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New two-pot
system postponed
Danie van Zyl
Head: Smooth Bonus Centre of Excellence
Sanlam Corporate: Investments

National Treasury has proposed making significant changes to the two-pot
retirement system rules originally contained in July 2022 Draft Revenue Laws
Amendment Bill.

Firstly, the implementation date of the two-pot system is to be postponed from 1
March 2023 to 1 March 2024. This was not unexpected as the original
implementation date was viewed by many industry participants as exceedingly
optimistic, especially as many retirement fund administrators indicated that they
require up to 18 months to prepare their administration systems for the new rules.
The new March 2024 date is still rather optimistic.
Secondly, after much pressure from organised labour, National treasury relented
and indicated that they are open to “loosening the lids” and allowing once-off
seeding capital from the vested pot into the savings pot to provide members with
immediate access to a portion of their retirement savings. However, this immediate
access should not have adverse implications on a retirement fund’s liquidity.
Furthermore, National Treasury has also acceded to labour demands to clarify that
the two pot-system will be mandatory for all retirement funds, i.e., trustees cannot
decide to opt out. Although there is still much uncertainty regarding how this will be
applied to defined benefit funds and legacy retirement annuity funds. Further
consultation with stakeholders will be necessary to clarify this issue.
National Treasury will also aim to clarify that the one allowable withdrawal will apply
to a rolling 12-month period and not a calendar or financial year.
A final request from labour that National Treasury will consider is to allow limited
income-based payments from the retirement pot in the case of retrenchment (but not
a lump sum), subject to a member having exhausted his vested and savings pots
and access to UIF benefits have been exhausted.
Some grey areas that also need clarity relates to section 37D deductions, which
includes pension-backed housing loans, divorce order settlements, maintenance
order and amounts due to an employer.
As an industry, there is also significant debate regarding future investment strategies
and whether it is advisable to tailor these for each pot, with arguments for and
against this.
Despite these challenges, it is still important to remember why National Treasury
embarked on this route. The main reason why most retirement fund members do not
retire with sufficient savings to provide an income during retirement is due to them
accessing their entire retirement savings when they change employment. The twopot system would introduce an avenue for members to access part of their savings
without considering the drastic measure of resigning from or changing jobs. With the
two-pot system, the new generation of retirement fund members will be better
protected when it comes to these kinds of withdrawals, leading to significantly
improved retirement outcomes.

The current proposal
National Treasury proposed
to split a member’s future
retirement savings into two
pots, namely:
A retirement pot, consisting
of two thirds of a member’s
contributions. This pot will
only
be
available
at
retirement and must be
used to buy a monthly
pension.
An access pot, consisting
of the remaining third of a
member’s contribution. This
pot will be accessible once
in a rolling 12-month period
for short-term financial relief.
Any amount withdrawn will
be included in a member’s
taxable income for that tax
year. At retirement, a
member may add the
savings pot to the retirement
and purchase an annuity.
And then current retirement
fund members will still have
a third pot, namely their
vested
pot
which
represents savings before
the introduction of the new
system. Members will still
be able to access this pot
when they change jobs.
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Room for thought …
By Tinotenda Mtemeri
Head of Institutional Distribution
Sanlam Investments

Railways and coal, the sectors at crossroads of the just transition
There is something arresting about the sound and vibrations of a big, oncoming train. Your best bet to
experience the sensation is in Mpumalanga. Its railways see consistent locomotive freight traffic. Their load?
Mostly the pitch-black coal usurped by our power plants.
Roughly 5% of Mpumalanga’s workforce, including the drivers of those trains, is dependent on the coal
industry, either directly or indirectly. Each of those employed in the sector is shown to support three
dependents. It is, therefore, understandable that South Africa’s touted transition to renewable energy,
seemingly at the expense of coal, is creating angst.

The train is coming down the track
Because South Africa is the most unequal country in the world, any action that threatens employment,
particularly the unskilled kind that barely keeps poverty at bay, will evoke a strong political and social
reaction.
A 2019 estimate put the number of people employed by the SA coal industry at 200 000, equivalent to 1% of
the formal workforce. If each of them supports three dependents, shuttering coal mines today would push
nearly a million people into hardship, an unacceptable outcome.
However, whether we choose to close them or not may be a moot point – global market forces will make the
decision for us.

• Coal contributed 30% to the global energy mix in 2017. According to Bloomberg New Energy Finance that
number will drop to 5% by 2050.

• 87% of SA’s electricity comes from coal-fired power stations that are responsible for 40% of SA’s carbon
emissions, for which we rank as the 13th worst emitter in the world.
In other words, our coal industry faces both demand headwinds (30% of our mined coal is exported), as well
as the risk of becoming an economic pariah in a global economy that wants to do business with countries
using clean energy.
The idea of a ‘just transition’ – which South Africa has pioneered – is essentially a roadmap to mitigate those
risks while protecting the people who depend on the coal industry for their livelihoods.

The light at the end of the tunnel
The South African COP26 delegation left the 2021 Glasgow conference well-pleased: they had secured
US$8.5 billion of concessionary funding – a critical lever for a just transition – from developed countries to
invest into renewable energy development.
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How does that support help us protect those employed by the coal sector, as well as reduce overall
unemployment?

• Any money the government can save on the development of renewable energy infrastructure can be spend
on upskilling coal-facing employees for the clean energy economy.

• For every 10 jobs created in renewables, five to 10 are created in manufacturing supply chains, with more in
services, transport and logistics.

• Existing coal-fired power stations can also be converted to run on natural gas or hydrogen, reducing the
need to relocate local workers to faraway wind or solar farms.
The caveat here, and it’s a big one, is that roughly 70% of the jobs created by renewable energy development
will require highly skilled workers (grade 12 and higher). The projects are also front-loaded in terms of job
creation with most opportunities found in the construction phase (about 60%) and fewer in the longer-term
operation and maintenance stage.
Still, given the gargantuan magnitude of the required renewable energy builds to come, the transition could and
should be a catalyst for higher employment.

Investment consequences
There is nothing more important for South Africa’s future than the reduction in unemployment and inequality.
Further deterioration on those fronts would lead to instability that deters investment and stymies growth,
leading to more unemployment and eventually civil unrest. Such an outcome would diminish the long-term
return potential of the financial and real assets domiciled.
In the short to medium term, investors should look to tilt their portfolios towards companies and sectors that
are part of, or aligned with, the transition to cleaner energy, and away from those denying its inevitability.
To be sure, such decisions will mostly be made in the grey: many coal mining companies also unearth the
commodities of clean energy like cobalt, copper, lithium, aluminium and manganese.
The black-and-white approach – where companies are excluded outright from your investment universe
because of their negative impact on the environment – is fraught with problems in our shallow market. For one
thing, it can cause risky portfolio concentration. For another, it cuts the lines of dialogue.

For a just transition to take place, buy-in from all stakeholders, both public and private, is paramount. The
investment industry has a critical role to play.
As institutional shareholders, we must engage with company management to assess their exposures to the
clean energy transition and, where necessary, encourage and drive initiatives to protect vulnerable employees
and communities.
We must see the just transition opportunity as the framework which brings together climate change action,
sustainable development and inclusive growth.
The Mpumalanga railways will get a bit quieter in years to come. That will be a good thing only if the train
conductors can be found working in renewables or in other jobs in a growing economy.
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Economic
Review
By Arthur Kamp
Chief Economist
Sanlam Investments

Global
Growth concerns persisted during the third quarter of
2022 (3Q22), amid a lingering energy shock and an
increasingly aggressive US Federal Reserve (Fed)
monetary policy stance.
Global goods sector activity deteriorated through the
quarter, reflected in marked falls in manufacturing
production in Emerging Markets (EM) Asia. Weak
manufacturing purchasing managers’ surveys pointed
to decreasing new orders and elevated inventory levels
in September 2022, suggesting ongoing softness in
production heading into the fourth quarter. Natural gas
shortages continued to weigh on the economies of
Europe, many of which are expected to record sharp
declines in activity during the upcoming winter months.
In the US, the persistently inverted yield curve
highlights the risk of a recession. Further, US broad
money supply growth has stalled, while the US
housing market has weakened materially, reflected in
falling housing sales and a sharp decline in mortgage
applications. The latter was prompted by an increase
in mortgage interest rates to their highest level in 20
years. Elsewhere, among developed economies (DM),
high frequency data reveal real GDP growth
momentum has stalled in the UK. At the same time,
the persistently strong US dollar in tandem with rising
US interest rates impacted EM economies adversely
during the quarter, as market participants revised the
expected path for the US policy interest rate higher.
In response to currency depreciation, some EM
countries sold foreign exchange reserves, in lieu of
aggressive interest rate hikes. Broadly speaking,
though, EM economies remained on a rising interest
rate path. This includes economies in EM Asia, where
monetary policy tightening has lagged the rest of the
world.

