GDP growth is expected to slow

in 2023. Even so, India is expected to remain one of the fastest-growing economies in the world this year, while

medium to longer-term prospects are underpinned by the nascent shift towards a digital economy and high value-

add exports.

Overall, global growth prospects for 2023 depend on the net impact of recovery in China relative to the

anticipated slowdown in the US. Although GDP surprised to the upside in aggregate in 1Q23, we remain wary of

the impact of a likely slowdown in the US, accentuated by anticipated weaker credit extension. Hence, we

maintain a moderate global real GDP growth forecast of 2% in 2023, followed by a similar outcome in 2024.

Elevated geopolitical tensions imply significant risks to the outlook

Geopolitical tensions and conflict, unfortunately, remain elevated. The war between Ukraine and Russia showed

no sign of letting up in the first quarter, 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 numerous sectors, including communication, transport and energy. Any

escalation of tension between China and Taiwan ultimately also risks drawing the US into a confrontation with

China.
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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.

South Africa

Dismal near-term growth prospects

Following a solid bounce of 1.8% seasonally-adjusted (not annualised) in 3Q22, real GDP contracted 1.3% in

4Q22, in part reflecting a markedly lower level of electricity supply. Although the weakness was broad-based, the

primary sector, which is especially vulnerable to electricity supply disruptions, recorded the sharpest deterioration

in activity as mining production, for example, decreased 3.2%.

Total electricity available for distribution from all producers declined 8.96% in the year to February 2023. Eskom’s

energy availability factor (EAF) was just 49.5% at the end of the first week in January 2023. At the same time,

unplanned outages amounted to 34.3% of capacity at the time. At least, the EAF recovered to 53.36% by the

week ended 12 March 2023. However, this remains insufficient to prevent significant loadshedding.

At least, on an 18-month view, expected investment in electricity infrastructure and the return of units at Eskom’s

Kusile and Medupi coal-fired plants to service should go a long way towards alleviating the supply shortage.

Projections by the National Energy Crisis Committee show an improvement in electricity supply of more than a

cumulative 10 000 MW over the remainder of 2023 and in 2024. This includes the return to service of units

currently under maintenance and expected new capacity.

In the interim, however, given weaker terms of trade, the lagged impact of interest rate hikes and electricity

loadshedding, the advance in real GDP is expected to slow materially in 2023 from 2% in 2022. We forecast real

GDP growth of between 0.00% and 0.75% this year. Key downside risks to the outlook include sustained high

levels of loadshedding and the possibility of a deeper than expected US recession.

In 2024, nonetheless, economic activity should lift from its depressed base in 2023 as additional electricity supply

is made available. We expect real GDP to advance 1.0-1.5% next year.

Greater optimism for real GDP growth requires the implementation of planned economic reforms and an increase

in foreign capital inflows. As regards the former, the National Treasury notes in its Operation Vulindlela Progress

Update for 3Q22 that 36% of reforms are completed, on track or completed with further work required. There is,

therefore, some progress. However, current disappointments on the reform front include inefficiency at ports, the

ongoing deteriorating trend in Eskom’s EAF and slow progress in filling slots for third-party access to the rail

network.

At the same time, net capital inflows into South Africa have been on a declining trend since 2015, which must in

large part reflect lower expected returns on investment. Specifically, identified net financial flows fell from around

6% of GDP in early 2015, to just 1% of GDP in 2022. At the same time, the current account balance shifted into a

deficit of 0.5% of GDP in 2022 from a surplus of 3.7% of GDP in 2021, partly reflecting lower export commodity

prices and mineral sales. The current account balance is expected to deteriorate further to a deficit of more than

2% of GDP in 2023.

A sustained increase in real GDP growth requires a strong increase in investment spending. Real gross fixed-

capital formation increased by a relatively firm 4.7% in 2022. However, this was off a low base and the level of

investment remained depressed at 14.1% of GDP. Further gains in investment spending into 2024 would widen

the current account deficit further in the absence of higher savings. This would require increased capital inflows to

avoid additional pressure on the rand and interest rates.
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Inflation, currency and the SARB repo rate

Headline consumer price inflation has peaked, slowing from 7.8% in July 2022 to 6.9% in January 2023, before

edging higher to 7% in February 2023. At the same time, core inflation increased to 5.2% in February 2023 from

4.9% in January 2023. Despite the disappointing February 2023 print, however, headline inflation is expected to

slow to 5% by the end of the year. In large part, this reflects base effects related to fuel prices, although the

emerging slowdown in the annual advance of the final manufactured goods PPI index from a peak of 18% in July

2022 to 12.2% in February 2023 suggests CPI core inflation should also begin to thaw.

Considering the expected disinflationary trend and the parlous state of the economy, the SARB’s surprise 50-bps

interest rate hike in March 2023, which followed a 25-bps increase in January 2023, may seem harsh. However,

the bank’s Monetary Policy Committee (MPC) has remained keenly focused on its stated objective to lower the

annual advance in consumer price inflation towards the mid-point of its 3-6% inflation target range.

Importantly, too, since South Africa is a small open economy, inflation expectations and outcomes are vulnerable

to persistent currency weakness. The current drivers of rand weakness are numerous, but include falling terms of

trade, electricity loadshedding and tighter global financial conditions, which risk sustained rand weakness. SARB

communication suggests this risk played a key role in its decision to implement a more aggressive interest rate

hike than widely anticipated.

That said, the bank is expected to switch to pause mode following its March 2023 MPC meeting, assuming limited

changes to its medium-term inflation forecasts and contained further action by the FOMC.

Note, expected disinflation assumes a firmer rand. In turn, the SARB plays a key role in maintaining low inflation

expectations to help stabilise the currency. Through most of 1Q23, the rand traded at around three standard

deviations weaker than its estimated purchasing power parity level against the US dollar. History suggests the

currency usually responds to interest rate hikes following periods of sharp depreciation, which informs our opinion

that the rand should fare relatively better over the next one to two years. That said, interest rate hikes are not a

sufficient condition to ensure this. Economic reforms, which boost South Africa’s potential growth rate and lift the

potential return on South African investment, are equally important. If not, South Africa’s weakened balance of

payments condition may keep the rand on the back foot.

Long-term fiscal sustainability remains at risk

Deteriorating growth prospects, slow economic reforms and the risk posed by the ailing financial position of state-

owned companies featured prominently in the decision of S&P Global Ratings in early March 2023 to revise

South Africa’s credit rating outlook to stable from positive, although it did affirm the country’s long-term foreign

and local currency debt ratings at BB- and BB respectively.

In its February 2023 Budget, the Treasury lifted the expected government debt trajectory but continued to map a

path to fiscal sustainability and a lower government debt ratio in the long term, despite elevated spending

demands and ailing state-owned companies requiring support from the central government. That said, key

assumptions relating to both revenue and expenditure, which help to yield this result, are bound to be tested.

