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Momentum Investments Flexible Factor Portfolio Range  

Quarterly commentary to end March 2023 

Assessing investment returns in an outcome-based investment context  

The Momentum Investments Flexible Factor Portfolio Range is managed in terms of our outcome-based investing philosophy, 

where we design the portfolios to maximise the probability of achieving the inflation-plus return target of each portfolio over the 

relevant period, while continuing to meet the portfolios’ risk targets. To achieve this, our portfolio management approach 

conceptually starts at an (multi) asset class level, then progresses to the identification of specific investment strategies within 

each asset class (if appropriate) and finally ends up in the selection of (potentially more than one) investment mandates 

awarded to investment managers that will implement the desired investment strategies. 

 

Given this outcome-based investing framework, when assessing the returns of the Momentum Investments Flexible Portfolio 

Range, it is important to start with looking at the returns from the portfolios against their inflation-related targets. This allows us 

to answer the question: did we achieve our target over the most recent relevant period? We then assess these returns relative 

to this target in terms of the following: 

• The returns provided by the asset classes included in the portfolios 

• The returns from the building blocks that provide the asset class exposure for the portfolio against their asset class  

(or strategic) benchmark. This in turn is explained by:  

o The returns from the investment strategies (or styles) used in the building block (if any)  

o The returns from the investment managers that were awarded the mandates used in each of the building blocks 

 

This quarterly review thus starts with the assessment of the investment returns generated by the portfolios against their 

targeted investment outcomes over the most recent periods. The next section focuses on the economic environment and the 

returns generated by the asset classes (beta) for the most recent quarter, measured against our average real return expectations 

for each asset class. We review the returns from the building blocks and the underlying investment managers against their 

strategic investment benchmarks. 

Momentum Investments Flexible Factor Portfolio Range returns  

The respective inflation objectives of the portfolios have been difficult to attain, given the low return from growth asset classes 

for the last five years. However, the portfolios managed to outperform their respective benchmarks over all periods. 
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Economic overview  

As the current economic cycle matures, typical late-cycle characteristics have emerged. Fears of systemic risk arose late in the 
first quarter of this year when Silicon Valley Bank collapsed. Although authorities stepped in to combat the risks of contagion, 
market jitters over threats to financial stability lingered as banking stress spread from the United States (US) to Europe.   

Despite the upside risks of a warmer European winter and a quicker reopening of the Chinese economy materialising and 
negating the most adverse downside risks to the global economic trajectory, additional monetary policy tightening, a 
deterioration in financial conditions and declining confidence continue to weigh on the outlook. Even with a further downtrend 
expected in inflation in the coming months, disinflation will still take time and it may be a while before inflation returns to target. 

Our current preference for US fixed income over developed market equities is based on the former’s favourable relative 
valuations and income provision, but also the defensive hedging properties provided by fixed income during potential future 
equity drawdowns in case of recession, negative profit surprises or general risk-off periods.  

Insufficient electricity is likely to keep growth in South Africa (SA) below 0.5% this year and dampen trend growth to below 2%. 
Moreover, higher costs for alternative forms of energy pose a threat to the inflation outlook. An increased cost base for 
corporates will likely also weigh negatively on expected revenue collection in the next fiscal year. 

The SA Reserve Bank is in a difficult position. Upside risks to the inflation outlook remain, given local pressures on food inflation 
and a rise in global financial stability risks weighing on the currency, while the economy’s growth pulse remains faint. Extensive 
interest rate increases from here will likely be less effective in dousing inflation (which is still predominantly cost-push in nature) 
and more damaging for growth. 

SA equities still trade at huge valuation discounts to the rest of the world and its history. Although the SA equity market will 

likely also suffer during any global equity drawdowns in risk-off periods, it could perform relatively better in subsequent 

recoveries due to its positive valuation underpin. SA real bond yields are attractive against their history, as well as relative to 

those in global markets, with part of the high real yield differential due to a fiscal and country risk premium. 