Concomitantly, the dominant dollar weighed on
commodity prices, decreasing the terms of trade of
EM resource producers. At least, China’s economy
bounced in 3Q22, as tight Covid-19-related economic
restrictions, imposed during the second quarter of
2022 (2Q22), were lifted. Even so, growth appears to
have settled into a lower trend growth path, not least
because of the country’s ailing housing market.
That said, recession is not inevitable. Despite the
plethora of bad news, it appears as though global real
GDP firmed a little in 3Q22, given some relief from
lower oil prices.
In addition, DM private sector balance sheets, in
aggregate, are relatively well placed to absorb
tightening financial conditions. Households in DM, for
example, have significant excess savings, built up
during the pandemic, which can support spending.
Further, although the US job openings data for
August 2022 reflected a decline in vacancies, the
level of job openings remained high, while the survey
also continued to point to a low level of retrenchment.
This squares with the continued firm non-farm
payrolls data recorded in 3Q22.
Encouragingly, too, the global all-industry PMI
remained in mild expansionary territory through the
quarter, even increasing a little in September 2022, in
response to an improvement in services sector
activity.
Moreover, global PMI data show prices paid and
received are decreasing, while delivery times are
shortening. This points to easing supply constraints,
which, together with lower commodity prices, should
support economic activity among commodity
importers and lead to lower inflation as we head into
2023.
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New developments could still impact the outlook
though. For example, in early October 2022, OPEC+
announced a production cut of 2 million barrels per
day.
Looking ahead, if global inflation slows into next
year, expectations of a pivot in monetary policy may
build. However, currently, the annual advance in US
core PCE inflation remains far above the Fed’s
target, increasing to 4.9% in August 2022 from 4.7%
in July 2022. The monthly advance in this measure
of inflation was especially strong at 0.6%.
Also, in the euro area, headline inflation increased
10% in the year to September 2022, while core
inflation jumped from 4.3% to 4.8%.
Overall, while labour markets remain firm and
inflation remains high, DM central banks are
expected to continue increasing their policy interest
rates. The Fed increased the target range for the
federal funds rate by 75 basis points (bps) to 3% to
3.25% at the conclusion of its Federal Open Market
Committee (FOMC) meeting in September 2022.
Importantly, the median of the projected policy
interest rate path shows an increase in the federal
funds target rate to 4.6% in 2023.
Elsewhere, at its September 2022 meeting, the
Governing Council of the European Central Bank
(ECB) delivered an unexpectedly large interest rate
hike, increasing its policy interest rate to 0.75% from
0%, while signalling more interest rate hikes are in
the pipeline.
As is the case for the rest of DM, UK inflation
remained high in August 2022, with headline CPI
increasing 9.9% year-on-year (y/y) (despite some
easing from July 2022 due to lower energy prices)
and core CPI increasing 6.3% y/y. Further, the
unemployment rate remains relatively low at 3.6% in
August 2022, while wage growth is still too firm to be
considered compatible with the 2% inflation target of
the Bank of England (BoE). Accordingly, the BoE’s
Monetary Policy Committee (MPC) is expected to
continue along a relatively aggressive interest rate
hiking path in the fourth quarter, after increasing its
Bank Rate by 50 bps to 2.25% in September 2022.
The Bank of Japan (BOJ) is, however, a notable
exception to the tightening stance adopted by DM
central banks. The BOJ MPC maintained its
extraordinarily loose monetary policy stance at its
September 2022 meeting. Dovish comments from
Governor Kuroda did, however, prompt a further bout
of currency weakness.
Meanwhile, the overall worsening in macroeconomic
conditions, reflected in deterioration of the trade-off
between growth and inflation, implies ongoing risk for
the global economy.

Geopolitical event risk also remains elevated due to
the continuing escalation of the Russia-Ukraine
conflict. And, in Europe, fragmentation risk lingers in
Italy, reflected in rising bond yields relative to
German bunds.

A notable development is the sharp increase in UK
gilt yields late in the quarter as investors rejected the
government’s
proposed
expansionary
fiscal
response designed to mitigate the impact of the
natural gas price shock. The financial market’s
response prompted the BoE to abort its planned
‘quantitative tightening’ programme in favour of
limited, temporary gilt purchases, while the
government partially curbed the planned fiscal
expansion.
Developments in the UK highlight the risk to
countries running unsustainable fiscal positions
against the backdrop of large current account
deficits. The persistent depreciation of pound
sterling in tandem with the country’s current account
deficit pointed to a dearth of capital inflows. With
inflation at elevated levels this calls for fiscal
tightening.
Overall, in response to supply shocks and tightening
monetary policy, the outlook for global growth
remains soft. At the same time, central banks
appear determined to rein in inflation. If supply
shocks dissipate, they are likely to succeed, but also
risk a sharper downturn in global growth than we
would like.

South Africa
Electricity supply disruption
weighs on the growth outlook
Locally, the immediate risk to economic activity is
intense electricity supply disruption. Real GDP
contracted 0.7% quarter-on-quarter (q/q) (not
annualised) in 2Q22 in response to electricity
loadshedding and flooding in KwaZulu-Natal. And, in
3Q22, continued severe loadshedding remained a
material constraint on production.
It is reasonable to argue economic activity should lift
once one-off supply shocks fade. However, the
tailwind provided by buoyant commodity prices is
waning as South Africa’s terms of trade (although
still elevated), are decreasing in response to
weakening global production and recession fears in
some countries.
We have adjusted our real GDP growth forecast for
2022 lower to 1.7% from 2%.
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Continued loadshedding implies even further
downside risk. Further, given lower commodity
export prices and, hence, declining terms of trade,
we anticipate slower growth of 1.3% in 2023.
Much will depend on the path of global growth and
the ability of Eskom to restore the energy availability
factor (EAF) to around 63% to prevent ongoing
supply disruptions.

The Reserve Bank frontloads
interest rate hikes
Headline CPI increased to 7.8% y/y in July 2022
from a low point of 2.8% in February 2021, before
easing to 7.6% in August 2022. Although it appears
as though headline inflation has peaked, core
inflation is still expected to drift higher. Also,
headline inflation is expected to remain above the
South African Reserve Bank (SARB)’s effective
target of 4.5% for the remainder of 2022 and through
most of 2023. Moreover, even though the impact of
rand depreciation on inflation has waned over the
past number of years, a persistently weak rand risks
increasing inflation expectations and ultimately
actual inflation.
Meanwhile, the rand, is trading at weaker than three
standard deviations from its estimated purchasing
power parity, against the backdrop of falling export
commodity prices and US dollar appreciation. The
risk remains sustained dollar strength for the
foreseeable future, given ongoing aggressive US
monetary policy tightening, the return of
fragmentation risk in Europe and the ongoing
Russia-Ukraine conflict.
In turn, persistent rand weakness, higher SA core
inflation and the risk of second-round inflation effects
taking hold prompted front-loading of the domestic
interest rate hiking cycle with the SARB hiking its
repo rate by a further 75 bps to 6.25% in September
2022.
Should the Fed follow through on its upwardly
revised interest rate projection of 4.6% in 2023, we
expect the SARB to increase its repo rate to 7.5% by
early 2023 (100 bps higher than our previous
forecast).

Given the historical trend of stronger tax collection in
the latter half of fiscal years, a revenue overrun of
around R120 billion in 2022/23 may not be out of reach.
If so, the National Treasury is on track to deliver a
markedly lower budget deficit relative to its initial
estimate of 6% of GDP published in February 2022.
Further, an announcement on the mooted government
takeover of a portion of Eskom’s guaranteed debt in the
October 2022 Medium-Term Budget Policy Statement
is keenly anticipated. Fixing Eskom’s financial position
would go a long way towards improving the economic
outlook and should have a positive impact over time on
South Africa’s potential growth rate. From this
perspective, it could be argued the development is
sovereign debt rating-positive (bearing in mind South
Africa’s sovereign debt rating already reflects the
contingent liability relating to guaranteed Eskom debt).
However, at the same time, it is also clear the
deteriorated state of state-owned companies' finances
and the associated contingent liability are weighing on
the central government’s financial position. The long
talked about associated contingent liabilities have been
coming home to roost.

The risk of potential greylisting
Finally, in a less favourable development, attention has
turned to the potential greylisting of South Africa should
the Financial Action Task Force (FATF)’s mutual
evaluation of the country has an unfavourable outcome.
South Africa must illustrate satisfactory progress in
fixing the faults listed in the FATF Mutual Evaluation
Report by October 2022 (with the FATF meeting due to
follow in February 2023). If not, it is likely SA will be
identified as a country requiring increased monitoring
by the FATF.
Experience elsewhere shows that the economic impact
of greylisting varies markedly by country. However, one
potential implication is a decline in foreign capital
inflows. In South Africa’s case this would accentuate an
existing long-term downtrend in net capital inflows.
Already, ahead of potential greylisting, global
developments (rising US interest rates, the strong US
dollar and a ‘risk-off’ sentiment) against the backdrop of
a deteriorating SA current account balance, have
weighed heavily on the rand.