The Treasury expects the gross loan debt ratio to increase from 71.1% of GDP at end fiscal year 2022/23 to a

peak of 73.6% of GDP in 2025/26, before declining to 65.9% of GDP by 2030/31. This reflects an improvement in

the primary budget balance from a surplus of 0.1% of GDP in 2022/23 to 1.7% of GDP in 2025/26.

However, fiscal risk remains significant. In addition to severe expenditure restraint, the updated projections rely

on a sustained high level of tax to GDP, which remains at its 2022/23 level of 25.5% of GDP over the medium

term, despite weaker terms of trade and lower real GDP growth.
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Also, according to the Budget projections, consolidated non-interest spending contracts by an annual average of

1% in real terms over the next three years. Constraining spending to this extent in the current socio-economic

environment will be difficult, especially since wages will be higher than projected by the Treasury at the time the

Budget was read. In addition, social grants increase by an average of merely 2.2% per year in current prices over

the three years, reflecting the termination of the social relief of distress grant in 2024/25. This seems untenable.

Further, the improving government budget balance does not include the impact of providing R254 billion in debt

relief to Eskom, which is reflected below-the-line by the Treasury. However, advances to Eskom must be funded

and therefore increase the central government’s debt level.

Importantly, too, the government’s debt service cost is expected to absorb 19.8% of Main Budget revenue by

2025/26, up from 18% of revenue in 2022/23, implying debt service costs amount to a cumulative R1.1 trillion

over the medium-term expenditure framework period.

Overall, although there is some comfort in that the budget includes a cumulative contingency reserve of R15

billion over the next three years, in addition to unallocated reserves of R35.7 billion in 2024/25 and R44.5 billion in

2025/26, the upside risks to spending, the opaque outlook for GDP growth and potential additional bailouts for

ailing state-owned companies imply that the risk to the debt trajectory remains to the upside over the medium to

longer term.

The Financial Action Task Force places South Africa on its 

grey list

The Financial Action Task Force (FATF) placed South Africa on its grey list at the conclusion of its evaluation in

February 2023.

The Protection of Constitutional Democracy from Terrorism and Related Activities Amendment Bill and the

General Laws (Anti-Money Laundering and Terrorism Financing) Amendment Bill in December 2022 have been

enacted and address some key deficiencies previously highlighted by the FATF. However, South Africa has not

yet demonstrated effective implementation of its anti-money laundering and anti-terrorism financing laws.

FATF communication indicates that ‘increased monitoring’ is not a call for the application of enhanced due

diligence measures. However, to ensure more stringent action is not taken in future, it is imperative that South

Africa addresses the strategic deficiencies within the timeframes agreed with the FATF. As the National Treasury

notes this includes, among other measures, demonstration of ‘a sustained increase in investigations and

prosecutions of serious and complex money laundering and the full range of terrorist financing activities in line

with its risk profile’ and improvement in ‘detecting and seizing illicit cash flows’.

Overall, whereas an FATF greylisting may not hold strongly adverse macroeconomic consequences at this stage,

this does not insulate South Africa from a difficult global macroeconomic backdrop and a dearth of capital inflows

to begin with. Further, failure to demonstrate effective implementation of the relevant laws within the timeframe

expected would likely lead to more severe consequences.
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South African
Money Market

By Donovan van den Heever &

Trevor Ngubane

Portfolio Managers

Market review

Markets started the year with a strong January rally for equities. Fixed-income markets also gained because of the

decline in inflation and the prospect of easier monetary policy. In February, equity and fixed-income markets were

affected negatively by strong economic data and sticky core inflation, which led the market to reassess their interest

rate expectations and price in higher-for-longer interest rates. In March, the collapse of Silicon Valley Bank and

broader concerns around the financial sector hit bank shares hard, while government bonds rallied. The rally in

fixed-income yields now reflected a lower priced-in peak federal funds rate of 5% instead of 6%, implying that the

SA Federal Reserve (Fed) might not hike at their March meeting to try and contain a potential larger crisis. Later at

their March meeting the Fed did hike rates by 25 basis points (bps).

Following the South African Reserve Bank (SARB) Monetary Policy Committee (MPC)’s 25-bps repo rate hike in

January, they surprised everyone in March by hiking the repo rate by 50 bps, with a narrow 3-2 vote, instead of the

widely expected 25-bps hike and an outside chance of no hike. The overall tone of the MPC statement reflected the

need for tough action against inflation. They raised their headline inflation forecast for 2023, due to its more

elevated path for food inflation, while its core inflation forecast remain unchanged. The SARB's informed guestimate

is that loadshedding will add 0.5% to CPI inflation.

SA GDP in the fourth quarter of 2022 contracted a lot more than expected. It declined by 1.3% quarter-on-quarter

(q/q) vs expectations of a 0.4% q/q contraction, after growing by 1.8% q/q in the third quarter. Wide-ranging

declines occurred on the production side of the economy, with gross value-added falling in seven out of 10 sectors.

Quarterly total employment grew by 169k with the unemployment rate falling slightly from 32.9% in the third quarter

of 2022 to 32.7% in the fourth quarter. Fitch Ratings lowered SA's GDP forecast for 2023 to just 0.2% from its

previous forecast of 1.1%. GDP for 2024 were lowered to 1.2% from 1.7%. The downward revisions were as a

result of the effects of ongoing loadshedding. Fitch's growth forecasts are almost identical to those of the SARB,

which are 0.2% for 2023 and 1% for 2024.

The 2023 State of the Nation Address focused on the power crisis, with the president declaring a State of Disaster

and appointing a new minister of electricity. Government also declared a national State of Disaster in response to

widespread floods.
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The 2023 Budget presented allocates R254 billion to Eskom over the next three years, which is a very generous

outcome for the parastatal. This effectively also nullifies the required conditions on the utility set by National

Treasury, leaving the Treasury with little leverage to make significant changes at the utility over the long run. The

Budget also projects a big improvement in the main budget deficit to just 3.9% of GDP for FY23/24 from National

Treasury’s forecast of 4.5% for the current year.

The Financial Action Task Force (FATF) placed SA on the grey list because of deficiencies in its anti-money

laundering and combatting terrorism financing (AML/CFT) regime. This means that SA residents and corporates will

face increased compliance scrutiny of their cross-border financial transactions. Treasury also noted that it typically

takes one to three years to exit the grey list and that the FATF had identified eight remaining key deficiencies which

need to be fully addressed to exit the list.

Headline CPI inflation declined to 7% year-on-year (y/y) from 7.2% y/y during the quarter. Core CPI inflation

increased significantly to 5.2% y/y from 4.9% y/y during the quarter. PPI inflation declined to 12.2% y/y from 13.5%

y/y. The rand weakened significantly to 17.73 against the US dollar from 17.04 during the quarter. The 10-year SA

government bond yield strengthened substantially to 10.66% from 10.90% during the quarter. The trade balance

increased to a surplus of R16.13 billion from R4.99 billion.

