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Market overview

Inthe final quarter (Q4) of 2022, global financial markets recovered
some of the ground lost during the past three quarters. Although
the outlook remained gloomy, some light emerged: in Octoberand
November buyers were attracted by cheaper asset valuations and
somewhat improved clarity on company earnings prospects, as
well as falling fuel and food prices. By mid-December, a slowdown
in the pace of the interest rate hiking cycle added to the better
sentiment. However, caution returned in December: still causing
uncertainty were unknowns such as the severity of the expected
2023 global growth slowdown, the impact of the massive new
Covid wave in China, the ongoing tragedies of the Ukraine-Russia
war, and the stickiness of inflation in large economies. As such,
markets retraced some of their earlier gains in December.

The risk-on sentiment over the quarter saw equities outperform
bonds, while emerging market returns were in line with those of
developed markets. For the quarter ended 31 December 2022,
the MSCI All Country World Index returned 9.8%, the MSCI World
Index (developed markets) also delivered 9.8%, and the MSCI
Emerging Markets Index produced 9.7% (all in US$). Bonds also
posted meaningful gains: the Bloomberg Global Aggregate Bond
Index delivered 4.5% (in US$). Beaten-down property stocks were
among the strongest performers, with the FTSE EPRA/NAREIT
Global REIT Index returning 6.6% (US$).

Inthe US, the US Fed hiked its Federal Funds rate by a combined
125bpsin Q4 to 4.25%-4.5%, still considered an aggressive policy
tightening by historic standards, even though its 50bp December
hike represented a slower pace. The central bank also lifted its
rate forecast forend 2023 by 0.5%, to 5%-5.25%, a more hawkish
signal. This came despite falling CPI (at 7.1% y/y in November), as
price increases became more widespread.

Meanwhile, after rising 3.2% y/y in Q3 on the back of surprisingly
strong consumer spending, US economic growth forall of 2022 is
forecast ataround 1.9%, before slowing to below 1% for 2023. Data
showed the US housing market is already slowing meaningfully and
is expected to be a significant factor in the slowdown. However,
consensus projections are for a relatively mild and brief recession
lasting for the first three quarters of next year. US equity returns
wereinthe black (apart from the Nasdagq) for the quarter: in US$,
the Dow Jones produced 16.0%, the Nasdaq delivered - 0.8%, and
the S&P 500 returned 7.6%. The S&P 500 recorded a -18.1% total
return for 2022, the worst since the 2008 Global Financial Crisis.

In the UK, the Bank of England (BoE) finished off the year by
raising its key interest rate by 50bps to 3.5% in December, in line
with forecasts. Meanwhile, November CPl eased to 10.7% y/y vs
October’s 11.1%, largely due to falling energy prices. The Bank
indicated more hikes are likely into 2023 in its bid to curb inflation
at the expense of growth: the Office for Budget Responsibility
(OBR) estimated that the U.K. economy was already in recession
and that GDP will contract by 1.4% in 2023, while inflation is
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predicted to hit 9.1% in 2022 and 7.4% in 2023. For Q4 2022, the
FTSE 100 returned 17.1% in US$, and -7.0% for 2022 as a whole.

The ECB followed the US Fed and BoE with its own 50bp hike in
December, while also suggesting similar-size hikes at its next two
meetings. Eurozone inflation fell to 10.1% y/y in November from a
record 10.6%, as energy costs eased. However, the ECB still expects
ashortand shallow recession in 2023 as the energy crisis is seen
weighing heavily in the shorter-term while the Ukraine-Russia
war drags on. In France, the CAC 40 returned 22.6% in Q4, and
-12.4% for 2022 (in US$). Meanwhile, Germany’s DAX delivered
25.2% for the quarter and -17.4% for 2022 (in US$).

In Japan, the Bank of Japan (BOJ) surprised markets in mid-
December with its first effective interest rate hike, raising its
10-year bond yield range by 0.25% to 0.50% after long periods
of stability. The market had been pricing in no rate increases
through 2023. Finally, the BOJ revised downward its real growth
outlook for 2022 to 2.0% from 2.4% previously, and for 2023 to
1.9% from 2.0%, but no recession is expected. Following other
global equity markets higher, the Nikkei returned 10.6% in US$
for the quarter but was down 19.1% for the year.

In China, it was a fairly chaotic end to the year as the government
responded to widespread social protests against its strict zero-
Covid policy by removing almost all restrictions. However, this
came as a large new wave of Covid infections was spreading.
Although economists welcomed the move to help free up the
economy and kick-start growth, the uncertainimpact of the virus
weighed negatively on markets. Meanwhile, consensus forecasts
for China’s economy call for only 3.3% GDP growth in 2022, far
below the government’s 5.5% target and the slowest since the
1970s. For 2023, a new government target of 4.5%-5% is reported
to be most likely, but many consider this optimistic. Hong Kong’s
Hang Seng produced 15.8% for the quarter and -12.6% in 2022
(in US$). The MSCI China returned 13.5% in Q4 and -21.8% in
2022, both in US$.

Finally, the rand appreciated against the US$, gaining 5.8%
versus the greenback over the quarter. However, the rand lost
ground against the euro and the pound sterling by 2.8% and 1.9%
respectively. The appreciation of the rand against US$ detracted
from local investors’ offshore foreign currency returns.

Performance

ForQ42022,the fund returned 2.1%, outperforming its benchmark,
the FTSE EPRA/NAREIT Global REITs Net Index’s 0.4% return.
For the 12 months to 31 December, the fund delivered -22.3%
compared to the -19.9% return from the benchmark.

The fund is managed by a machine learning algorithm similar
to the M&G Global Equity Fund. This constrains active country,
currency and industry risk at the portfolio construction phase,
ensuring that style and individual asset risk are the main drivers
of active returns.

Annualised performance A class Benchmark | B class
1year -22.3% -19.9% -22.0%
Since inception -15.9% -12.9% -
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Style was the main driver of outperformance over the quarter,
whereas exposure to poor momentum, high growth and high beta
stocks all proved to be detractors from performance.

Stock selection was also negative, detracting from performance
over the quarter. Atindividual stock level, active positions in SBA
Communications Corp and Apple Hospitality REIT were the largest
contributors to performance, while Manulife US REIT and Diversified
Healthcare Trust were the biggest detractors.

Strategy and positioning

While there is a lot of negativity about the prospects for growth,
there are few signs of capitulation in asset markets. At the same
time, there is a strong consensus that inflation has peaked, which
has been supportive of asset prices recently.

Valuations have improved almost everywhere but, as always, are
dependent on the path for cash interest rates and the extent of
optimism in profit forecasts.

Inthese extremely volatile, narrative-driven times we remain alert
toopportunities that are created by ‘episodic’, or sentiment-driven,
changesin asset prices. As the likelihood of economic downturn
hasincreased, we remain cautious and have adopted a more neutral
positioning. However, we continue to hold a reasonable level of
cash, enabling us to act quickly if and when market turbulence
presents attractive opportunities. []
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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 aresult, 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, whichisincludedin 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 aresult, 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
tonew 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.