Some good news on the fiscal
front
At least, good news during the quarter arrived in the
form of continued buoyant government revenue
numbers. Boosted by high commodity prices, total
revenue collection in the first five months of the
fiscal year (to August 2022) amounted to 40.85% of
the total estimate for 2022/23. This compares to
37.69% recorded during the same period last year.
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By Donovan van den Heever &
Trevor Ngubane
Portfolio Managers

South African
Money Market

Market review
Global equity and bond markets declined by respectively 6% and 7% over the quarter as central banks around the
world reiterated that they would continue to fight inflation instead of supporting growth. The three major developed
market central banks ‒ the US Federal Reserve (Fed), European Central Bank (ECB) and the Bank of England
(BoE) ‒ respectively hiked their rates by 150 basis points (bps), 125 bps and 100 bps. Furthermore, both developed
and emerging market currencies suffered as the US dollar continued to get stronger and stronger.
Local headline CPI inflation peaked at 7.8% in July and on the back of this, the SA Reserve Bank (SARB)’s
Monetary Policy Committee (MPC) hiked the repo rate by 75 bps in July. Then, in September, they hiked the repo
rate by another 75 bps, taking it to 6.25%, with two members quite interestingly voting for a 100-bps increase. The
MPC lowered both their core and headline inflation forecasts, but still expects inflation to breach the target band for
the first two quarters in 2023, and core inflation to continue rising until then. Overall, they still think that the balance
of risks for inflation are strongly to the upside.
SA second-quarter 2022 GDP contracted by 0.7% as expected, as a result of intense flooding in KwaZulu-Natal and
persistent electricity load shedding. A 6% decline in manufacturing was the biggest drag on GDP. Third-quarter
2022 GDP will also be negatively affected by load shedding.
Headline CPI inflation increased to 7.6% year-on-year (y/y) from 6.5% y/y during the quarter and peaked at 7.8%
y/y in July. PPI inflation increased to 16.6% y/y from 14.7% y/y, largely due to higher fuel prices. The rand
weakened significantly against the US dollar to 18.07 from 16.27 during the quarter. The SA 10-year government
bond yield also weakened substantially to 11.39% from 11.03% during the quarter. Load shedding and the issues
surrounding president Ramaphosa also contributed to the weakness in the local currency and bonds. The trade
balance decreased to a surplus of R7.2 billion from R29.8 billion.

The money market yield curve shifted higher following the repo rate hikes of a cumulative 150 bps. However, it
remains very steep as the market continues to price in substantial interest rate hikes going forward.

What SIM did
Quality corporate credit and RSA Treasury Bills (TBs), which are yielding higher than JIBAR rates, were added to
the portfolio. The combination of corporate credit, high-yielding RSA TBs, negotiable certificates of deposit (NCDs)
and floating rate notes (FRNs) will enhance portfolio returns.
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SIM’s strategy
Our preferred investments would be a combination of fixed-rate notes, FRNs and quality corporate credit to
enhance returns in the portfolio. With the money market yield curve remaining very steep, fixed-rate bank notes are
potentially relatively more attractive than FRNs. This is because bank floating rate note spreads have recently
narrowed due to the steep money market/FRA curve, making their performance very dependent on the future
interest rate path. Currently, only some RSA Treasury Bills yield slightly higher than bank NCDs.
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International
By Justin Greeley
Head of Fund Solutions
Sanlam Investments

Market Review
The third quarter of 2022 (Q3) continued the
pattern of difficult market conditions experienced
throughout 2022 so far. The ongoing war in Ukraine
continues to provide a headwind for market
sentiment, though at the margin Ukraine appears to
be at least holding the Russian advance, and in
certain places have retaken territory. Resolution
looks to be way off, while Putin’s annexation of
parts of Ukraine towards the end of the quarter only
complicates
matters
further.
Elsewhere,
geopolitical tensions arose upon Nancy Pelosi’s
visit to Taiwan in August, which in turn led China to
undertake military drills around Taiwan. In all, the
events have done nothing to improve Chinese-US
relations. Political events in Europe saw a snap
Italian election towards the end of September, after
the fall of Draghi’s government, which has meant a
radical right party won an absolute majority in the
Italian Parliament. In the UK, Boris Johnson’s time
as prime minister came to an end as he was
replaced by Liz Truss. Despite additional
preparation time afforded to the new UK
government by the Queen’s passing, the mini
budget delivered by new UK Chancellor Kwasi
Kwarteng led UK bond markets and the pound to
spiral downwards in the last week of the quarter,
leading to ripple effects across global markets,
which were only calmed when the Bank of England
was forced to intervene via a recommencement of
quantitative easing.
Central banks’ battle against inflation has been the
main economic theme of the quarter, and this
continued with numerous interest rate hikes across
the globe. The Chinese authorities are one of the
very few who are easing monetary policy as the
Chinese economy is in a different point of the
economic cycle. The Bank of Japan has also not
yet moved interest rates, but gradually there are
signs that they may need to do so, at some point.

At the end of the quarter, US base interest rates were
at 3.25%, while the European Central Bank has
raised eurozone base rates into positive territory to
0.75%. The global peaking of inflation remains
unclear, though. Country dependent, there are signs
of a peak, most noticeable in the US, but this trend
needs to be confirmed before central bankers adopt a
less hawkish tone. The increasing interest rate
environment has raised the likelihood of recession,
and this threat has provided the conditions for the
negative returns delivered during Q3.
In equity markets, the MSCI World Index declined by
6.19% for the quarter, thus bringing the decline for
2022 to 25.42%. The fall in equity markets has been
primarily a function of the higher discount rates,
which is reinforced by company earnings remaining
extremely resilient, and showing reported growth for
prior time periods. Within the quarter, equities rose
7.94% in July, but this was really a reversal of the
sell-off in June. The equity market rally continued into
mid-August, but quickly reversed towards the end of
August, compounded by US Federal Reserve (Fed)
chair Powell’s hawkish comments at the Jackson
Hole Symposium. Therefore, for August global equity
markets recorded a decline of 4.18%. However, in
September the negative sentiment gathered support,
leading global equity markets to reach new lows for
the year at the end of the quarter. The return for
September was a negative 9.30%, making it the
weakest month for equities since March 2020, and
even greater than the fall in February 2020. The poor
performance witnessed during 2022, means that the
one-year return for global equities is now down
19.63%. On a regional basis none of the regions
were able to weather the storm. The North America
market was the least bad, only falling 4.97%, while
Japan declined 7.67% and the Pacific ex Japan
region by 8.82%. Europe fell by 10.15% but was itself
surpassed by Emerging Market equities falling
11.57%. Local returns were less painful, as the
strength of the US dollar has been an important factor
in Q3 and 2022.
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At a sector level performance was also very weak,
but the Consumer Discretionary sector managed
to post a 0.22% gain for Q3, while all the other
sectors fell. Energy was the best of the rest with
only a 1.44% decreased, while Industrials led the
bulk of the pack of sectors, which declined
between 5.78% (for Industrials) to 8.41% (for
Utilities). The two noticeably underperforming
sectors were Real Estate and Communication
Services falling by 11.79% and 12.97%
respectively. Year-to-date (YTD) all the sectors
have fallen substantially with the noticeable
exception of Energy, which has risen by 22.17%.
The next best performing sector is Utilities, which
has declined by 14.12%, while Consumer
Discretionary,
Information
Technology and
Communication Services have all lost more than
30%, with negative returns of 31.73%, 34.14% and
37.20% respectively.
With the rising base interest rate environment,
global bonds have continued to be challenged
during Q3. The Bloomberg Global Aggregate Bond
Index fell by 6.94% for the quarter. Like for equity
markets, July saw a brief respite and global bonds
posted their best month of 2022 with a gain of
2.13%. However, this was quickly wiped out and
reversed through August’s fall of 3.95%.
September saw global bond markets decline by
5.14%, which was the worst month for global
aggregate bonds this century, except for April
2022 (when global bond markets fell by 5.48%).
For the nine months of 2022, global aggregate
bonds have then fallen by 19.89%, which for all
practical purposes indicates a bear market, and is
confirmed as such if one considers the market falls
during 2021.