The money market yield curve flattened a little over the quarter, but remains steep, following the total 75 bps of

interest rate hikes. The curve is now pricing in a further 25-bps hike going forward.

What SIM did

Quality corporate credit and RSA Treasury Bills, which are yielding higher than JIBAR rates, were added to the

portfolio. The combination of corporate credit, high-yielding RSA Treasury Bills, negotiable certificates of deposit

(NCDs) and floating-rate notes (FRNs) will enhance portfolio returns.

SIM’sstrategy

Our preferred investments would be a combination of fixed-rate notes, FRNs and quality corporate credit to

enhance returns in the portfolio. With the MM yield curve remaining very steep, fixed-rate bank notes are potentially

relatively more attractive than FRNs. This is because bank FRN spreads have recently declined due to the steep

MM/FRA curve, making their performance very dependent on the future interest rate path. Only some RSA

Treasury Bills yield slightly higher than bank NCDs now.
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By Justin Greeley

Head of Fund Solutions

Sanlam Investments

Market Review
2023 started with a continuation of the constructive market tone of the last quarter of 2022, as markets rallied

substantially in January. Markets were buoyed by stronger than expected economic data in much of the

developed world, as winter proved to be milder for both Europe and the US. Consequently, the fears around a

European energy crisis failed to materialise, and the early signs of slowing inflationary pressures started to

emerge during January. That said, central banks continued to increase interest rates to combat the forward-

looking inflation threat. US debt ceiling debates resurfaced, as has become almost an annual custom, though

those have been kicked down the road for now, as is usually the case. The strength of market conditions in the

opening month of the year meant that markets had raced too far ahead, and simplistically, February was a

reversal and risk-off month, where at least a notable portion of January’s gains were eradicated. The first

anniversary of the start of the Russia-Ukraine war passed without notable incident, though US President Biden

did make a visit to Ukraine around that time. The war continues on with no material progress being made on

either side, and a drawn-out conflict looks, unfortunately, increasingly likely.

The first quarter of 2023 (Q1) will be remembered for the events of March, when the first notable casualties of

monetary tightening emerged from within the US regional banking segment. These began with Silicon Valley

Bank, which was forced to close after losses materialised on its investment exposure to long-dated US treasuries

and it failed to raise fresh capital. For different reasons Silvergate Bank, a lender primarily to the crypto universe,

was also closed and regulators closed Signature Bank after a deposit run. These events have put US regional

banks in the spotlight and looking forward it seems almost inevitable that further regulation will be implemented.

Elsewhere, Credit Suisse, which has limped on for at least the last 12 months, finally found itself at a loss of

confidence, and Swiss regulators were forced to hastily arrange an acquisition by UBS Group. The consequences

of these events have been a tightening in financial conditions, especially in the US, and a more concerning

economic outlook, though authorities have been quick to act to stem the consequences. The extent of the knock-

on impact and transmission effects to the real economy are not known, but these mean that the US Federal

Reserve, at least, is likely to reach a lower peak terminal rate for US interest rates.

With the overall risk-on tone during Q1, the MSCI World Index rose 7.73%. January accounted for the majority of

the rally with the MSCI World Index gaining 7.08%, before losing 2.40% in February, and then recouping that

February loss in March with a rise of 3.09%, despite the bank collapses in the financial sector. Market volatility

has remained steady if not somewhat elevated, with a peak during mid-March as concerns around the US

regional banks emerged. Despite the second consecutive quarter of equity market gains, global equity markets

are still down over 12 months, with the MSCI World Index 7.02% lower. At a regional level the trend of European

markets outperforming the US continued in the first quarter. For Q1, the MSCI Europe Index led the way with a

rise of 10.56%, this comfortably outperformed the US, which rose 7.44%, while Asia was weaker still, with the

MSCI Japan Index rising 6.19% and the MSCI Pacific ex Japan Index gaining only 2.16%. Emerging Markets

fared slightly better rising 3.96%, spurred on by general positive sentiment around China’s ongoing reopening, but

this was still much weaker than its developed market counterparts. On a one-year basis European equity markets

are the only major regional market to deliver a positive return with a moderate gain of 1.38%, while the US is

down 9.13% and Emerging Markets down 10.70%.
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At a sector level performance reflected the strong overall market environment, with some substantial sub-market

divergences. Information Technology was the standout performer with a gain of 21.10%, while Communication

Services rose 18.05%, and Consumer Discretionary gained 16.45%. However, these three sectors were in a

different league from the remainder of the market, as all the other sectors underperformed the market, with

Industrials being the best of the rest with a gain of 7.06%. The gains from those three market-leading sectors

indicate the narrow breadth of the market during Q1, and how it was a select few stocks, many of which had been

substantially sold-off during 2022, that drove the overall market’s performance in Q1. These sectors largely

explained the material outperformance of Growth over Value in Q1, as the MSCI World Growth Index gained

15.10%, and the MSCI World Value Index only returned 0.92%. In contrast to those leading sectors, Energy was

the weakest sector during Q1 with a decline of 3.42%, however, it was not alone in falling, as both the Financial

and Health Care sectors contracted 1.60%. The Utilities sector was the next best sector, with a meagre 0.50%

return for the quarter.

After the difficult years of 2021 and especially 2022, global bonds participated in the market rally in Q1. The

Bloomberg Global Aggregate Index rose 3.01% in the first quarter, to deliver the second consecutive quarter of

gains. Intra-quarter volatility was clearly visible. In January the index was up 3.28%, but these gains were wiped

out in February with a decline of 3.62%. Then in March global bond markets again gained, rising 3.16%. The first

quarter has continued to see ongoing substantial volatility in bonds markets, especially within the sovereign

market. There have been notable daily market movements on individual bonds, and the Merrill Lynch Option

Volatility Estimate (MOVE) Index, which measures US treasury option volatility, peaked at levels during Q1 that

exceeded those seen during Covid, and had not been seen since the Global Financial Crisis in 2008. The US 10-

year treasury bond started the quarter with a yield of around 3.75%, before falling below 3.40% in January. In

February, the yield on this bond exceeded 4.05%, before retracing all those yield rises to again drop below 3.40%

in March, and ended up finishing the quarter at 3.47%.

Turning to corporate bonds, the Bloomberg Global Aggregate Corporate Index rose by 3.46% for the quarter.

Hence, global corporate bonds marginally outperformed the broader market. Bond market volatility was also

evident here: January saw this segment of the bond market rise by 4.01%, before then retracing 3.21% in

February, and then gaining 2.78% in March. The more muted return here in March compared to the broader

market reflected the increased concern around corporate bonds linked to the financial market issues in the month.

The global high-yield market also produced positive returns for Q1, gaining 3.15%. Thus, despite market volatility

global bond markets, and the subcomponents of that asset class, delivered fairly similar returns for the quarter.

* All performance numbers are in US dollars unless stated otherwise.
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Our positioning
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Our active asset class positions relative to the

benchmark are based on our assessment of the

current valuations of the asset classes with

reference to our long-run fair value assumptions.