Portfolio management  

Portfolio performance across the portfolio range was positive for the quarter despite the market volatility during the period. 
Most asset classes ended the quarter on a positive note with the weakening Rand contributing to global asset classes and rand 
hedge stocks. During the quarter we banked local equity profits and increased the global allocation with the proceeds thereof. 
Global bond exposure was increased and towards the end of the quarter, we introduced global cash into the portfolios as both 
assets are offering better value compared to a year ago. There will also provide downside protection in the event of a material 
equity downturn. 

Asset class returns  

The returns for the asset class benchmarks for the first quarter of 2023 are reported in the first column of the table below. The 
next column highlights the returns for these asset classes for the previous year. These one-year returns are then converted into 
real returns by deducting inflation (7%) for the year. The final column in the table contains the returns above inflation we expect 
to get (on average) for these asset classes for a full market cycle. 
 
 

Asset class 
Q1 2023 
returns 

Nominal returns for 
the previous 12 

months 

Real returns for 
previous 12 months* 

Expected real 
return (p.a.) 

Local equity (Capped SWIX) 2.4% 0.2% -6.8% 5.8% 

Local bonds (ALBI) 3.4% 5.8% -1.2% 3.3% 

Local listed property (SAPY) -5.1% -3.4% -10.4% 7.0% 

Local ILBs (ILBI) 0.9% 4.9% -2.1% 2.8% 

Local cash (SteFI) 1.7% 6.0% -1.1% 1.3% 

Global equity (MSCI ACWI) 12.5% 12.9% 5.8% 6.5% 

Global bonds (WGBI) 8.4% 9.7% 2.7% -0.3% 

Global property  5.4% -3.7% -10.7% 4.0% 
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US dollar/rand** 4.7% 21.3%     

SA CPI* 1.0% 7.0%     
*CPI is lagged by one month. 
**A positive/negative value here reflects the effects of a depreciation/appreciation of the rand against the US dollar on global asset class returns in rand terms. As the rand gets 
weaker/stronger, the returns of global investments get better/worse from a local investor’s perspective. 
 

Building block return assessment  

As explained above, our outcome-based investment philosophy starts at the asset class level and then goes down to an 

investment strategy (if appropriate) and investment mandate level within each asset class. We thus construct building blocks 

that reflect our selected investment strategies and managers that were awarded the mandates to implement these to either 

improve on the returns of the asset class or manage its risk profile.  

Local multiple balanced building block 

While the growth outlook improved in several key economies, making equities more attractive, risk aversion still made itself 

apparent over the quarter. Global equity returns outperformed bonds, while developed equity markets outperformed emerging 

equity markets. For the three months ended 31 March 2023, the MSCI All Country World Index delivered a return of 7.3%, the 

MSCI World Index (developed markets) delivered 7.7% returns, and the MSCI Emerging Markets Index produced 4.0% (all in 

US$). Bonds also posted meaningful gains: the Bloomberg Global Aggregate Bond Index delivered 3.0% returns (in US$). Global 

property stocks continued to generate among the weakest returns, with the FTSE EPRA/NAREIT Global REIT Index delivering 

1.4% (US$). 

 

In South Africa (SA), the equity market was dented by risk aversion and weakness in Listed Property and Resources stocks during 

the quarter but buoyed by Industrial shares. The FTSE/JSE All Share Index (ALSI) delivered a return of 5.2%, while the more 

locally exposed Capped SWIX delivered 2.4%. Industrial counters delivered a return of 13.6%, while Financials produced 0.4%, 

Resources -4.4% and the All Property Index -4.8%. For the quarter, SA nominal bonds delivered 3.4% in rands, while inflation-

linked bonds produced 0.9% and cash delivered 1.7% returns.  

 

The multiple balanced building block benefitted from the positive start to the year and delivered a return of 2.7% for the 

quarter, outperforming its benchmark return of 2.2%. 

 

Ninety-One Asset Management delivered a return of 3.1% for the quarter. Key contributors included the equity and nominal 

bond allocation. Within the SA equity component, Naspers and Prosus, Bidcorp, Richemont and AngloGold Ashanti were strong 

contributors to returns. Exposure to diversified miners (BHP Group and South32), SA hospitals (Life Healthcare and Netcare) and 

Anheuser-Busch InBev also enhanced returns over the quarter. PGM miners (Northam Platinum and Impala Platinum), 

diversified miners (Anglo American and Glencore) and SA Banks (ABSA Group and Capitec Bank) detracted from returns within 

the local equity component.  