Bond market volatility has continued to remain
elevated, and there have been substantial moves
in both sovereign and non-sovereign bonds. The
US 10-year treasury yield declined somewhat in
July, before rising steadily during Q3, and while
peaking at almost 3.95% towards quarter-end,
ended the quarter at 3.83%. This, however, masks
the move in shorter-dated bonds, and shortly after
the start of the third quarter the US 2-year versus
US 10-year yield curve inverted and has remained
as such throughout the quarter. This inversion has
a strong relationship with signalling a recession
historically, though it remains to be confirmed
whether a US recession will materialise.
Turning to corporate bonds, they have also been
unable to avoid the broader inflation threat and
higher yield environment, thus leading to corporate
bonds also selling off. For the quarter, the
Bloomberg Global Aggregate Corporate Index
declined by 6.47%, thus moderately outperforming
the broader global aggregate bond market, due
mainly to global sovereign securities falling by
7.57%. Global corporate bonds delivered a similar
monthly pattern to aggregate bonds, i.e., rising
slightly in July, before retracing and losing more in
August, and then selling off even more
substantially in September. The Bloomberg Global
Aggregate Corporate Index has declined by
20.98% YTD. In lower-rated corporate bonds, the
Bloomberg Global High Yield Index fell by 2.74%
for the quarter, and by 19.15% YTD, thus these
bonds are outperforming the wider bond market,
due primarily to their shorter duration, while the
higher coupon is also helping insulate from the
capital losses.
All performance numbers are in US dollars unless
stated otherwise.
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Asset
Allocation
Our positioning
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.
Global inflation has been rising for the past year to
levels last seen more than 40 years ago. US
inflation is currently at 8.3.%. The developed
market central banks were initially slow to react,
as they considered the higher inflation as
temporary. They are now more concerned and are
therefore increasing policy rates and reversing
their quantitative easing programmes. The policy
rates are, however, still well below the inflation
rate. For example, the federal funds target rate is
between 3% and 3.25%, which is 5% below the
actual inflation rate.
As is evident from the US inflation swaps, shown
below, an inflation rate of 2.5% is priced for the
next ten years. From there, it gradually declines
further but never reaches the central bank's 2%
unofficial inflation target.

By Gerhard Gruywagen
Chief Investment Officer
Sanlam Investments
It is, however, likely that the higher inflation stems
from the highly accommodative central bank
monetary policies since 2008. Another possible
contributing factor is the significant increase in
government spending since 2020 to counteract the
adverse economic effects of the Covid-19
pandemic. Governments funded the increased
spending with debt bought by their central banks.
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 Fed's 2%
target and the South African Reserve Bank
(SARB)'s 3-6% target range for a significant
period.

Local investments
Local equities
We maintained our overweight position in SA
equities.
The South African equity market remains attractive
relative to its history and other emerging markets.
All three sectors ‒ industrials, financials and
resources ‒ are currently trading about 20-25%
below their fair values if we aggregate the
individual company valuations of the SIM equity
analysts.

Source: Bloomberg

Initially, central banks blamed the rising inflation
on the global supply-chain constraints caused by
the Covid-19 pandemic and the increasing
commodity prices due to the Russia-Ukraine war.

In the graph below, we show the current price of
the indices relative to their valuations based on the
analysts' company valuations.
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Price relative to valuation

We continue to prefer SA equities ahead of SAlisted property stocks.
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Based on Bloomberg consensus earnings, the
one-year forward P/E multiple on the FTSE/JSE
Capped Shareholder Weighted All Share Index
(SWIX) is currently about 8.5, while the forecasted
dividend yield is 5.9%.
As discussed below, the overweight position in SA
equities is offset by an underweight position in the
more expensively priced US equity market.

We currently have a bias in favour of SA assets
relative to developed market assets. The rand is
trading more than two standard deviations weaker
than its purchasing power parity valuation versus
the US dollar, and SA assets are relatively more
attractive.
The graph below from Minack Advisors (with
annotations from SIM) shows the real return of a
typical US balanced portfolio. Long periods of
exceptional real returns are typically followed by
long periods of negligible real returns. These
periods of poor performance were due to rising
inflation and/or high valuations. Both are now
evident in the US.

Local bonds
We maintained a benchmark position in local
bonds.

SA long bonds trading above 11% offer a real
return of more than 5% if measured relative to the
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.
For this reason, we prefer SA inflation-linked
bonds (ILBs).

Inflation-linked bonds
We maintained our significant overweight position
in ILBs. Ten-year ILBs offer a 4.4% 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 an attractive and less
risky investment.

Local listed property
The property sector has been severely affected by
the Covid-19 pandemic. The pandemic's long-term
effect on the property sector remains unclear, and
it isn't easy to estimate the long-run rental growth
and vacancy rates.
The SA-listed property sector is trading on a oneyear forward P/E ratio of about 8.8 and a one-year
forward dividend yield of about 10.4%, using
consensus forecasts.

Source: Minack Advisors

Global equities
We retained our underweight position in global
equities. This has been implemented primarily by
underweighting the S&P 500 Index relative to our
benchmark.
Global markets have declined significantly this
year. The US market's forward P/E ratio has fallen
to 16, a far more realistic rating. We are, however,
of the opinion that companies' forecasted 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 very high likelihood of a recession. In
addition, US profit margins are at historically high
levels.
In response to the past decade's lower nominal
long bond rates, companies, on average, have
increased their debt considerably relative to what
we’ve seen in the past. The current higher long
bond rates would significantly increase companies'
interest costs when they refinance.

14

Global bonds
We retained our underweight position in global
conventional bonds. We slightly reduced the
magnitude of this underweight position by buying
US long bonds towards the end of the quarter, with
US 10-year bonds trading at 3.8%.
Long-run US inflation derived from the inflation
swap curve shown above is at about 2.5%.
Traditionally the developed market central banks
have been targeting a 2% inflation rate. However,
we believe that there is a chance that the current
high inflation might be more persistent than
expected by central banks.
German ten-year bonds at 2.1% and Japanese
ten-year bonds at 0.25% remain unattractive.

Risks and opportunities
ahead
We continue to believe there is a risk of sustained
higher global inflation. The central banks might
struggle to implement sufficiently high policy rates
and enough quantitative tightening to bring the
current high inflation rates under control. For
example, at the end of September, the Bank of
England had to implement quantitative easing
again within a week after announcing a
quantitative tightening policy.
The risk of a global recession has increased
substantially. A recession could result in a further
repricing of equities and corporate debt.
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By Cromwell Mashengete &
Andrew Kingston
Co-Heads of Equities

Equities

Rising global interest rates dampen prospects and valuations
Global
The third quarter of 2022 (Q3) proved to be a precarious one as the combination of higher inflation, rising interest
rates and heightened geopolitical risk all weighed on economic growth globally. In a sense it was a case of the US
vs. the rest, as the dollar remained supreme against almost all currencies, extending its strength considerably in the
quarter. Higher inflation globally is weakening economic growth as many economies need to balance higher funding
costs post a period where debt levels have been rising for some time. Higher funding costs are crowding out
investment and weakening both consumer and business confidence. The energy disruptions in Europe have also
extended for longer, accentuated by the drawn-out conflict between Russia and Ukraine.
The US, however, is largely energy independent and more removed from the conflict in Europe and has accordingly
fared better in this period. The elevated savings levels built up in the US following the government support provided
through the Covid-19 crisis is also supporting consumption and somewhat protecting the consumer. However,
rapidly rising inflation in the US and record low levels of unemployment have exposed how behind the curve the US
Federal Reserve (Fed) has been, resulting in a series of rapid interest rate hikes in the US, while signalling more
are to come.
The rapid pace of inflation, which has surprised to the upside, has not helped the US central bankers. Inevitably the
Fed will look to front-load interest rate increases as they look to constrain future inflation and so without knowing
how broadly inflation will permeate the broader economy, there remains considerable uncertainty how elevated
interest rates will be in 2023. Inevitably, either the hikes will be too much for the economy to bear or inflation may
become more enduring. Either way, we are now entering a period of policy uncertainty. Higher inflation and weaker
economic growth are weighing on economic prospects and we are likely to see economic growth slow for a period
of time in the US.
In Europe, economic prospects are weaker as the various countries have different issues to face. Central of course
is energy security, with the conflict in Ukraine enduring for longer and creating considerable challenges as new
sources of supply are required to be sourced. Russia has cut off most of Europe’s supply of natural gas,
necessitating some form of rationing as winter looms. European economic growth had already been weak prior to
the Russian invasion of Ukraine and now with the conflict extended, energy security challenged, as well as further
political challenges within various European countries, prospects remain very weak, with a recession almost
inevitable as we move towards 2023.
Within the European Union (EU), there has been a rebound of tourism, however, more traditional industries are still
struggling with supply chain bottlenecks and the rapid rise in the cost of energy and other challenges. The transition
to a green economy has also been most adopted in Europe, but has proven more challenging and costlier than
initially expected and adding to the inflationary woes in the region, notwithstanding muted business and consumer
demand.
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Political challenges in the region have also created policy uncertainty and in the UK, for example, the structure of
their energy sourcing has resulted in consumer heating costs more than doubling, and with further increases
expected the government had to step in. Increased fiscal support was politicised in the UK, again a reminder of
how difficult it remains to make policy changes where political strength remains marginal in a conflicted world.
Governments have been trying to reduce monetary and fiscal support to economies after a long period of easing
as they look to curtail rising inflation. The UK appears to be the one exception.
In Europe, unemployment is higher than the US, although they face the same challenges of wage inflation as
rising cost-of-living challenges weaken consumer prospects. The rapid rise in interest rates is also likely to make
housing more expensive and less accessible, particularly for the younger workers who have been used to low
funding costs for an extended period of time. Inevitably, Europe cannot afford interest rates rising too much, as
like the US, governments in Europe face elevated debt levels and limited prospects to ignite economic growth,
particularly in the short term. More decisive economic reforms are probably required, but that will be at the
expense of weaker economic prospects in the short term and may not be politically palatable.
In Asia, economic growth has been somewhat better than the EU/US, although within the region there have been
winners and losers. Energy access and security is a factor in relative performance. Some developed markets
have been migrating their imports towards Southeast Asia, away from China, as the events in Russia have
highlighted the risk of being too dependent on one market as a source of supply. China continues to struggle with
weak consumer demand and a housing crisis as funding issues have constrained developers and as a result
challenged local municipalities who rely on property sales for a portion of their revenue. China’s rigid lockdown
restrictions following modest outbreaks of Covid-19 has also been a major factor in recent consumption weakness
as lockdowns endure for much longer than expected. Rising inflation in China appears to be less of an issue as
government controls have limited second-round effects and there has been limited consumer support through
Covid-19, unlike the US, that would have boosted savings and been used to support consumption as markets
opened up. China is also benefiting from exports as the rest of the world restocked post-pandemic, although this
does appear to be temporary.
In emerging markets broadly, some energy exporters have benefited, while energy importers are struggling.
Inflation has been evident here too and food security remains an issue over and above energy challenges. Several
emerging markets hiked interest rates earlier than developed markets, resulting in inflation expectations in the
future now moderating. Global liquidity has, however, been moving out of emerging markets, accentuated by a
strong dollar, so funding challenges remain for many emerging market countries in an environment of less access
to capital. Invariably some economic restructuring is inevitable for some countries as debt levels remain elevated
and without external funding will significantly constrain their economies.