Our valuation approach is anchored in a set of

required real returns per asset class, given the risk

associated with each asset class. These required

returns are based on realised real returns for

various asset classes since 1900.

Although not at peak levels anymore, developed

market inflation rates remain well above their

central banks' 2% inflation target. The US current

inflation rate is 6% and has been declining from its

peak levels thanks to lower commodity prices.

Longer-run inflation expectations obtained from

US inflation swaps and inflation break-even

numbers are still at about 2.5%.

Central banks have followed an unusually

accommodative monetary policy since the 2008

Global Financial Crisis. We anticipate they will

struggle to bring inflation under control without a

severe negative impact on their economies.

Instead, they might be forced to settle for a higher

long-run inflation rate.

Long-run inflation expectations are fundamental to

asset valuations. As inflation rises, investors

require a higher nominal return from their

investments, and assets should reprice

accordingly. Our asset allocation positions reflect

our view that inflation will likely be higher than the

developed market central banks' 2% target and

the South African Reserve Bank (SARB)'s 3-6%

target range for a significant period.

Local investments

Local equities

We reduced the size of our overweight position in

SA equities.

South African equity markets have performed well

recently. The market gave a total return of more than

100% since the lows reached in 2020 when

concerns about the impact of Covid on the world

economy were the highest.

The current forward price-to-earnings (PE) ratio of

the FTSE/JSE Capped Shareholder Weighted All

Share Index (Capped SWIX) is around 9.7. This is

made up of a forward PE of 6 for the Resources

sector, 18 for the Industrial sector and 10 for the

Financial sector. So, the low PE of the overall market

is essentially the result of the Resources sector. The

earnings of this sector are notoriously volatile and

depend on the current higher commodity prices

persisting.

According to the SIM equity analysts, the aggregate

of the JSE individual company valuations indicates

that the market is currently about 15% undervalued,

relative to about a 30% undervaluation in October

last year. Also, the SA equity market continues to

trade at a discount to other emerging markets, while

over the long term, the JSE has traded at a premium

to these markets.

For these reasons, we retain an overweight position

in SA equities.

Local bonds

We maintained a benchmark position in local bonds.

SA 10-year bonds are trading at about 10.6%,

offering a real return of more than 5% if measured

relative to the midpoint of SARB's long-run inflation

target of 3-6%. We believe the likelihood of SA's

long-run inflation being higher and remaining above

the target range has increased substantially.

We, therefore, continue to prefer SA inflation-linked

bonds (ILBs).
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Inflation-linked bonds

We maintained our significant overweight position in

ILBs. Ten-year ILBs offer a 4.6% real yield, well

above the 2% real return that South African

conventional bonds have given since 1900.

Also, considering the global inflation concerns and

the risk that the government could use higher inflation

to reduce its debt obligations in real terms, we

believe that ILBs are attractive and less risky.

Local listed property

The property sector has been severely affected by

Covid. The ongoing write-downs of underlying

property values reflect the pandemic's long-term

effect on the asset class.

Based on consensus forecasts, the SA-listed property

sector is trading on a one-year forward PE ratio of

about 9 and a one-year forward dividend yield of

about 10%.

We continue to prefer SA equities ahead of SA-listed

property stocks.

Global investments
We currently favour SA assets ahead of developed

market assets. The rand is trading over three

standard deviations weaker than its purchasing

power parity (PPP) valuation versus the US dollar,

and SA assets are relatively more attractive.

Global equities

We retained our underweight position in global

equities. This position has been implemented

primarily by underweighting the S&P 500 Index.

The forward PE ratio for the developed markets is

16.7, while for the emerging markets, it is at 12.4.

The US equity market's consensus forward PE ratio

is 18.7. Analysts estimate earnings to decline slightly

over the next year, well below the 11% earnings

growth of 2022.

We are, however, of the opinion that US companies'

forecast earnings have not been adjusted

appropriately to reflect the current economic

environment. The US Federal Reserve's tightening

monetary policy would slow US economic growth,

and they foresee a high likelihood of a recession.

Also, given the recent banking crises in the US and

Europe, bank lending conditions have tightened, and

bank lending has slowed.

In response to the past decade's lower nominal

interest rates, non-financial companies have, on

average, increased their leverage. The

percentage of total debt to total assets has risen

from a low of 26% in 2006 to 35% currently. If

higher nominal interest rates persist, companies'

interest costs will significantly increase when they

refinance bond issues.

Also, effective corporate tax rates are now at 15%

compared to 30% in 2002. The tax rate is more

likely to increase than decrease in the future.

US companies' interest and tax expenses as a

percentage of earnings before interest and tax

have declined from 47% to 25% over the past 20

years.

All of this contributed to US profit margins being at

historically high levels.

Global bonds

Developed market central banks have an

implicit inflation target of 2%. We require a 1% real

return from developed market sovereign long

bonds to compensate for term and inflation risk.

At the beginning of March, US 10-year bonds were

trading at around 4%, offering a 2% prospective

real return relative to the target. As a result, we

reduced the magnitude of our underweight position

in global bonds. However, we retained an

underweight position as we believe the developed

economies' inflation rate will likely exceed the 2%

target for a protracted period.

Also, although they are considerably smaller

constituents in the Global Bond index, the

European and Japanese long bonds are still

trading well below their countries' inflation rates.

Risks and opportunities

ahead
We continue to believe there is a risk of sustained

higher global inflation. The central banks might

struggle to bring the current high inflation rates

under control.

The risk of a global recession has increased

substantially. A recession could result in a further

repricing of equities and corporate debt.



Equities

Inflation contained for now, but at what cost?

Global

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 ‘mini-banking crisis’ in the US is that it may go some way to assist the Fed in potentially not

needing to hike rates very 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.

By Andrew Kingston

CHeads of Equities
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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 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.

SouthAfrica – Eskom challenges constrain any signs of local economic growth

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.
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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 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.

Financial markets/JSE

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%).

21



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 performance

The Moderate Equity house view portfolio underperformed the benchmark by 84 bps in Q1 as a confluence of

factors impacted our portfolios. We have been constructive on the resources sector, but unfortunately weakening

global economic prospects weighed particularly on the sector in Q1 ‒ the sector in which we hold the largest

overweight position. While we have generally been cautious on economic prospects, the mining companies have

been very capital-disciplined and supply remains constrained. There is a tussle going on currently between growth

and inflation and at the moment inflation is winning. It’s only a matter of time before this is reflected in higher

commodity prices. Patience is required.

On the local side it is fair to say that we were caught a little off-guard with the extent of electricity disruptions and

the impact this has had on both the cost of doing business in SA and consumer/business confidence and

prospects. While all disruptions invariably pass over time, it appears evident that the challenges that Eskom has

brought to our local shares will take some time to solve. Key of course is whether these extra costs can be passed

on to the market over time. Currently this is not the case. Several local companies where we are significantly

invested were materially impacted from a share price perspective as prospects weakened. We suspect that it will

take time to recover this lost profitability, and some adjustments are required to valuations. Nevertheless, post this

adjustment there are compelling opportunities currently in the local space and some time is required for

companies to adjust and for valuations to reflect this improved outlook. We have learnt that over time SA

companies are surprisingly resilient and that in the gloom there invariably will be great buying opportunities.

