
Market overview
So far in 2023, global financial markets have experienced wild 
swings – particularly in the normally less volatile fixed income 
markets – dictated by the guessing game over the path of US 
interest rates, inflation and growth. 

January’s sentiment was relatively bullish, dominated by 
expectations of a weaker US economy going into 2023, which 
would have increased the likelihood of softer inflation, lower-
than-expected interest rates and a relatively imminent pause 
to the US Federal Reserve’s rate hiking cycle. This was all 
up ended in February by surprisingly strong economic data, 
including more widely embedded inflation than previously 
thought. With the Fed signalling its intention to continue 
hiking, this sent market uncertainty higher and global asset 
prices lower, an environment that continued well into March.

Then the emergence of banking sector turmoil sparked by 
the sudden failure of specialist Silicon Valley Bank and the 
engineered buyout of Swiss banking giant Credit Suisse by 
UBS shocked markets even further, with swift central bank 
and government interventions preventing contagion to other 
sectors. Gold benefited and risk-off sentiment prevailed as 
global financial stocks sold off. Central banks suddenly had an 
even tougher policy balancing act, having to choose between 
their duties of fighting inflation, safeguarding national banking 
systems and supporting growth and employment. Ironically, 
this led back to more positive expectations of lower interest 
rates and sooner-than-expected rate pauses.

In fact, the US Fed hiked by a measured 25bps in March, as 
expected, as did the Bank of England (BOE), while the European 
Central Bank (ECB) and SA Reserve Bank (SARB) announced 
relatively robust 50bp increases given their higher.

Looking back, investment managers have rarely seen such 
sharp changes in market views in such a short period of time. 
US Treasury bonds, for example, experienced high volatility 
of around 10%, with the 10-year UST yield falling by 50bps 
from around 4.0% to 3.5% between February and March – an 
exceptionally big move in that market. Global bonds also posted 
meaningful gains: the Bloomberg Global Aggregate Bond Index 
delivered 3.0% (in US$). For the quarter, SA nominal bonds 
(the FTSE/JSE All Bond Index) delivered 3.4% in rands, while 
inflation-linked bonds (ILBs) produced 0.9%. 

In the US, the US Fed hiked its repo rate by 25bps at both its 
February at March meetings, moves that were expected by 
the market. However, uncertainty was created by surprisingly 
robust economic data, including strong retail sales data, a higher 
than-expected January CPI at 6.4% y/y, and a still-strong jobs 
market. February’s core CPI, at 5.5% y/y, showed inflation was 
more deeply entrenched than thought. This data, combined 
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Fund facts

Fund objective
To maximise income while securing 
steady capital growth. This is achieved 
by investing in a diversified portfolio of 
bonds in the South African market.

Investor profile
Individuals that require a high level of 
income from their capital investment with 
relatively low risk. The recommended 
investment horizon is 1-3 years, or longer 
when used as strategic exposure to the 
asset class.

Investment mandate
The Fund invests in a combination of 
government, semi-government and 
corporate bonds, and other interest-
bearing securities. No duration 
constraints apply. The Fund is managed 
to comply with regulations governing 
retirement fund investments (Regulation 
28).
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Annualised performance A class Benchmark B class
1 year 7.6% 5.8% 7.9%
3 years 11.7% 11.6% 11.8%
5 years 6.5% 6.9% 6.7%
7 years 8.4% 8.8% 8.6%
10 years 6.8% 7.3% 7.1%
20 years 8.6% 8.8% -
Since inception 9.6% 9.9% -

Returns since inception1 A class Date
Highest annualised return 29.6% 31 Oct 2001
Lowest annualised return -6.5% 31 Jan 2016

Top issuers as at 31 Mar 2023
1. Republic of South Africa 89.9%
2. M&G High Interest Fund 10.4%

Risk measures A class Benchmark
Monthly volatility (annualised) 7.5% 7.4%
Maximum drawdown over any period -10.7% -9.8%
% of positive rolling 12 months 93.8% 95.3%
Information ratio 0.0 n/a
Sortino ratio 1.8 1.9
Sharpe ratio 0.9 1.0

Asset allocation

SA Bonds (ex. ILBs)
SA Cash

 90.0 %
 10.0 %

Investment options A Class I Class B Class
Minimum lump sum investment R10 000 R10 000 R20 million
Minimum monthly debit order R500 pm R500 pm n/a

Annual Management Fees (excl. VAT) A Class I Class B Class
M&G 0.60% 0.75% 0.45%
Financial adviser service fee (if applicable)2 n/a 0.15% n/a