South Africa – Structural challenges compounded by weakness in developed markets
In South Africa, the extended conflict in Ukraine, the broader energy challenges in Europe, as well as rising global
inflation and interest rates resulted in subdued consumer and business confidence in SA. In addition, the elevated
and rising fuel costs and higher interest rates, as well as much more persistent electricity outages all combined to
hamper our economy in Q3. Eskom’s rolling outages are seriously constraining our economy and curtailing
investment as energy security is essential in key industries like mining and manufacturing. Investment is also
being diverted towards self-sufficiency in the energy market but is displacing other investment and is essentially
inflationary as it increases the cost of doing business.
In the quarter, the South African Reserve Bank (SARB) hiked interest rates by a further 150 basis points (bps), as
the central bank looks to front-load rate hikes with a view to curtailing inflation and trying to avoid it becoming
broad-based after recent inflation figures, which have been above the targeted band. The SA central bankers also
need to keep in step with other markets who have also been hiking rates, with a view to maintaining their
competitiveness from a capital perspective, while also ensuring the currency doesn’t weaken materially. Inflation
is certainly not being boosted by internal demand and is largely driven by external factors, a lot of which are
outside of our control. While interest rates are expected to rise further, the bank faces the risk of creating more
harm should they extend rates too far. Inevitably the recently hiked rates will continue to weigh on weak business
and consumer demand and curtail discretionary spend and investment. The benefit from a complete reopening of
the economy, with support for our service and tourism and other sectors, is now being completely undermined by
external non-virus-related factors. Political inertia and municipal and state-owned enterprises with various funding
and related challenges are also constraining the economy. High government debt levels and unrealistic labour
demands from unions, notwithstanding very elevated unemployment levels, are also providing no support to the
economy.
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Financial markets/JSE
From a financial market perspective, we took our lead from markets overseas, which were very weak in the
quarter. Higher inflation, if it cannot be passed on, has a dampening impact on demand and while initially there
was the benefit of markets recovering after economies reopened post-pandemic following an extended period of
lockdown, the reality now is that inflation has become much more broad-based. Sharply rising bond yields globally
and locally are slowing economic growth as many economies took on additional debt as they looked to support
voters and provide an economic stimulus to encourage trade as markets reopened.
Now, with pent-up demand and limited capacity as investment levels have remained very constrained, as well as
labour scarcity in some markets, prices have been rising across the board. Higher interest rates, especially the
extent to which they rose in the quarter, particularly in long-duration assets, have resulted in much higher funding
costs for house financing. This is weakening the housing market globally as house buying becomes unaffordable
due to wage increases rising at a much slower rate than house funding cost increases. Central bankers in
developed markets have been far behind the curve, with economies now facing the risk of successive hikes in
interest rates combining to collapse demand if not carefully managed.
Evidence of economic growth cooling rapidly is already evident in many markets, as the oil price and other
commodity prices retreated sharply in the quarter, notwithstanding rising inflation and constrained supply. The
energy challenges in Europe have highlighted the need for diversity of supply and the risk of being too dependent
on one country. While there has been some easing of pressures in the global supply chain, the restrictions in
China and the broad geopolitical challenges globally are resulting in these challenges persisting for longer. This is
also adding to the cost of doing business globally, adding to inflationary concerns.
From a currency perspective, almost all currencies weakened against the US dollar as liquidity was withdrawn and
the Fed embarked on a series of rapid hikes in interest rates. This is likely to create some funding challenges
down the line. Elevated debt levels among many countries are now coming back to bite as higher interest rates
and increased government interference in economies post-pandemic is stifling innovation and constraining growth.
Political dysfunction is also becoming more evident as elected government officials battle to enact policy changes
without a very clear majority, while governments also face increased cross-border challenges. It appears as if we
are likely to enter a period of economic uncertainty until the Fed has finished hiking interest rates and inflation is
brought under control. Until then it’s likely to be a bumpy ride in financial markets.
In Q3, the MSCI World Index was down 6.1% in US dollars, following weakness we saw in the first and second
quarters, as 2022 is proving to be one of the worst years for equities. Emerging markets have followed a similar
pattern, with the MSCI Emerging Markets Index down 11.4% in Q3, although there was a broad range of returns
within the universe, with the Latin American region up for the quarter, while the Asian region was particularly
weak, dragged down by China. A strong dollar weighed more directly on weakness in emerging markets when
compared with developed markets. Year-to-date the MSCI World Index is down 25.1%, with all major regions
weak. Emerging markets have performed similarly, with the MSCI Emerging Markets Index down 26.9% year-todate, with both the EMEA (Europe, the Middle East and Africa) and Asian regions particularly weak.
From an SA market perspective, we took our cue from international markets. The more economically sensitive
areas struggled as would be expected with downgrades to global economic growth. Higher interest rates also
impacted more directly, with ‘growth’ shares punished, particularly if earnings disappoint in the short term.
Investors are now becoming more risk-averse and not prepared to assign value to future growth to the same
extent as in previous periods, which is typical in a rate hiking period. Companies with lower valuations and more
assured cash flows are being better supported, although in a weak market it is difficult to escape the broad sell-off.
Nevertheless, there will always be winners and losers in the current difficult period.
In Q3 the FTSE/JSE Shareholder Weighted All Share Index (SWIX) was down 2.4%, with all three major subindexes in negative territory. The best performing sub-sector was the resources sector, which declined 0.9%,
although again there was a wide dispersion of returns within the sub-sector, with the global energy challenges
supporting the oil/gas/coal sub-sector, while the chemical and industrial materials sub-sectors were both weak.
Industrials were down 1.3% for Q3, with the food producers performing best, while the construction sector was
weak. Financials were down 4.2% for Q3, with the property sub-sector weak, while non-life insurance was
relatively resilient.
Year-to-date the SWIX is down 7.8%, with financials down 5.3%, resources down 6.5% and industrials lagging,
down 16.8%. The worst-performing sub-sector year-to-date is the pharmaceutical & biotech sub-sector, while the
best has been the oil/gas/coal sub-sector. Stock-picking remains critical in this environment, as does a long-term
value orientation.
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Portfolio performance
The Moderate Equity house view portfolio marginally outperformed the benchmark in Q3 by 12 bps in a weak
quarter as the difficult global macro environment weighed on our market. As the bulk of our assets have now
moved to the Capped SWIX benchmark, we have adjusted the Moderate Equity benchmark to this index from 1
September 2022. Higher inflation globally, and particularly the rate at which interest rates have risen
internationally, exacerbated by an extended energy crisis and a continuation of the war in Ukraine, all
compounded to weaken equity markets globally, and SA did not escape. While the resources sector performed
best, where we are overweight, the stock selection within the sector detracted from performance in the quarter.
Within industrials there were both positive and negative contributors, with performance within financials actually
contributing the most, particularly as we remain underweight several financial shares that were weak in the
quarter, including a large underweight position in the property sector, which weakened as bond yields rose.
Year-to-date the Moderate Equity portfolio has outperformed its benchmark by 231 bps, assisted by a strong firsthalf performance. Stock-picking was the main contributor to outperformance for the nine months, as financials
where we are largely underweight have performed best, while industrials where we are largely overweight have
been very weak year-to-date, dragged down by the global cyclical shares. The resources sector performed
broadly in line with the market, but our stock selection added significant alpha over the nine months,
notwithstanding weakness recently in the platinum sector.
With regard to the financial sector in Q3, our underweight position in the sector added alpha as the sector was
weakest in the quarter. A confluence of factors weighed on the sector, although Capitec’s earnings disappointment
resulted in the share materially underperforming and adding alpha for us as we are significantly underweight.
Discovery was also weak as investors digest the likelihood of another capital raise to fund growth ambitions.
Within the banks, Absa’s results were well received, with the share performing well. We have a moderate
overweight position, which contributed to performance. Higher local and global bond yields and a rapid hike in
interest rates weighed on the property sector, an area where we have remained significantly underweight, which
also contributed to performance.
In resources, which were relatively resilient in Q3, our overweight positions in Sappi and Sasol detracted from
performance after both contributing earlier in the year. Both were impacted due to global economic growth
revisions, with Sasol more directly impacted by the oil price retreating from recent highs. We remain constructive
on both and expected post the recent commodity price rebasing that they should recover from here, although
timing is always uncertain. The platinum shares were also weak in Q3 as economic revisions weigh on the outlook
for the platinum-group metals, with the auto sector globally remaining weak. Northam and Impala Platinum remain
in contest for Royal Bafokeng Platinum, with no imminent resolution. We do expect the platinum price in particular
to normalise much higher from current prices once the demand outlook improves. On the positive side, there were
positive contributions from our underweight position in Kumba Iron Ore, as well as from our overweight positions
in African Rainbow Minerals and Glencore. We remain constructive on the outlook for the sector in the medium
term.
Performance within industrials was a bit of a mixed bag, with a strong contribution from Massmart Holdings. The
share benefited because of an offer from majority shareholder Walmart, who are looking to acquire all the
outstanding minority shares not currently owned at R62/share. This was at a significant premium to where the
share was trading at prior to the announcement. It is a great example of our investment philosophy in practice, as
while the share had continued to weaken on poor short-term prospects, we remained convinced of the inherent
long-term value in the business and had been steadily increasing our exposure to the group. There were also
positive contributions from Datatec following the announcement of the disposal of their consulting business for a
great price, as well as from Woolworths following a strong set of final results. We have held an overweight position
in Woolworths for a long time and have been steadily rewarded. On the negative side our underweight positions in
Shoprite and Clicks detracted, as did our overweight position in Prosus following weakness in the Chinese market.
Year-to-date the largest contributors to performance are broad-based and include our overweight positions in
Sasol, British American Tobacco and Datatec, and underweight positions in Capitec, Richemont and Discovery.
The largest detractors have been our overweight positions in Northam Platinum, PPC, Aspen and MTN, while our
underweight position in Shoprite also detracted.