For the year to end March, the Moderate Equity portfolio performed broadly in line with its benchmark, the Capped

SWIX index, underperforming by 6 bps. 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. There has also been some major reversal of fortunes within the resources sector, not all of

which we captured unfortunately. Broadly, our selection of industrials was neutral from an alpha generation

perspective, while financials were positive and resources detracted. 22



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, with the result that we 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 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 overweight

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

regard is always difficult.

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. The property stocks as an

example remained weak and as we are underweight here continued to contribute to performance. 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 underinvested 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.

Conclusion

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. 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.

23



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.

We will continue to seek out the best opportunities for our funds using our pragmatic value approach, valuing

companies based on normalised operating conditions, while also recognising that structural changes in industries

do occur and that we need to be incorporating these changes, as the participants in the industries also look to

adapt and evolve. We will aim to optimise the portfolios, given the upside to intrinsic value opportunities that we

research and identify for counters on the JSE using our long-term valuation framework. Having a long-term

investment framework remains key, as does being able to invest for the long term without getting distracted by

short-term noise.
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Bonds
By Mokgatla Madisha

Head of Fixed Income

Sanlam Investments

Tug of war

The Bloomberg Global Aggregate Bond Index

delivered its best January performance of the last 20

years as investors took advantage of higher yields

following the sell-off in 2022. Unfortunately, the index

delivered its worst February on record before a strong

recovery in March. The extreme volatility during the

quarter was initially driven by a better-than-expected

US non-farm employment report, which caused a

recalibration of US Federal Reserve (Fed) rate hike

expectations. Indeed, various members of the Federal

Open Market Committee (FOMC) then started guiding

markets towards a peak in the federal funds rate

between 5.5% and 5.75%. On 8 March, Silvergate

Bank, a bank which focused on businesses in

cryptocurrency, announced that it would wind down

operations because of losses it had suffered on its

loan portfolio. This was quickly followed by the

collapse of Silicon Valley Bank as depositors pulled

their money in favour of larger rivals. Signature Bank,

which also focused on crypto firms, was taken into

receivership by regulators shortly thereafter. The

failures of these banks and the forced takeover of

Credit Suisse by Swiss investment bank UBS Group

AG, led to yet another rally in developed market bonds

as investors sought the relative safety of government

bonds.

The FOMC and European Central Bank (ECB)

delivered rate hikes of 25 basis points (bps) and 50

bps, respectively, in March, in line with previous

guidance. The US interest market, however, continued

to price rate cuts for later in 2023 despite Fed

governors indicating that rates will remain high and

stable into 2024. The December Fed funds futures

were priced at 4.4% or 40 bps lower than the effective

federal funds rate on 31 March, indicating an 80%

chance of two rate cuts by year-end. Locally, the

South African Reserve Bank (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 Monetary Policy Committee

(MPC) could deliver an unchanged policy stance. The

FTSE/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-yr bond)/R2030

(7-yr bond) spread widening by 58 bps. The two main

drivers leading to the underperformance of the long end

were the low supply of electricity, which impacts growth,

and a national budget which did not show much

improvement in the fiscal consolidation path..

During the quarter, R33.4 billion of credit was issued in

the market. This compares to R19.4 billion issued in the

first quarter of 2022. Demand for credit has been very

strong with average issue spreads compressing from 154

bps to 137 bps. Banks were the main issuers, accounting

for 58.4% of total issuance. The Land Bank still has not

resolved the default situation, however, on a positive note,

National Treasury has injected R5 billion of equity to

recapitalise the bank, which is contingent on a liability

solution being reached by all the lenders.

Bond Market Outlook

The US bond market has been at odds with the Fed’s

outlook for monetary policy; it has continuously priced a

lower peak and rate cuts sooner than the Fed’s guidance.

The market has been focused on the possibility of growth

slowing down given the aggressive hikes delivered so far.
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We believe the Fed will not hike at the May meeting as it seeks to assess the impact of rate hikes delivered so

far and the impact the banking crises is having on lending standards. The inversion of the curve tells us that the

market believes the risk of recession is high, and this will benefit developed market bonds.

We previously held the view that the repo rate in South Africa will peak at 7.5% but this view has proved to be

wrong. The rate outlook is complicated by a weak currency, widening current account deficit and tightening

financial conditions globally.

We reach a similar conclusion as before, that is to say, the real yields on cash are very attractive and we

believe they reduce demand for long-dated bonds. The country’s low growth prospects are also weighing on

demand for duration as fiscal sustainability is questioned. Real yields in South Africa are attractive but near-

term risks are elevated and hence a less constructive view.



Smoothed Bonus
Portfolios

Funding level

The products’ funding level is the ratio of market value to book

value. This is used in the bonus declaration formula.

Product Range
Stable Bonus Portfolio

The Stable Bonus Portfolio (SBP) offers investors stable,

smoothed returns with a partial guarantee on benefit

payments. A bonus, which consists of a vesting and non-

vesting component is declared monthly in advance. Bonuses

cannot be negative.

Monthly Bonus Fund

The Monthly Bonus Fund (MBF) protects investors against

short-term volatility by smoothing out investment returns, while

providing valuable guarantees on benefit payments. Fully

vesting bonuses are declared monthly in advance. Bonuses

cannot be negative.

Progressive Smooth Bonus Fund

The Progressive Smooth Bonus Fund is a multi-managed

smooth bonus fund, managed by a diversified blend of black

economic empowerment asset managers. The fund protects

investors against short-term volatility by smoothing out

investment returns while providing valuable guarantees on

benefit payments. The underlying portfolio holds less risk

assets than a typical balanced fund. An investor’s investment

account will consist of a vesting and non-vesting portion.

Sanlam Absolute Return Plus Fund

Sanlam Absolute Return Plus Fund provides risk-averse

members with exposure to Sanlam’s Inflation Linked Fund

with a capital guarantee. This is achieved through extensive

use of derivative (hedging) instruments and the declaration of

a monthly fully vesting bonus. Bonuses cannot be negative. At

termination, the full value of net contributions plus declared

bonuses are paid.

Members benefit from the underlying portfolios’

investment returns through regular bonus declarations.

These regular bonuses are designed to provide a

smoothed return to members over time. This reduces the

volatility of investment returns (i.e. extreme ups and downs

in the market) relative to an investment in market-linked

portfolios.

During periods of strong investment performance, a

portion of the underlying investment return is held back in

reserve and is not declared as a bonus. This reserve is

then used to declare higher bonuses during periods of

lower return than would otherwise have been the case.

