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Momentum Investments Target Factor  
Portfolio Range  

Quarterly commentary to end March 2023 

Assessing investment returns in an outcome-based investment context  

The Momentum Investments Target 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 Target  
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. 

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 
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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% 

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. 
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Building block return assessment  

As explained above, our outcome-based investing philosophy starts at the asset class level and then goes down to an investment 
strategy (if appropriate) and investment mandate choice 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 equity building block 

SA equity markets rose over the quarter with the Capped SWIX up 2.4% despite ongoing market volatility and negative 
performance for both February and March. The quarter was dominated by two negative events but differing outcomes on 
assets. Locally the focus on the extra costs that domestic companies must bear to deal with stage 6 load-shedding has hurt 
earnings. Given the strong inflation impulse over the last 18 months, many companies feel that they can't pass on these extra 
costs.  
 
Industrials rose 13.6%, while Resources and Financials declined 3.9% and 0.3% respectively.  Gold stocks benefitted in the last 
month due to market concerns around the banking crisis and delivered a return of 8%. 
 
The building block delivered a return of -1% for the quarter and -3.4% for the past 12 months respectively, underperforming the 
benchmark in both periods. All three systematic strategies underperformed during the quarter and year. 
 
From the positioning perspective, the momentum strategy was close to index weight in the resources, industrial and financial 
sectors, it had an assertive underweight exposure to the property sector. The Value strategy fund was overweight basic 
materials and platinum stocks and underweight gold shares. Within the industrial sector, the fund was underweight in retail 
companies. The quality strategy had moderate underweight exposures to the industrial and property sectors and moderate 
overweight exposures to the resources and financial sectors. 

Local property building block 

The SA Listed Property Index (SAPY) and the All-Property Index (ALPI) recorded total returns of -5.1% and -4.8% respectively for 
the quarter ended March 2023. Interest rate increases and load-shedding locally have continued to weigh on the SA property 
sector returns in the short term, with negative returns delivered by the sector year-to-date. On a 12-month basis, the SA Listed 
Property Index delivered returns of -3.4%, underperforming equities, bonds, and cash.  
 
Offshore-focused companies made a marginal recovery in the quarter following a weak 2022, where strong earnings growth was 
overshadowed by macroeconomic concerns and the impact of rising rates on asset values. An improvement in the EU/ UK 
outlook, with the view that the region may avoid a recession, together with a normalisation of the bond yields, and the mild 
European winter, has led to the outperformance of property companies with exposure to this region.  
 
Attacq (16.4%), Hammerson (15.6%), and Shaftesbury Capital (15.1%) were the notable outperformers in the quarter whilst SA 
Corporate (-14.6%), Redefine (-14.0) and Investec Property Fund (-13.9%) were noteworthy underperformers in the quarter. 
Mall vacancy rates and retail sales continue to improve through the tough operating environment. November and December 
saw strong retail trading, despite peak load shedding. Super regionals outperformed, with trading density at Attacq’s Mall of 
Africa and Hyprop’s Canal Walk increasing by 23% and 20% respectively. 
 
Logistics performance continues to be supported by e-commerce and supply chain disruptions. Fortress reported a logistics 
vacancy of 1.2% and Attacq has no logistics vacancies. Demand for older, good-quality space is still robust, with vacancies in the 
Growthpoint and Fortress portfolios reducing. The industrial sector is expected to continue to outperform with balanced supply 
and demand dynamics, although manufacturing tenants are under pressure with the ongoing electricity supply issues. 
Load-shedding is driving workers back into the offices with a secondary benefit of increased footfall at the surrounding retail 
properties. Office vacancies have decreased across most of the reporting companies with a flight to quality and safety. 
Reversions remain high and in some cases were worse than expected, as was the case with Attacq’s portfolio (reversions of -
24%). Growthpoint’s SA office rent per sqm recovered from historic lows and the valuations increased for the first time in seven 
years. Office is reducing as a percentage of listed fund portfolios due to divestments and prior period write-downs. 
 
The building block delivered a return of -4.8% for the quarter which was in line with the benchmark return. 
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Local real return portfolio 

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. 
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.  
 
Despite the volatility as a result of fears of a banking crisis, persistent high inflation and further tightening of monetary 
conditions, most asset classes delivered positive returns for the quarter. The Rand weakness contributed to the global asset 
returns as well as to Rand hedged equity counters. 
 
The portfolio delivered 2.5% returns for the quarter which was above the benchmark. 

The local bond building block 

Q1 was a mixed bag for domestic fixed income asset classes. The new year started strongly with the risk-on sentiment but faded 
over the period as volatility and uncertainty clouds the outlook. Nominal bonds showed the most resilience, with yields moving 
marginally lower and the ALBI delivering a decent 3.39% return. However, cash was next best at 1.75% (STeFI), with ILBs lagging 
at 0.94% and listed property (-5.05%) and the ZAR (-6.49%) struggling. 
 