Conclusion
The current equity market is volatile, with market participants unsure about future prospects. The extent to which
interest rates are expected to rise globally is also somewhat uncertain. Europe is almost certain to enter a
recession as we move into 2023 and remains very vulnerable to enduring energy challenges. Geopolitical risks
are also elevated.
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In SA the environment is also uncertain as a lack of political leadership and ongoing electricity and infrastructure
challenges are curtailing economic growth and resulting in SA companies investing elsewhere. Higher global and
local interest rates are likely to challenge consumers and reduce affordability, at the same time as food and fuel
prices continue to rise. The recent retreat in commodity prices has been demand-driven and may extend for some
time, however, we note that there has been limited supply brought to the market when prices were elevated, so
we face the risk that prices could ratchet up at some future date once demand stabilises and grows. Elevated debt
levels everywhere and the rising cost of capital are creating their own challenges, as investment is curtailed or
diverted towards energy security, while governments’ involvement in the global economy is inhibiting innovation
and indirectly increasing the cost of doing business. Increased geopolitical risks are also necessitating finding new
sources of supply, and this is likely to be inflationary. Risks of inflation becoming more broad-based remain, as
record low unemployment levels fuel rising wage demands. Notwithstanding all these challenges we see a
broadening range of opportunities in the SA market for long-term investors.
We will continue to seek out the best opportunities for the fund 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. Several listed companies have recently been the subject of takeout offers, which again
highlights the inherent value in selected counters on the JSE. We will aim to optimise the portfolio, 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

Lost in translation
At the July Federal Open Market Committee (FOMC)
meeting the US Federal Reserve (Fed) raised its
policy rate by 0.75% for the second consecutive time.
While the magnitude of the increase was in line with
market expectations, Fed Chair Jerome Powell on
more than one occasion said policy was close to
‘neutral’. The market interpreted that to mean rate
hikes were nearing an end. Bond and equity markets
reacted positively to the ‘dovish’ hike. However, at the
annual Jackson Hole symposium, Powell set the
record straight by emphasising that the Fed’s ‘focus
right now is to bring inflation back down to our 2%
goal’. He went on to say, ‘Reducing inflation is likely to
require a sustained period of below-trend growth ...
some softening of labour market conditions ... [and]
some pain to households and businesses.’ Given that
clear guidance markets promptly sold off again as
they anticipated higher rates. The FOMC raised the
policy rate by 0.75% again at the September meeting,
taking the upper target band to 3.25%. The average
projection of the policy rate by the various members of
the FOMC showed that the policy rate could reach
4.4% by the end of the year, this being a full 1%
higher than their June projections. Similarly, the
European Central Bank (ECB) ended its negative-rate
policy with a 0.5% hike in July, which was followed by
a more aggressive 0.75% hike in September. Among
the major economies the Bank of Japan (BOJ)
remains an outlier. The BOJ has stuck resolutely to its
near-zero interest rate policy even as inflation has
picked up to 3%. In the UK, the new government of
Prime Minister Liz Truss introduced a number of
policies to support households and businesses
suffering as a result of the energy crises in Europe.
The bond market took a dim view of the fiscal impact
of the proposals, which along with the sale of bonds
(quantitative tightening) announced earlier by the
Bank of England (BoE), saw UK 10-year bond yields
climb by 1.70% to 4.50% before the BoE had to
intervene, pledging to buy an unlimited quantity of gilts
to stabilise the market. The BoE intervention stopped
the sell-off as yields on the 10-year bond rallied back
by 0.5%.

The Bloomberg Global Aggregate Bond Index delivered
negative returns of 3.34% and yields climbed higher in
developed markets. Year-to-date returns were down
12.09% at the end of September.
Locally, the Monetary Policy Committee (MPC) of the
South African Reserve Bank (SARB) delivered two hikes
of 0.75% in July and September. Inflation moderated to
7.6% in August, from a high of 7.8% in July. Despite the
peak in inflation the SARB has remain hawkish because
the rand has been weakening against the US dollar, which
increases inflation risks. Returns of the FTSE/JSE All
Bond Index mirrored those of global markets. The market
experienced a strong recovery in July and early August,
however, those gains evaporated as Fed officials and
other central bankers reiterated their singular focus to
bring inflation back to targets. Nominal bonds eked out a
positive return of 0.6%, outperforming inflation-linked
bonds, which saw the FTSE/JSE Inflation-Linked
Government Index (IGOV) return a negative 1% for the
quarter. Cash remains the standout fixed-interest asset
class, with the Alexander Forbes Short-Term FixedInterest Index (STeFi) returning 1.35% for the quarter and
3.57% on a year-to-date basis.
During the quarter we increased duration slightly
compared to the previous quarter as yields retested the
highs seen in early July. The major changes in our
positioning were the near doubling of our exposures to the
R2048 (the 25-year bond) and the R214 (the 18-year
bond).

Bond Market Outlook
The Fed has delivered significant monetary policy
tightening in the past quarter and according to their dot
plot, they are set to deliver another 1.5% of tightening
before the year is out. Bond investors have been trying to
anticipate a Fed pivot since May and they have
disappointed. However, with economic data showing clear
signs of slowing activity, I would say the Fed is in the
‘seventh inning of a nine-inning game’. Commodity prices
have moderated, which will put less pressure on fuel and
food prices.
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Unfortunately, the MPC was a little slow in starting the hiking cycle and we think for the rest of this year they
are likely to deliver 80-100% of the Fed’s move, while other emerging market central banks, particularly in
Brazil, are more likely to respond to domestic pressures. The long end of the curve should be supported
owing to the very steep curve. In October, the minister of finance will deliver the Medium-Term Budget Policy
Statement, and while we expect a much-improved revenue picture relative to the February forecasts,
spending could be higher, leaving the deficit little changed.
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Smoothed Bonus
Portfolios
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.