The benefits of smoothing include:

• Reducing the exposure to short-term market volatility.

• Lessening the risk of investing in or disinvesting from

the market at the wrong time due to circumstances

beyond a member’s control.

It is important to note that smoothing merely changes the

timing of when investment returns are released and does

not reduce or increase the returns. Over time, the bonuses

should produce a similar return to the underlying

investment in the fund (after deduction of the guarantee

costs).

Smoothing terminology

Book value

The book value is the net contributions accumulated at the

bonus rate declared.

Market value

The market value is the amount obtainable on the open

market by the sale of the underlying assets.

Bonus

A monthly increase to a client’s book value, expressed as

a percentage. Bonuses are declared before the start of the

month to which they apply, and are allocated at the end of

the month.

Benefit payments

The book value is paid on death, disability, resignation,

retrenchment or retirement. There is no limit on the

amount of benefit payments at book value. Other exits,

such as termination or investment switches will occur at

the lower of book and market value.
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Fees

Monthly Bonus Fund and Stable Bonus Portfolio

The investment manager may be incentivised with performance fees (capped at 0.3% p.a.). Details of the

performance fees actually paid over the past calendar year are available on request.

Progressive Smooth Bonus Fund

* All clients pay the same fee regardless of the size of the investment. As the portfolio grows and economies of 

scale can be achieved, all savings passed onto clients by way of a lower fee.

Underlying managers may be incentivised with performance fees subject to a portfolio performance fee 

threshold.

Sanlam Absolute Return Plus

Guarantee fee

Monthly Bonus Fund 1.60%

Stable Bonus Portfolio 0.90%

Investment administration fee 1.00%

Investment administration fees

Size of investment Fee 

Less than R100m 0.425%

R100m to R300m 0.375%

R300m plus 0.325%

Guarantee fee 0.70%

Investment administration fee* Max 0.70% (excl. VAT)
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Product
information

Portfolio Jan-23 Feb-23 Mar-23

Periods to 31 March 2023 

(annualised)

1 year 3 years 5 years

Smoothed Bonus Partially Vesting

Sanlam Stable Bonus Portfolio 0.651% 0.758% 0.963% 6.90% 6.98% 7.07%

Progressive Smooth Bonus Fund 0.749% 0.871% 0.878% 8.70% 7.22% 6.92%

Smoothed Bonus Fully Vesting

Monthly Bonus Fund 0.631% 0.737% 0.881% 6.34% 6.61% 6.57%

Derivative Based Fully Vesting

Sanlam Absolute Return Plus 0.730% 2.260% 1.670% 7.12% 7.35% 7.94%

Inflation -0.09% 0.75% 1.02% 7.07% 5.41% 4.97%

Performance: Bonuses % (Gross of fees)

29



Stable Bonus Portfolio % of Fund

Naspers 3.0

FirstRand 1.7

British American Tobacco 1.5

Anglo American 1.4

Prosus 1.3

Standard Bank Group 1.3

MTN Group 1.3

ABINBEV 0.9

ABSA 0.9

Sasol 0.8

Top ten equity holdings and asset allocation as 
at 31 March 2023

SA Cash
5%

SA ILB
7%

SA Credit
3%

SA Bonds
18%

SA 
Property

7%SA Equity
31%

Interna-
tional
29%

Stable Bonus Portfolio

Progressive Smooth 

Bonus Fund
% of Fund

Naspers 2.8

Prosus 1.6

Anglo American 1.5

FirstRand 1.4

MTN Group 1.4

Standard Bank Group 1.3

BHP Group 1.1

British American Tobacco 1.0

Impala Platinum Holdings 0.9

Richemont 0.8

Interna-
tional
29%

SA Cash
3%

SA Bonds
35%

SA 
Property

4%

SA Equity
29%

Progressive Smooth Bonus Fund
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Monthly Bonus Fund % of Fund

Naspers 3.0

FirstRand 1.7

British American Tobacco 1.5

Anglo American 1.4

Prosus 1.3

Standard Bank Group 1.3

MTN Group 1.3

ABINBEV 0.9

ABSA 0.9

Sasol 0.8

SA Cash
6% SA ILB

7%

SA Credit
3%

SA Bonds
18%

SA 
Property

6%

SA Equity
31%

Interna-
tional
29%

Monthly Bonus Fund

SA Money 
Market
41%

SA Bonds
24%

SA 
Inflation-

linked
4%

SA 
Property

1%

SA Equities
16%

Interna-
tional
14%

Sanlam Absolute Return Plus
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Sanlam
Smooth Growth 
Series

The objective of the fund is to provide stable long-term

capital growth to risk averse living annuity clients and

other investors. This is achieved by smoothing volatile

investment returns while declaring monthly bonuses.

The Smooth Growth Series consists of  2 

portfolios 

• Sanlam Smooth Growth Fund - This is a single-managed, moderate-aggressive multi-

asset class portfolio managed by Sanlam Investments’ Single-Manager.

• Sanlam Select Growth Fund - This is a multi-managed, moderate-aggressive balanced

fund of funds managed by Sanlam Investments’ Multi-Manager.

How ItWorks

In the Sanlam Smooth Growth Series the investment returns are smoothed by way of monthly bonus

declarations. This helps to reduce the short term volatility that investors in market- linked portfolios may

experience.

When the market is doing well and the investment portfolio is performing strongly, a portion of the underlying

investment return is held back in a reserve and not declared as a bonus. This reserve is then used to declare

higher bonuses when returns are lower. This helps to even out or smooth the underlying investment returns.

Smoothed bonus portfolios address a common investment behavioral problem that many investors, especially

those in living annuities face. These investors are often risk-averse and without appropriate advice may end up

too conservatively invested for their risk profile and investment horizon. This problem is aggravated when one

needs to draw a regular income from the investment, as in the case of a living annuity.

The smoothing provided by these portfolios reduces the volatility of the investment, giving risk-averse members

the capacity to invest more in growth assets such as equities and property.
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Available for the 

following product 

categories:
• Living Annuities

• Retirement Annuity Funds

• Retail Preservation Funds

Suitable for investors who:
• Want high exposure to growth assets but with 

reduced short-term volatility in their retirement 

income portfolios.

• Aim for investment returns of CPI + 4.5% over 

the longer term.

• Understand that with the monthly bonus formula 

they will have less market volatility than similar 

multi-asset class portfolios but in the event of 

severe market conditions their bonuses may at 

times be zero or negative.

2

5

Provides the following 3 main 
benefits:
• Deliver consistent and reliable inflation beating returns whilst

eliminating or reducing the chances of capital loss.

• Protect your investment from extreme volatility that will occur in

investment markets over time.

• Limit negative returns on benefit payment events.