The South African economy contracted by 1.3% in the fourth quarter of 2022, considerably worse than expected at the time of 
the January 2023 meeting. The contraction was broad-based, consistent with the extensive load-shedding experienced in the 
final three months of the year. For the whole of last year, GDP growth of 2.0% was achieved, compared to the 2.5% previously 
expected. For 2023, the South African Reserve Bank (SARB) has forecasted GDP growth at 0.2%, marginally lower than the 0.3% 
expected in January 2023. 
  
Extensive load-shedding and logistical constraints have affected the supply side of the economy such that two percentage points 
are deducted from growth this year. Over the forecast period through to 2025, the SARB expects household spending and 
investment to grow modestly, even as load-shedding and uncertainty continue to weigh heavily on consumption and investment 
decisions. Private sector investment is expected to remain positive, in large part reflecting efforts to overcome constraints in 
energy transport supply.  
 
According to the SARB, South Africa’s external financing needs are expected to rise. With a sharply lower export commodity 
price index, stable oil prices, and somewhat weaker growth in export volumes, the current account balance is forecast to 
deteriorate to a deficit of 2.7% of GDP for the next three years.  
 
The rise in South Africa’s headline inflation rate has been shaped primarily by fuel, electricity, and food price inflation. Fuel price 
inflation last year averaged 34.4% and the SARB expects this to moderate to 0.6% in 2023 (up from -2.7%). The electricity price 
forecast is unchanged at 12.9% in 2023, 14.5% in 2024, and 10.9% in 2025. Local food price inflation is revised up again despite 
global food prices falling in dollar terms, in part due to the lagged impact of the weaker exchange rate. Food price inflation is 
now expected to be 9.9% in 2023 (up from 7.3%) and 4.5% in 2024 (up from 4.4%).  
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The SARB references that inflation expectations increased strongly over the past year. Average expectations of future inflation 
surveyed in the first quarter of this year increased further to 6.3% for 2023 and 5.8% for 2024. Expectations for inflation in 2023 
based on market surveys are 5.8%.  
 
Headline inflation breached the upper end of the target range in the second quarter of 2022 and is forecast to remain above it 
until the third quarter of this year. The SARB expects headline inflation to sustainably revert to the mid-point of the target range 
by the fourth quarter of 2024. The forecast considers the policy rate trajectory indicated by the Bank’s Quarterly Projection 
Model (QPM).  
 
Risks to the inflation outlook, however, are assessed by the SARB to be tilted to the upside. Despite some easing of producer 
price and food inflation, global price levels remain elevated. Russia’s war in Ukraine and China’s economic rebound are expected 
to keep the global oil market tight. Electricity prices and other administered prices continue to present clear short- and medium-
term risks. Load-shedding may additionally have broader price effects on the cost of doing business and the cost of living, as 
diesel consumption increases. Given sticky petrol and higher food price inflation, a considerable risk still attaches to the forecast 
for average salaries.  
 
For the quarter, the portfolio delivered a return of 4.14%, thus outperforming the ALBI benchmark. The 1-3-years sector was the 
weakest-performing sector for the quarter with a return of 2.40%, while the 7-12-years sector was the strongest-performing 
sector, with a return of 4.39%. The 3-7-years sector had a return of 3.35% and the 12-plus-years sector had a return of 2.64%.  
 
The investment manager had a large exposure to the 7-12-years sector of the yield curve at the end of the quarter, with a 
47.72% exposure, compared to the ALBI at 30.91%. All the other sectors were underweight relative to the ALBI. 
 
The portfolio had a return of 6.27%, thus managing to outperform the benchmark at 5.83% for the year.  

Local inflation-linked bond building block 
 

The total return from inflation-linked bonds (ILBs) is divided into two components – the monthly accrual and the mark-to-market 
of the capital value due to the move in the real yields. The first component of return is the monthly accrual earned from the yield 
on the bonds and the inflation uplift. This component of the total return remained high this quarter as still high inflation and 
elevated real yields persist, delivering 2.09%, with 1.03% from inflation uplift and around 1.06% from yield accrual. The second 
component of the return is determined by the move in the real yields of the bonds which sold off an average of 8 bps across the 
curve. This generated capital losses of 1.22%. These components combined explain the index (IGOV) total return of 0.94%.  
 
For the quarter, the building block delivered a return of 3% against the benchmark IGOV.  
 
For the year, the building block delivered a return of 6.5%, compared to the benchmark of 4.93%. It had a modified duration of 
9.99 years, which was slightly longer than that of the IGOV at 9.80 years. The investment manager was overweight the 7-12-
years sector of the yield curve and underweight the other sectors. 
 

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 
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.  
 
For the year, the building block delivered a return of 6.1% against the SteFI benchmark of 5.26%. It consistently met its objective 
of capital preservation by maintaining positive returns on a one-year rolling basis. Both investment managers had a high 
exposure to floating-rate notes, which provided a fair degree of liquidity, while also providing above-benchmark yields.  
 



Moment of portfolio facts & figures | Target Range quarterly commentary | March 2023   Page 6 of 7 

Commodities building block  

For the quarter ending March 2023, the commodity building block returned -0.8%. For the year, the building block returned 
negative 2.1%, underperforming relative to its benchmark. 

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 
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. 
 
 
 
 
 



Moment of portfolio facts & figures | Target Range quarterly commentary | March 2023   Page 7 of 7 

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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