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 nonvesting 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.
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Fees
Monthly Bonus Fund and Stable Bonus Portfolio
Guarantee fee
Monthly Bonus Fund

1.60%

Stable Bonus Portfolio

0.90%

Investment administration fees
Size of investment

Fee

Less than R100m

0.425%

R100m to R300m

0.375%

R300m plus

0.325%

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
Guarantee fee
Investment administration fee*

0.70%
Max 0.70% (excl. VAT)

* 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
Investment administration fee

1.00%
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Product
information
Performance: Bonuses % (Gross of fees)
Portfolio

July-22

Aug-22

Sep-22

Periods to 30 September 2022
(annualised)
1 year

3 years

5 years

Smoothed Bonus Partially Vesting
Sanlam Stable Bonus Portfolio

0.193%

0.547%

0.600%

7.27%

6.94%

7.20%

Progressive Smooth Bonus Fund 0.487%

0.614%

0.709%

9.47%

7.06%

6.72%

0.155%

0.522%

0.574%

7.04%

6.57%

6.72%

Sanlam Absolute Return Plus

0.083%

1.380%

0.083%

7.32%

7.65%

7.91%

Inflation

1.54%

0.19%

0.09%

7.48%

5.13%

4.89%

Smoothed Bonus Fully Vesting
Monthly Bonus Fund
Derivative Based Fully Vesting
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Top ten equity holdings and asset allocation as
at 30 September 2022
Stable Bonus Portfolio

% of Fund

Naspers

2.8

FirstRand

2.0

British American Tobacco

1.6

Anglo American

1.5

MTN Group

1.4

Prosus

1.3

Standard Bank Group

1.3

Sasol

1.0

ABSAG ABG

1.0

Impala Platinum Holdings

1.0

Progressive Smooth
Bonus Fund
Naspers

% of Fund

Stable Bonus Portfolio
SA Cash
2%
International
30%

SA Bonds
19%

SA Equity
32%

2.0

Anglo American

1.7

MTN Group

1.5

Standard Bank Group

1.3

British American Tobacco

1.2

FirstRand

1.2

BHP Group

0.9

Sasol

0.8

Impala Platinum Holdings

0.8

SA
Property
7%

Progressive Smooth Bonus Fund

2.2

Prosus

SA ILB
7%
SA Credit
3%

SA Equity
29%

SA
Property
4%

International
28%

SA Cash
3%
SA Bonds
36%
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Monthly Bonus Fund

% of Fund

Naspers

2.8

FirstRand

2.0

British American Tobacco

1.6

Anglo American

1.5

MTN Group

1.4

Prosus

1.3

Standard Bank Group

1.3

Sasol

1.0

Impala Platinum Holdings

1.0

ABSAG ABG

1.0

Monthly Bonus Fund
SA Cash
2% SA ILB
7%
SA Credit
3%

International
30%

SA Bonds
19%

SA
Property
7%

SA Equity
32%

Sanlam Absolute Return Plus

SA
Equities
13%
SA
Property
1%

International
10%
SA Money
Market
54%

SA
Inflationlinked
5%
SA Bonds
17%
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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.

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.

The Smooth Growth Series consists of 2
portfolios
• Sanlam Smooth Growth Fund

- This is a single-managed, moderate-aggressive multiasset 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.
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Suitable for investors who:
• Want high exposure to growth assets but with

Available for the
following product
categories:
• Living Annuities

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

• Retirement Annuity Funds

they will have less market volatility than similar

• Retail Preservation Funds

multi-asset class portfolios but in the event of
severe market conditions their bonuses may at
times be zero or negative.

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.

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.

2
5
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Product information
Top ten equity holdings and asset allocation as at 30 September 2022
Sanlam Smooth Growth Fund

% of Fund

Naspers

4.1

Anglo American

2.6

FirstRand

2.6

MTN Group

2.5

Prosus

2.2

British American Tobacco

1.9

Sasol

1.9

ABSAG ABG

1.7

Standard Bank Group

1.7

Impala Platinum Holdings

1.2

Sanlam Select Growth Fund

% of Fund

British American Tobacco

2.7

ABSA Group

2.7

Prosus

2.5

FirstRand

2.0

Naspers

2.0

Glencore Xstrata

1.9

Anglo American

1.6

Sasol

1.2

Impala Platinum Holdings

1.1

Standard Bank Group

1.0

Sanlam Smooth Growth Fund
SA Cash
2%

SA ILB
5%

International
30%

SA Bonds
13%
SA
Property
4%

SA Equity
46%

Sanlam Select Growth Fund
SA Cash
6%
International
29%

SA Bonds
21%

SA
Property
2%
SA Equity
42%

Gross bonuses (period to 30 September 2022)
Sanlam Smooth Growth Fund

Sanlam Select Growth Fund

1 Month

0.65%

0.70%

3 Months

1.34%

1.55%

1 Year

8.40%

9.00%
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Record of Proxy Voting
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.

African Media Entertainment Ltd
(Annual General Meeting 25-Aug-2022)

To approve the implementation of the remuneration policy

Performance targets are not specified

To approve the remuneration policy
To place unissued ordinary shares of the company under the control
of the directors
To re-elect Mr ACG Molusi as member of the social and ethics
committee
To re-elect Mr MJ Prinsloo as an independent non-executive director
of the company
To re-elect Mr MJ Prinsloo as member of the audit committee
subject to his re-election as a director of the company per resolution
3

Remuneration policy requires further development
Exceeded our limit of 5% for general purposes
Director has served in excess of our cap of 12 years
Director has served in excess of our cap of 12 years
Director has served in excess of our cap of 12 years

Afrimat Ltd
(Annual General Meeting 03-Aug-2022)

Endorsement of Afrimat's implementation report on the remuneration
policy

Incentive scheme performance hurdles not scaled

Endorsement of Afrimat's remuneration policy

Incentive scheme does not include a performance hurdle based
on returns

General authority to issue ordinary shares for cash

Exceeded our limit of 5% for general purposes

To place unissued shares under the directors' control
To re-appoint Mr Loyiso Dolwana as a member of the audit and risk
committee

Exceeded our limit of 5% for general purposes
Director has served in excess of our cap of 12 years

Argent Industrial Ltd
(Annual General Meeting 19-Aug-2022)

Argent's implementation report

Incentive scheme performance hurdles not scaled

Argent's remuneration policy

Incentive scheme does not include a performance hurdle based
on returns

Brait PLC
(Annual General Meeting 04-Aug-2022)

Re-election of HRW Troskie

Director has served in excess of our cap of 12 years

Renewal of the Board's authority to issue ordinary shares

Exceeded our limit of 5% for general purposes

Bytes Technology Group Ltd
(Annual General Meeting 26-Jul-2022)

Authority to allot new shares

Exceeded our limit of 5% for general purposes

Authority to make political donations
Notice period for general meetings other than annual general
meetings

We do not support political donations
Would shorten the notice period of meetings

Compagnie Fin Richemont
(Annual General Meeting 07-Sep-2022)

Election of Francesco Trapani as member of the Board of Directors

Director has links with one of the company's key competitors

Election of Francesco Trapani to the Board of Directors

Director has links with one of the company's key competitors

Election of Guillaeme Pictet as member of the Compensation
Committee
Election of Guillaume Pictet as member of the Board of Directors

Director has served in excess of our cap of 12 years

Election of Josua Malherbe as member of the Board of Directors

Director has served in excess of our cap of 12 years

Further amendments to article 22 of the Company's Articles of
Incorporation
Modification of article 22 of the Company's Articles of Incorporation

Amendments would result in directors representing either A or B
shareholders instead of the interests of all shareholders
Amendments would result in directors representing either A or B
shareholders instead of the interests of all shareholders

Director has served in excess of our cap of 12 years
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Record of Proxy Voting (continued)
Dis-Chem Pharmacies Limited
(Annual General Meeting 29-Jul-2022)

General authority over unissued shares

Exceeded our limit of 5% for general purposes

Fortress Reit Limited A
(Combined General Meeting 17-Aug-2022)

Amendment of MOI

We do not support the scheme

Authorisation of directors

We do not support the scheme

Repurchase of FFA shares in terms of section 48

We do not support the scheme

(General Meeting 17-Aug-2022)

Approval of the scheme

The swap ratio proposed in the transaction is not fair to FFA
shareholders and favours FFB shareholders

Fortress Reit Limited B
(Combined General Meeting 17-Aug-2022)

Amendment of MOI

We do not support the scheme

Authorisation of directors

We do not support the scheme

Repurchase of FFA shares in terms of section 48

We do not support the scheme

(General Meeting 17-Aug-2022)

Approval for issuing of shares in terms of s41(3) of the Companies
Act

We do not support the scheme

Approval of the scheme

The swap ratio proposed in the transaction is not fair to FFA
shareholders and favours FFB shareholders

Foschini Ltd
(Annual General Meeting 08-Sep-2022)

Election of Mr E Oblowitz as a member of the Audit Committee

Director has served in excess of our cap of 12 years

Election of Ms N V Simamane as a member of the Audit Committee

Director has served in excess of our cap of 12 years

Re-election of Mr M Lewis as a director

Director has served in excess of our cap of 12 years

Remuneration policy

Early vesting of a portion of the combined incentive scheme
awards. Size of individual participation in incentive scheme
exceeds our 0.5% limit

Hosken Consolidated Investments Ltd
(Annual General Meeting 29-Aug-2022)

Election of Mr JG Ngcobo as member of the audit and risk
committee

Director has served in excess of our cap of 12 years

General authorisation of financial assistance

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

General authority over authorised but unissued shares

Exceeded our limit of 5% for general purposes

Long-term remuneration policy

Incentive scheme does not include a specified performance
hurdle. Discounted share awards