Investment Charges:

Portfolio Investment fee

Select Growth Fund 1.00%

Smooth Growth Fund 0.60%

Portfolio Smoothing fee

Select Growth Fund 0.20%

Smooth Growth Fund 0.20%

SMMI may incentivise underlying asset managers with performance fees. Details of the

performance fees actually paid over the past calendar year are available on request.
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Sanlam Smooth Growth Fund Sanlam Select Growth Fund

1 Month 0.91% 0.96%

3 Months 2.61% 2.75%

1 Year 7.73% 8.39%

2 Years 8.57% 9.25%

Product information
Top ten equity holdings and asset allocation as at 31 March 2023

Sanlam Smooth Growth Fund % of Fund

Naspers 5.1

Prosus 2.5

MTN Group 2.4

Anglo American 2.3

FirstRand 2.1

Standard Bank Group 1.8

British American Tobacco 1.8

ABSA 1.6

Gfields 1.6

Sasol 1.4

SA Cash
1%

SA ILB
5%

SA Bonds
14%

SA 
Property

3%

SA Equity
45%

Interna-
tional
32%

Sanlam Smooth Growth Fund

Sanlam Select Growth Fund % of Fund

Prosus 2.5

Naspers 2.4

ABSA 2.3

British American Tobacco 2.0

FirstRand 1.9

Anglo American 1.8

Glencore Xstrata 1.6

Standard Bank Group 1.1

Sasol 1.1

Impala Platinum Holdings 1.1

SA Cash
8%

SA Bonds
20%

SA 
Property

2%

SA Equity
40%

Interna-
tional
30%

Sanlam Select Growth Fund

Gross bonuses (period to 31 March 2023)
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Record of Proxy Voting
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In terms of the mandate you have given us, we vote your shares according to SIM’s Proxy Voting guidelines. A full record of the
“Against” votes cast by SIM is shown below. A complete record of all votes cast on your shares is available on request.

Astral Foods Ltd

(Annual General Meeting 03-Feb-2023)

Re-appointment of Dr T Eloff as member of the Social and Ethics Director has served in excess of our cap of 12 years 
Committee

Re-election of Dr T Eloff as director Director has served in excess of our cap of 12 years

Clicks Group Ltd

(Annual General Meeting 26-Jan-2023)

Approval of the company's remuneration policy Incentive scheme does not include a performance hurdle based 
on operating returns

Dipula Income Fund B

(Annual General Meeting 22-Feb-2023)

Endorsement of the remuneration policy Incentive scheme does not include a performance hurdle based 
on operating returns

Fairvest Limited A

(Annual General Meeting 28-Feb-2023)

Remuneration policy Incentive scheme does not include a performance hurdle based 
on operating returns

Fairvest Limited B

(Annual General Meeting 28-Feb-2023)

Remuneration policy Incentive scheme does not include a performance hurdle based 
on operating returns

Hudaco Industries Ltd

(Annual General Meeting 30-Mar-2023)

Appointment of D Naidoo as member of the audit and risk Director has served in excess of our cap of 12 years 
management committee

Approval of Hudaco's remuneration implementation report There are no scaled performance targets

Approval of Hudaco's remuneration policy There are no scaled performance targets

Re-election of D Naidoo as director Director has served in excess of our cap of 12 years

KAL GROUP LIMITED

(Annual General Meeting 09-Feb-2023)

Re-appointment of Mr BS du Toit as member of the audit and risk Director has served in excess of our cap of 12 years 
committee

Re-appointment of Mr CA Otto as member of the audit and risk Director has served in excess of our cap of 12 years 
committee

LIFE HEALTHCARE GROUP LIMITED

(Annual General Meeting 25-Jan-2023)

Endorsement of the Group's remuneration implementation report Performance targets based on budgets are not transparent

Endorsement of the Group's remuneration policy Incentive scheme does not include a performance hurdle based 
on operating returns

General authority to provide financial assistance in terms of sections Includes financial assistance for incentivisation, but we do not
44 and 45 of the Companies Act support the incentive scheme

Re-election of Peter Golesworthy as chairman of the audit Director has served in excess of our cap of 12 years 
committee

Nampak Ltd

(Annual General Meeting 13-Feb-2023)

Re-election of PM Surgey Director has served in excess of our cap of 12 years

Remuneration policy of the Company Incentive scheme does not include a performance hurdle based 
on operating returns. Fifty percent of performance shares vest 
early, after two years and not after our preferred minimum period 
of three years
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Octodec Investments Limited

(Annual General Meeting 03-Feb-2023)

Re-election of Derek Cohen as director Director has served in excess of our cap of 12 years

Re-election of Sharon Wapnick as director Director has served in excess of our cap of 12 years

To approve the re-appointment of Derick Cohen as member of the Director has served in excess of our cap of 12 years 
group audit committee

To place the unissued shares under the directors' control Maximum discount at which shares can be issued for cash of
10% of VWAP exceeds our limit of 5% for property companies

Purple Group Limited

(Annual General Meeting 20-Jan-2023)

Implementation report of remuneration policy Incentive scheme requires further development

Remuneration policy Incentive scheme requires further development 

To authorise the Company to issue shares and to sell treasury Exceeded our 5% limit

shares for cash under a general authority

To place the unissued shares of the Company under the control of Exceeded our 5% limit 
the directors

Reunert Ltd

(Annual General Meeting 14-Feb-2023)

Endorsement of the Reunert Remuneration Implementation Report Performance targets based on budgets are not transparent

RFG Holdings Limited

(Annual General Meeting 16-Mar-2023)

Control of authorised but unissued ordinary shares Exceeded our 5% limit

Sappi Ltd

(Annual General Meeting 08-Feb-2023)

Election of Mr N P Mageza as a member and chairperson of the Director has served in excess of our cap of 12 years 
Audit and Risk Committee

Re-election of Mr MA Fallon as a director Director has served in excess of our cap of 12 years

Re-election of Mr N P Mageza as a director Director has served in excess of our cap of 12 years

Steinhoff Int Hldgs N.v

(Annual General Meeting 22-Mar-2023)

Proposal to amend the remuneration policy applicable to Managing 
Directors

Performance targets based on budgets are not transparent. 
Retention part of the LTI scheme is high

Proposal to cast an advisory vote in respect of the remuneration 
report for financial year ended 30 September 2022

Performance targets based on budgets are not transparent. 
Retention part of the LTI scheme is high

Tharisa plc

(Annual General Meeting 22-Feb-2023)

Approval of the Group remuneration implementation report There are no scaled performance targets

Approval of the Group remuneration policy There are no scaled performance targets

Control of authorised but unissued shares Exceeded our 5% limit

Dis-application of pre-emptive rights Exceeded our 5% limit

General authority to issue shares for cash Exceeded our 5% limit

Tiger Brands Ltd

(Annual General Meeting 21-Feb-2023)

Endorsement of the implementation report of the remuneration Performance targets based on budgets are not transparent 
policy

Transaction Capital Ltd

(Annual General Meeting 09-Mar-2023)

Appointment of C Seabrooke as a member of the audit committee Director has served in excess of our cap of 12 years

Re-election of C Seabrooke as a director Director has served in excess of our cap of 12 years
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Trematon Capital Investments Ltd

(Annual General Meeting 25-Jan-2023)

Endorsement of the remuneration policy Incentive scheme requires further development

Financial assistance Includes financial assistance for incentivisation, but we do not
support the incentive scheme

Financial assistance for subscription of securities Includes financial assistance for incentivisation, but we do not
support the incentive scheme

General authority to issue securities for cash Exceeded our 5% limit

Implementation of the remuneration policy Incentive scheme requires further development



Governance 
Structure

Asset & Liability Committee
Sanlam’s Asset Liability Committee (ALCO)

provides a strategic framework for the

management of Sanlam’s Smoothed Bonus

business. This includes determining the strategic

asset allocation and the setting of benchmarks

and risk parameters for Sanlam Investment

Management (SIM).