Expenses (incl. VAT) A Class I Class B Class
Total Expense Ratio (TER) 0.76% 0.90% 0.57%
Transaction Costs (TC)3 0.00% 0.00% 0.00%
Total Investment Charges (TIC) 0.76% 0.90% 0.57%

M&G Bond Fund Sources: M&G and Morningstar1

1 12-month rolling performance figure 
2 The Financial Adviser Service Fee, if applicable, is included in M&G’s annual management 
fee above. An Ongoing Adviser Fee, over and above the Financial Adviser Service Fee, 
may be negotiated between the Investor and Financial Adviser. Should you agree to an 
Ongoing Adviser Fee, it will be paid via the regular repurchase of units. 

3 Where a transaction cost is not readily available, a reasonable best estimate has been 
used. Estimated transaction costs may include Bond, Money Market, and FX costs 
(where applicable). 

with hawkish language from the US Fed, led investors to expect 
higher interest rates for longer and sparked global equity 
and bond sell-offs. This bearish sentiment was later reversed 
by the global banking turmoil, which led investors to expect 
central banks to move less aggressively in their rate increases 
in order to support the banking sector. While banking stocks 
did sell off, March’s confirmed “small” 25bp increase by the 
Fed appeared to reinforce the idea that US rate hikes might 
be close to an end, and that therefore uncertainty had eased 
to an extent. February CPI came in unexpectedly high at 10.4% 
y/y, and financial markets are still pricing in another 25-50bps 
of increases by August 2023. 

Despite banking sector weakness, the ECB continued its 
relatively aggressive pace of rate hikes in Q1 as it found itself 
faced with still high, albeit falling, levels of inflation. It hiked 
by 50bps in March as CPI surprised to the upside at 8.5% y/y 
in February versus 8.2% expected, with core CPI (excluding 
food and energy) at 5.6% y/y versus 5.3% expected. The bank 
also signalled its readiness to supply the banking system with 
extra liquidity should it be required. Financial markets now 
expect further hikes will be less aggressive going forward, 
having cut back their forecasts by a full 1.0%.

The South African Reserve Bank (SARB) surprised with a larger-
than-expected 50bp interest rate hike on 30 March, citing strong 
inflationary pressures from food, administered prices and a 
depreciating rand. February CPI came in at 7.0% % y/y, aided 
by substantial increases in food, transport and medical services 
prices. Many had thought the Bank would follow the US and 
UK with a 25bp rise, especially given very weak local economic 
growth: Stats SA reported that Q4 2022 GDP contracted by 1.3%, 
more than expected, due to intensifying load-shedding. At the 
same time, National Treasury revised downward its projection 
for annual real GDP growth, now expected to average 1.4% from 
2023 to 2025, versus 1.6% previously. The 50bp rate increase 
did help to reinforce the SARB’s global credibility, while the 
rand reacted by strengthening below the key R18/1USD level. 
The SA forward rate market is now pricing in a further 50bps 
in interest rate hikes from the SARB this year before the central 
bank pauses and then starts cutting rates again.

Meanwhile, S&P Global downgraded the sovereign credit rating 
outlook to stable from positive, citing loadshedding and the 
fragile economy as the primary drivers. During the quarter, 
investors welcomed the 2023 National Budget’s improved fiscal 
trajectory and the government’s plans for Eskom debt relief, as 
markets reacted marginally favourably. Eskom remained in the 
spotlight for much of the period as its departing CEO reported 
high levels of corruption within the utility, prompting more 
intensive investigations from journalists and the government. 
Finally, South Africa was grey-listed by financial watchdog 



Disclaimer
MandG Investments Unit Trusts (South Africa) 
(RF) Ltd (Registration number: 1999/0524/06) 
is an approved CISCA management company 
(#29). Assets are managed by MandG Investment 
Managers (Pty) Ltd, which is an approved 
discretionary Financial Services Provider (#45199). 
The Trustee’s/Custodian details are: Standard 
Bank of South Africa limited – Trustees Services 
& investor Services. 20th Floor, Main Tower, 
Standard Bank Centre, Heerengracht, Cape Town. 