 

During the quarter Ninety-one increased positions in defensive holdings (Prosus, Bidcorp, AngloGold Ashanti & Bidvest Group) at 

the expense of SA cyclicals (The Foschini Group and Mr Price Group). They also took profits in British American Tobacco earlier in 

the quarter, as the earnings revisions had played out, and increased the holding in Richemont where the earnings revisions 

profile is more supportive over the next twelve months. Within local fixed income, they trimmed some of the bond exposure, 

taking profit on what was added in December, and used some of the proceeds to buy a position in a platinum exchange-traded 

fund (ETF), while keeping the rest in cash to take advantage of opportunities that may be presented in the coming months given 

expected market volatility. 

 

Abax underperformed during the quarter and delivered a return of 0.5%. Performance of 9.7% over the past year compares very 

favorably to the benchmark as well as the market. The past three years have been favorable to the fund with an annualised 

return of 25.9%. The past year’s outperformance was mainly driven by Thungela Resources, British American Tobacco. In a 

turnabout, Naspers also contributed handsomely over the past year. Sasol, on lower oil prices, MTN and Raubex detracted from 
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performance. Abax continues to be defensively positioned and has reduced equity exposure whilst increasing the exposure to SA 

Bonds which continues to offer decent real yields. A basket of structured notes provides upside participation whilst the 

embedded capital protection offers us some comfort. 

 

Coronation delivered a return of 2% for the quarter. The relatively high allocation to equity contributed most to absolute returns 

over the period. Despite the headwinds that face investors, Coronation believes growth assets should deliver good returns over 

the medium term. They believe the pricing of SA equities remains attractive with broad value across resources, global stocks 

listed on the JSE, and domestics. Within equity, they have quite a diversified exposure to the three broad sectors but prefer rand 

hedge industrials like Naspers/Prosus, Richemont, and Anheuser-Busch InBev, which contributed strongly to the returns. 

However, the holding in Transaction Capital was a material detractor from performance during the quarter. Banks are still the 

preferred positions within Financials and Glencore and Anglos are the top picks in the resource sector. Property exposure is still 

low as they prefer equity and local bonds on a risk-adjusted basis. 

  

Foord had a great quarter and delivered an impressive return of 7.5% for the period. The South African equity investments were 

the largest contributor to returns as the JSE tracked global bourses higher pulled up by index heavyweights Naspers / Prosus on 

China’s COVID-19 reopening and easing of prohibitive tech regulations.  SA bonds contributed positively as SA bond yields 

tracked global yields lower, with the SA All Bond Index delivering a positive return.  Although the allocation to the outperforming 

listed property was low, investments in the sector contributed positively to fund returns at the margin with London property 

value play Shaftesbury Capital / Capital & Counties adding the most value. The physical gold investment also contributed strongly 

with gold nearing the $2,000 mark with the NewGold ETF providing crucial portfolio diversification purposes as both a hedge 

against inflation and as an alternative store of value. 

Local absolute strategies building block 

While the growth outlook improved in several key economies, making equities more attractive, risk aversion still made itself 
apparent over the quarter. Global equity returns outperformed bonds, while developed equity markets outperformed emerging 
equity markets. For the three months ended 31 March 2023, the MSCI All Country World Index delivered a return of 7.3%, the 
MSCI World Index (developed markets) delivered 7.7%, and the MSCI Emerging Markets Index produced 4.0% (all in US$). Bonds 
also posted meaningful gains: the Bloomberg Global Aggregate Bond Index delivered a return of 3.0% (in US$). Global property 
stocks continued to generate among the weakest returns, with the FTSE EPRA/NAREIT Global REIT Index returning 1.4% (US$). 
 