Remuneration implementation report

Performance targets are not specified

Short-term incentive remuneration policy

Incentive scheme does not include a specified performance
hurdle

INDUSTRIALS REIT LIMITED
(Annual General Meeting 13-Sep-2022)

The Company be authorised to disapply statutory pre-emption rights
on the allotment of shares

Exceeded our limit of 5% for general purposes

To approve the Directors' remuneration implementation report

Incentive scheme performance hurdles not scaled

To approve the Directors' remuneration policy

Our preferred LTI performance hurdle has a relatively low
weighting

Investec Ltd
(Annual General Meeting 04-Aug-2022)

Political donations

We do not support political donations
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Record of Proxy Voting (continued)
Karooooo Limited
(Annual General Meeting 06-Jul-2022)

Authority to allot and issue new shares

Exceeded our limit of 5% for general purposes

Mediclinic International Ltd
(Annual General Meeting 28-Jul-2022)

To approve the reduction in minimum notice period for general
meetings (other than annual general meetings)
To authorise political donations

Would shorten the notice period of meetings

To authorise the directors to allot ordinary shares

Exceeded our limit of 5% for general purposes

We do not support political donations

Mediclinic International PLC
(Court Meeting 26-Sep-2022)

Scheme

Our valuations show there is still considerable upside to the offer
price

(General Meeting 26-Sep-2022)

For the purposes of giving effect to the Scheme, to authorise the
directors of the Company to take all such action as they may
consider necessary or appropriate for carrying the Scheme into
effect and to amend the articles of association

We do not support the scheme

Mr Price Group Limited
(Annual General Meeting 24-Aug-2022)

Control of unissued shares (excluding issues for cash)

Exceeded our limit of 5% for general purposes

General issue of shares for cash

Exceeded our limit of 5% for general purposes

Re-election of Keith Getz as director

Director has served in excess of our cap of 12 years

Re-election of Stewart Cohen as director

Director has served in excess of our cap of 12 years

MULTICHOICE GROUP LTD
(Annual General Meeting 25-Aug-2022)

Endorsement of the remuneration implementation report

Performance targets based on budgets are not transparent

Naspers Ltd
(Annual General Meeting 25-Aug-2022)

Appointment of SJZ Pacak as member of the audit committee
Approval of general authority placing unissued shares under the
control of the directors

Director is not independent

To re-elect D Meyer as director

Director has served in excess of our cap of 12 years

Exceeded our limit of 5% for general purposes

Ninety One Limited
(Annual General Meeting 26-Jul-2022)

Consent to short notice

Would shorten the notice period of meetings

Ninety One PLC
(Annual General Meeting 26-Jul-2022)

Consent to short notice

Would shorten the notice period of meetings

Novus Holdings Limited
(Annual General Meeting 26-Aug-2022)

Endorsement of the implementation report

Performance targets based on budgets are not transparent

Endorsement of the remuneration policy

Incentive scheme does not include a performance hurdle based
on returns. LTI's minimum performance period of one year is
below our preferred three years
Includes assistance for incentivisation, but we do not support the
incentive scheme

Financial assistance in terms of Section 44
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Record of Proxy Voting (continued)
Omnia Holdings Ltd
(Annual General Meeting 21-Sep-2022)

Financial assistance in terms of section 44 of the Companies Act

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

Re-election of director: Mr S Mncwango

Director has served in excess of our cap of 12 years

Remuneration policy

Incentive scheme does not include a performance hurdle based
on returns

Pick n Pay Stores Ltd
(Annual General Meeting 26-Jul-2022)

Appointment of Jeff van Rooyen to the audit, risk and compliance
committee

Director has served in excess of our cap of 12 years

Endorsement of the remuneration policy

Incentive scheme does not include a performance hurdle based
on returns
We support individual financial assistance to facilitate
incentivisation and BB BEE only

Financial assistance to persons
Re-election of Jeff van Rooyen as director

Director has served in excess of our cap of 12 years

PPC Limited
(Annual General Meeting 09-Sep-2022)

Remuneration implementation report

Performance targets based on budgets are not transparent

Remuneration policy

Incentive scheme does not include a performance hurdle based
on returns

Prosus NV
(Annual General Meeting 24-Aug-2022)

To designate the board of directors as the Company body to issue
shares

Exceeded our limit of 5% for general purposes

Psg Konsult Limited
(Annual General Meeting 11-Jul-2022)

PSG Konsult's implementation report on the remuneration policy

Incentive scheme performance hurdles not scaled

PSG Konsult's remuneration policy

Incentive scheme performance hurdles not scaled; Early vesting
of a quarter of LTI share awards

Raubex Group Ltd
(Annual General Meeting 05-Aug-2022)

Election of LA Maxwell as audit committee member

Director has served in excess of our cap of 12 years

Re-election of LA Maxwell

Director has served in excess of our cap of 12 years

Reinet Investments S.C.A
(Annual General Meeting 30-Aug-2022)

Re-election of Mr Yves Prussen

Director has served in excess of our cap of 12 years

RMB Holdings Ltd
(Annual General Meeting 20-Sep-2022)

Election of Sonja Emilia Ncumisa De Bruyn as member of the audit
and risk committee

Director has served in excess of our cap of 12 years

Re-election of Sonja Emilia Ncumisa De Bruyn

Director has served in excess of our cap of 12 years

Sirius Real Estate Ltd
(Annual General Meeting 06-Jul-2022)

That the directors be authorised to issue or sell from treasury shares
equal to an additional 5% of issued share capital as if pre-emption
rights did not apply solely for acquisitions or other capital
investments
That the directors be authorised to issue or sell from treasury shares
equal to up to 5% of the issued share capital as if pre-emption rights
did not apply
The directors be authorised generally and unconditionally to allot
equity securities

Maximum cash discount exceeded our limit of 5% for real estate
companies

Maximum cash discount exceeded our limit of 5% for real estate
companies
Exceeded our limit of 5% for general purposes
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Record of Proxy Voting (continued)
Southern Sun LTD
(Annual General Meeting 20-Sep-2022)

Endorsement of the remuneration implementation report

Performance targets based on budgets are not transparent

Endorsement of the remuneration policy

Incentive scheme does not include a performance hurdle based
on returns. Discounted share awards

General authority to directors to allot and issue authorised but
unissued shares

Exceeded our 5% limit

Storage Property Reit Ltd
(Annual General Meeting 01-Sep-2022)

Amendment to the Stor-Age Property REIT Conditional Share Plan

Size of individual participation in incentive scheme would exceed
our 0.5% limit

Telkom SA SOC Ltd
(Annual General Meeting 24-Aug-2022)

Endorsement of the implementation report

Performance targets based on budgets are not transparent

Endorsement of the remuneration policy

Performance targets based on budgets are not transparent

Tsogo Sun Gaming Limited
(Annual General Meeting 21-Sep-2022)

Financial assistance in terms of section 44 and 45 of the Companies
Act
General authority for directors to allot and issue authorised but
unissued ordinary shares

Includes assistance for incentivisation, but we do not support the
incentive scheme
Exceeded our 5% limit

Group's remuneration implementation report

Performance targets based on budgets are not transparent

Group's remuneration policy

Incentive scheme does not include a performance hurdle based
on returns
Director will have served for more than 12 years when up for
re-election again
Director will have served for more than 12 years when up for
re-election again
Director will have served for more than 12 years when up for
re-election again

Re-election of MJA Golding as a director
Re-election of VE Mphande as a director
Re-election of Y Shaik as a director

Zeder Investments Ltd
(Annual General Meeting 20-Jul-2022)

Endorsement of Zeder's implementation report on the remuneration
policy

Incentive scheme performance hurdles not scaled

Endorsement of Zeder's remuneration policy

Incentive scheme performance hurdles not scaled. Early vesting
of a quarter of LTI share awards

To re-appoint Mr CA Otto as a member of the audit and risk
committee

Director has served in excess of our cap of 12 years

To re-elect Mr CA Otto as director

Director has served in excess of our cap of 12 years
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Governance
Structure
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.

Asset & Liability Committee

Authority

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).

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 are shown below:

30 June 2022
Solvency Capital Requirement (SCR): 174%

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

38

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

Nonhlanhla Mdhluli
Investment Specialist
Sanlam Corporate: Investments

Boitumelo Ngoepe
Actuarial Graduate
Sanlam Corporate: Investments

Lorraine Loubser
Assistant
Sanlam Corporate: Investments

Susan George
Contracts
Sanlam Corporate: Investments
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Further
Information

Visit our website at:
http://sanl.am/sebi

Protection-focused Solutions
Structured investments and 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.

2 Strand Road, Bellville, Cape Town | PO Box 1, Sanlamhof 7532, South Africa
Sanlam Life Insurance Limited Reg no 1998/021121/06.
Licensed Financial Services Provider.

T +27 (0)21 9479111
F +27 (0)21 947 8066

www.sanlam.co.za