Collective Investment Schemes (unit trusts) are 
generally medium-to long-term investments. 
Past performance is not necessarily a guide 
to future investment performance. Unit trust 
prices are calculated on a net asset value basis. 
This means the price is the total net market 
value of all assets of the unit trust fund divided 
by the total number of units of the fund. Any 
market movements – for example in share prices, 
bond prices, money market prices or currency 
fluctuations - relevant to the underlying assets of 
the fund may cause the value of the underlying 
assets to go up or down. As a result, the price 
of your units may go up or down. Unit trusts are 
traded at the ruling forward price of the day, 
meaning that transactions are processed during 
the day before you or the Manager know what 
the price at the end of the day will be. The price 
and therefore the number of units involved in the 
transaction are only known on the following day. 
The unit trust fund may borrow up to 10% of the 
fund value, and it may also lend any scrip (proof 
of ownership of an investment instrument) that 
it holds to earn additional income. A M&G unit 
trust fund may consist of different fund classes 
that are subject to different fees and charges. 
Where applicable, the Manager will pay your 
financial adviser an agreed standard ongoing 
adviser fee, which is included in the overall 
costs of the fund. A unit trust summary with all 
fees and maximum initial and ongoing adviser 
fees is available on our website. One can also 
obtain additional information on M&G products 
on the M&G website. The Fund may hold foreign 
securities including foreign CIS funds. As a result, 
the fund may face material risks. The volatility of 
the fund may be higher and the liquidity of the 
underlying securities may be restricted due to 
relative market sizes and market conditions. The 
fund’s ability to settle securities and to repatriate 
investment income, capital or the proceeds of 
sales of securities may be adversely affected for 
multiple reasons including market conditions, 
macro-economic and political circumstances. 
Further, the return on the security may be affected 
(positively or negatively) by the difference in tax 
regimes between the domestic and foreign tax 
jurisdictions. The availability of market information 
and information on any underlying sub-funds may 
be delayed. The Manager may, at its discretion, 
close your chosen unit trust fund to new investors 
and additional investments by existing investors to 
make sure that it is managed in accordance with its 
mandate. It may also stop your existing debit order 
investment. The Manager makes no guarantees as 
to the capital invested in the fund or the returns 
of the fund. Excessive withdrawals from the fund 
may place the fund under liquidity pressure and, 
in certain circumstances; a process of ring fencing 
withdrawal instructions may be followed. Fund 
prices are published daily on the M&G website. 
These are also available upon request. The 
performance is calculated for the portfolio. 
Individual investor performance may differ as a 
result of initial fees, the actual investment date, 
the date of reinvestment and dividend withholding 
tax. Purchase and repurchase requests must be 
received by the Manager by 13h30 (11h30 for the 
Money Market Fund) SA time each business day. 
All online purchase and repurchase transactions 
must be received by the Manager by 10h30 (for 
all Funds) SA time each business day.
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Financial Action Task Force (FATF), so that more scrutiny of 
the country’s international transactions is necessary to root 
out money laundering and financing of terrorism. Higher costs 
and administrative hurdles will likely result, experts said, and 
banking shares fell 2% in reaction to the announcement. Bonds 
and the rand were little moved, however.

Performance 
The fund delivered 4.0% (class A, net of fees) for the quarter, 
outperforming its benchmark by 0.6%. Most of the government 
bonds on the yield curve ended the quarter at stronger levels, 
and the curve moved significantly steeper: the front of the 
curve strengthened by 38 basis points over the quarter, while 
the ultra-long R2048s ended 19 points weaker. This steepening 
took place in spite of more aggressive hiking than expected by 
the SARB and can be partly explained by National Treasury’s 
announcement of a new ultra-long bond, the R2053, that will 
be introduced into the market during the second quarter.

Although the fund failed to benefit from the move lower in 
the curve (due to relatively neutral duration positioning), 
the steepening of the curve worked in our favour. We had 
no exposure to the back end of the curve (over 20 years in 
maturity), thereby avoiding the losses suffered in those bonds.

Another interesting development over the past quarter (apart 
from the new R2053) was the maturity of the R2023 bond, 
leaving the R186 as the shortest bond on the curve. National 
Treasury has not indicated any other changes to its bond curve 
constituents, apart from the introduction of a new 7-year 
floating rate instrument.

The additional government support for Eskom, announced 
in the February budget, led to a notable compression of the 
credit spreads of Eskom bonds. We maintain insignificant 
credit exposure in this fund, and the fund therefore did not 
participate in these gains.

Strategy and positioning
We continue to favour fixed-rate government exposure over 
fixed-rate corporates and view the historically low levels of 
fixed-rate credit spreads as insufficient compensation for the 
credit and liquidity risks that such bonds come with. 

Quarterly Commentary