In South Africa (SA), the equity market was dented by risk aversion and weakness in Listed Property and Resources stocks during 
the quarter but buoyed by Industrial shares. The FTSE/JSE All Share Index (ALSI) delivered a return of 5.2%, while the more 
locally exposed Capped SWIX delivered a return of 2.4%. Industrial counters returned 13.6%, while Financials produced 0.4%, 
Resources -4.4%, and the All-Property Index -4.8%. For the quarter, SA nominal bonds delivered 3.4% in rands, while inflation-
linked bonds produced 0.9% and cash delivered 1.7% returns.  
 
The absolute strategies block benefitted from the positive start to the year and returned 2.4% for the quarter, outperforming its 
benchmark return of 1.9%. 
 
Sentio delivered a return of 1.7% for the period. During the extremely volatile quarter, the fund underperformed the benchmark 
slightly. Equity positions in Naspers, Goldfields, Richemont, Prosus, Aspen, BidCorp, and BHP Group contributed to absolute 
returns. Detractors included positions in property, with negative contributions coming from Growthpoint, Investec Prop, Hyprop 
and Redefine- whilst positions in NEPI Rockcastle and Attacq were added. In Fixed Income, the fund took advantage by being 
overweight duration in nominal bonds at the beginning of the year. The fund remains underweight in ILBs due to declining 
inflation and still carries wide breakeven inflation levels which favour nominals over ILBs. 
 

Local cash building block 

Quarter 1 of 2023 saw a continuation of monetary policy tightening as the repo rate moved up by a higher-than-expected 75bps. 
The January MPC meeting saw a tapering off in the magnitude of policy moves, as a smaller 25bp hike led the market to price at 
the peak of the tightening cycle. But then the March meeting delivered a hawkish 50bp move, and the market was thrown into 
disarray amid fears that there could be even more to come. The hikes this quarter took the repo rate up to 7.75%, a total of 
425bp higher than when the monetary tightening cycle began in November 2021. The traded money market reacted strongly, 
with the 3-month Jibar rate rising 70bps to 7.95% and the 12-month rate moved 31bps higher to a very elevated 9.00%. The 
money market curve continues to flatten as would be expected when rates have moved up this much, but the peak has now 
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been pushed higher again. Based on these Jibar rate levels the total return for the STeFi Composite Index was 1.75% for the 
quarter. 
 
For the quarter, the building block delivered a return of 2.08% compared to 1.58% for the SteFI benchmark.  

Hedge solutions building blocks 

The Aggressive hedge fund slightly underperformed its benchmark this quarter. This was predominantly due to the selloff in 
resource shares during February. Despite underperforming this quarter, the fund remains 5% ahead of its 50% equity/50% cash 
benchmark on a 12-month basis. Management of directional equity exposure, sector allocations and risk management through 
short positions and derivates remain key to navigating volatile markets.  
 
The Moderate hedge fund and the Portable Alpha solution employ multi-strategy approaches. Fixed income arbitrage was the 
largest contributor to returns for these portfolios in the first quarter. Returns were driven by selective directional exposure 
across the yield curve and relative value trades. The Moderate hedge fund added to its stable return profile and although it 
slightly underperformed its cash benchmark this quarter, it remains 3% ahead on a 12-month basis. The Momentum Portable 
Alpha solution outperformed its equity benchmark by 3% this quarter and remains 7% ahead of the market on a 12-month basis. 
Although the return profile of the Portable Alpha solution is linked to the equity market the ability to generate alpha does not 
rely on directional market movements. 

Global equity building block 

In the first quarter of 2023, the MSCI World Index was up 7.7%, the MSCI Emerging Markets Index was up 4% and the MSCI USA 

Index was up 7.6% in US dollar total returns. The MSCI Europe Index was up 10.6% while the MSCI United Kingdom Index was 

also up 6.1% in US dollar total returns. Listed US tech companies had a huge turnaround during the first quarter of the year, 

although markets were being cautious. Last year saw severe economic headwinds, but 2023 has had a good start for the sector. 