A sound governance structure is needed to manage discretionary participation business, which forms a

substantial proportion of Sanlam Life’s liabilities. The Sanlam Life Insurance Limited Board (“Sanlam Life

Board”) is ultimately responsible for the governance of discretionary participation business, but a number of

parties assist in this regard, including:

• the Board’s Audit, Actuarial and Risk Committee;

• the Board's Policyholders' Interest Committee;

• the Asset Liability Committee (ALCO);

• the Statutory Actuary; and

• the external auditors and their actuarial resources

Directive 147.A.i (LT) issued by the Financial Services Board requires insurers to define, and make publicly

available, the Principles and Practices of Financial Management (PPFM) that are applied in the

management of their discretionary participation funds.

The Sanlam Life Board has tasked its Policyholders’ Interest Committee to monitor compliance with the

PPFM on its behalf. The PPFM may change as the economic or business environment changes. Any

change to a Principle or Practice will be approved by the Sanlam Life Board, on recommendation from the

Statutory Actuary and the Policyholders’ Interest Committee.

The Asset-liability committee (ALCO), comprising Sanlam Life employees with actuarial, investment and

client solution backgrounds, oversees the investment policy for the various smoothed bonus portfolios.

Authority
The ALCO is mandated by the Sanlam Life Board

to oversee the investment management of the

portfolios mentioned within the Sanlam Investment

Policy and the Approval Frameworks of the

relevant entities. It is a management committee

which reports on its deliberations and activities to

the Customer Interest as well as the Risk and

Compliance committees of the Sanlam Life Board.
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Responsibilities for investment decision
The role of ALCO is inter alia to:

• Find an appropriate balance between competitive investment returns and an acceptable degree of risk given

the nature of the policy liabilities.

• Establish, monitor and update investment parameters outlined in Investment Guidelines that reflect the

objectives of the funds under consideration.

• Manage the natural conflict of interests between shareholders and policyholders with regard to the relevant

portfolios.

• Obtain feedback and reporting on markets, investment actions undertaken, fund flows and the performance

and attribution of the underlying funds.

• Ensure compliance with legislation and policyholder reasonable benefit expectations.

• Debate potential new types of investment opportunities that may further optimize the portfolios’ risk return

profiles.

Composition
The ALCO is a joint forum on which executives from Sanlam Life and its South African life insurance subsidiaries

and Sanlam Specialised Finance (SanFin) are represented. The ALCO comprises of:

• The Chief Actuary of the Sanlam Group (Chairman)

• The Heads of Actuarial Function of Sanlam Life and its South African life insurance subsidiaries.

• Other representatives of Sanlam Life and its South African life insurance subsidiaries:

− Sanlam Personal Finance Client Solutions

− Sanlam Corporate Client Solutions

− Actuarial

− Risk Management

• Representatives of SanFin

Responsibility for investment decisions

Decision Responsibility

Strategic asset allocation ALCO

Benchmarks per asset class ALCO

Tactical asset allocation SIM

Stock selection SIM

Risk parameters ALCO
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Financial 
Strength

Sanlam Corporate is part of Sanlam Life, a South African insurance giant. Our policies

are backed by the considerable financial strength of Sanlam Life, providing security and

peace of mind.

The capital levels of Sanlam Life Insurance Limited are shown below:

31 December 2022

Solvency Capital Requirement (SCR):  230%

Sanlam Life has a Standard & Poor’s (S&P) credit rating of zaAAA.
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Smoothed
Bonus – Roles

Rhoderic Nel
BCom Certificate in Finance & Investments

CEO : Sanlam Corporate Investments

Danie vanZyl
B.Com (Hons), FIA, FASSA

Head: Smooth Bonus Centre of Excellence

Sanlam Corporate: Investments

Lorraine Loubser
Assistant

Sanlam Corporate: Investments

Nonhlanhla Mdhluli
Investment Specialist

Sanlam Corporate: Investments
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Susan George
Contracts

Sanlam Corporate: Investments

Boitumelo Ngoepe
Actuarial Graduate

Sanlam Corporate: Investments



Further
Information

Visit our website at:

http://sanl.am/sebi

Protection-focused Solutions

Structured investmentsand retirement fund solutions for a comfortable retirement.

Our guaranteed investments provide retirement fund memberswith smoothed, real returns and capital 

protection to protect and grow retirement savings. The portfolios offer full or partial guarantees on benefit 

payments for death, disability, resignation, retrenchment and retirement. Bespoke asset liability matching or 

liability- driven investment solutions cater for both pre- and post-retirement liabilities. Our annuities provide 

guaranteed, regular income for life.
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call us
Any queries may be mailed to:
Sanlam Corporate: Investments

Private Bag X8

Tyger Valley

7536

Call us at: (021)950-2500

E-mail: SCInvestments@sanlam.co.za

If you have any recommendations to enhance this

document, please write to the above address.

Any queries regarding legal compliance issues should be made 

in writing and addressed to:

The Compliance Officer

Sanlam Corporate

PO Box 1

Sanlamhof

7532

South Africa

Disclaimer

Sanlam Life Insurance Ltd is an authorised financial services provider.

This report is for the use of Sanlam and its clients only and may not be published externally 

without permission first obtained from Sanlam. While all reasonable attempts are made to 

ensure the accuracy of the information, neither Sanlam nor any of its subsidiaries makes any 

express or implied warranty as to the accuracy of the information. Past performance is not 

necessarily a guide to future returns. Investment returns can be positive or negative. The 

material is meant to provide general information only and not intended to constitute 

accounting, tax, investment, legal or other professional advice or services. This information 

should not be acted on without first obtaining appropriate professional advice. The use of this 

document and the information it contains is at your own risk and neither Sanlam nor any of its 

subsidiaries shall be responsible or liable for any loss, damage (direct or indirect) or expense 

of any nature whatsoever and howsoever arising.



T +27 (0)21 9479111

F +27 (0)21 947 8066

www.sanlam.co.za

2 Strand Road, Bellville, Cape Town | PO Box 1, Sanlamhof 7532, SouthAfrica

Sanlam Life Insurance Limited Reg no 1998/021121/06.

Licensed Financial Services Provider.
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