The banking sector experienced the total opposite. Billion-dollar tech-lender Silicon Valley Bank, the 16th biggest bank in the US 

collapsed in mid-March becoming the second-biggest bank failure in the US. Consumers, in panic, then did a bank run on 

Signature Bank, which then also collapsed, making it the third-largest US bank failure in US history. On the other side of the 

globe, Credit Suisse, the second-largest bank in Switzerland, also collapsed and was bought by rival UBS for about US$3.3 billion. 

The spectre of a banking crisis returned to haunt markets in March, overshadowing all else. Almost exactly one year on from the 
Fed’s first increase in interest rates in what has become the steepest and fastest tightening cycle in over 40 years, something 
significant was broken, with the collapse in March of two mid-sized banks in the US and the fall of the much bigger Credit Suisse 
into the hands of its Swiss rival UBS. Bond markets saw the biggest moves as fears of recession rose and investors priced in early 
cuts in the Fed’s and other central banks’ policy rates. 
 
Before the banking troubles, hopes had been rising for a softer landing, as the US economy proved to be resilient while Europe 
appeared to have avoided a recession. As in earlier months, leading indicators for most countries were above expectations in 
March, especially in the services sector, and pointed to continuing growth. But just as growth was better than expected, the 
labour market remained very tight, and inflation proved to be much stickier than forecast. The resolve to bring inflation firmly 
under control was reflected in further rises in policy rates after the banking problems erupted; the Fed pushed rates up by 0.25% 
to 5%, the ECB by 50bps to 3%, and the Bank of England by 0.25% to 4.25%.  
 
Against this backdrop, the building block delivered a return of 10.5% over the quarter, marginally underperforming its MSCI AC 
World benchmark which delivered a return of 10.8 % over the same period. 
  

Global property building block 
 

The spectre of a banking crisis returned to haunt markets in March, overshadowing all else. Almost exactly one year on from the 
Fed’s first increase in interest rates in what has become the steepest and fastest tightening cycle in over 40 years, something 
significant was broken, with the collapse in March of two mid-sized banks in the US and the fall of the much bigger Credit Suisse 
into the hands of its Swiss rival UBS. Bond markets saw the biggest moves as fears of recession rose and investors priced in early 
cuts in the Fed’s and other central banks’ policy rates. Bond yields experienced significant volatility because of macro uncertainty 
with the US 10-year yield falling by 50 basis points from around 4.0% to 3.5% between February and March. 
 
Before the banking troubles, hopes had been rising for a softer landing, as the US economy proved to be resilient while Europe 
appeared to have avoided a recession. As in earlier months, leading indicators for most countries were above expectations in 
March, especially in the services sector, and pointed to continuing growth. But just as growth was better than expected, the 
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labour market remained very tight, and inflation proved to be much stickier than forecast. The resolve to bring inflation firmly 
under control was reflected in further rises in policy rates after the banking problems erupted; the Fed pushed rates up by 0.25% 
to 5%, the ECB by 50bps to 3%, and the Bank of England by 0.25% to 4.25%. 
 
The Global real estate sector was negatively impacted by the possibility of a banking crisis and continued rate hikes experienced 
capital losses in most sectors and regions. 
 
Against this backdrop, the building block delivered a return of 2.7% over the quarter, underperforming its benchmark which 
delivered a return of 3.7% over the same period. 
 

Global fixed income building block  
 

The spectre of a banking crisis returned to haunt markets in March, overshadowing all else. Almost exactly one year on from the 
Fed’s first increase in interest rates in what has become the steepest and fastest tightening cycle in over 40 years, something 
significant was broken, with the collapse in March of two mid-sized banks in the US and the fall of the much bigger Credit Suisse 
into the hands of its Swiss rival UBS. Bond markets saw the biggest moves as fears of recession rose and investors priced in early 
cuts in the Fed’s and other central banks’ policy rates. Bond yields experienced significant volatility because of macro uncertainty 
with the US 10-year yield falling by 50 basis points from around 4.0% to 3.5% between February and March. 

Conclusion  

We are comfortable with the positioning of the portfolios within the current environment and believe they are well-poised to 
navigate this environment. The portfolios have a slight tilt to defensive strategies but have adequate exposure to growth asset 
classes should markets continue to rally.  
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