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Market overview

The third quarter of 2024 (Q3) witnessed notable fluctuations
in global financial markets, driven by diverse economic signals,
a shift among major central banks toward easing monetary
policies and geopolitical tension. In mid-September, the US
Federal Reserve (Fed) implemented a sizable interest rate cut
of 50 basis points, lowering the target range to 4.75%-5.00%.
This shift propelled global equity markets to new heights, while
weakening the US dollar to major currencies.

In the US, Treasuries rallied leading up to the Fed’s decision,
while rate cuts pressured the US dollar and led to a rally in
US equities. This environment contributed to a rally in global
bond markets, particularly reflected in the Bloomberg Global
Aggregate Bond Index delivering 7.0% (US$) for the quarter.

Equity markets continued to perform well in the third quarter.
Global equities (as measured by the MSCI All Country World
Index) recorded a total return of 6.6% in Q3 compared to 2.9%
in Q2, while emerging market equities (MSCI Emerging Markets
Index) rallied another 8.7% in Q3 from 5.0% in Q2 (all in US$).

In South Africa, improving sentiment from a market-friendly
election, better economic conditions, and easing monetary
policy led to gains in asset prices and the Rand, with the FTSE/
JSE All Share Indexrising 9.6% in rand terms. Key contributors
included Listed Property (19.1%) and Financials (13.7%), while
Resources declined by 1.1%. Industrials was one of the standout
performers benefitting from the month-end China rally as
Naspers and Prosus prices reacted to the strong move in the
Tencent share price. From a South African investor perspective,
the move had beneficial implications as Tencent followed
the market higher, sending the share prices for Naspers and
Prosus up by about 14% in September. In addition, the stimulus
announcement led to higher commodity prices, which had a
positive impact on the local resource sector.

South African bonds performed strongly, with the FTSE/JSE
All Bond Index rising 10.5% (in Rand) over the quarter and
adding more positive returns to the total for the year. Bond
yields continued the downward move we have seen since the
conclusion of the GNU election results.

Meanwhile, CPI decreased to 4.4% y/y in August, below the
SARB’s target and forecasts of 4.5%, down from 4.6% in July.
This marks the third consecutive month of inflation slowdown.
Following the Fed’s lead, the Monetary Policy Committee (MPC)
implemented a widely anticipated 25 basis point rate cut to 8%.

Performance

Over the past quarter the M&G Income Fund returned 2.7% (A
class, net of fees), which was 63bps ahead of the benchmark.
For the 12 months ending 30 September 2024, the fund
returned 9.9% (A class, net of fees) versus the benchmark’s
8.6%.
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We typically don’t take big duration positions in this product,
as evidenced by the current duration of around 60 days. We
invest mostly in high-quality government and credit paper,
predominantly of floating rate nature. At times we will attempt
to enhance yields by buying slightly longer-dated instruments
that would be suitable for the money market fund, which this
fund’s mandate allows. This approach reduces the volatility of
returns, and the capital losses that occur when bonds sell off,
but also means that the fund participates less during a strong
market rally like we have just seen.

Positioning

The third quarter was a stellar one for South African fixed
rate assets. The performance of the ALBI illustrates this well
- the 10.5% return of the index for the quarter is the third
best quarterly return that it has delivered since its inception
in 2001. This return was underpinned by a number of factors,
the most notable of which was the improvement in investor
sentiment towards South Africa after the May election and
the formation of the GNU.

Another significant driver of returns was the extent to which
inflation receded, and the unexpected nature of this move. At
the start of the quarter the most recently reported headline
inflation print for SAwas at 5.2% y/y, still well within the upper
half of the SARB’s target range. This has since dropped to
4.4%y/y, which moves it into the lower half of the target range.
Thisis the lowest inflation print that SA has seen since the first
half of 2021. Similarly, both core as well as producer price
inflation have receded significantly. This inflation move has
led to a material recalibration of economist forecasts. To use
the SARB as an example, they now expect inflation to average
0.5% less for both 2024 and 2025 than what their forecasts
suggested at the start of the quarter. Furthermore, they now
expect headline inflation to remain below the mid-point of their
target range for the remainder of their forecast period (to the
end of 2026). Three months ago, they were only expecting
inflation to sustainably move to the lower half of the target
band from the second quarter of 2025.

In line with this improving inflation forecast, the SARB cut the
repo rate by 25bpsin September, after having kept it unchanged
for over a year. The confluence of all of these factors (SARB
cut, inflation improvement and improved sentiment) led the
market to significantly revise its interest rate outlook. At
the start of the quarter the FRA market was expecting only
a 50bp cutting cycle over the next two years. The market is
now pricing in a further 100bps of interest rate cuts (i.e. a total
cutting cycle of 150bps).

This backdrop resulted in some significant moves in money
market assets. Over the past quarter, the NCD curve has moved
lower by more than the 25bps SARB rate cut, and the curve
has also inverted. Both changes point to the market pricing in
further rate cuts. Indeed, when you compare fixed NCD rates to

Annualised performance A class Benchmark | D class
1year 9.9% 8.5% 10.0%
3 years 8.3% 6.9% 8.5%
5years 1% 6.1% 7.3%

7 years 7.6% 6.5% 7.7%
Since inception 17% 6.6% -

1 M&G Income Fund

Sources: M&G Investments, Morningstar & Deutsche Securities

[ M&G

Investments

Risk profile

Risk of not earning meaningful inflation-
beating returns over the long-term
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Fund facts

Fund objective

The Fund’s objective is to maximise
income while providing investors with
relative capital stability. This is achieved
by investing in a diversified portfolio

of non-equity securities in the South
African market.

Investor profile

Investors who are looking to maximise
theirincome return over the short-
to-medium term without assuming

too much risk of capital loss. The
recommended investment horizon is 1-2
years, or longer depending on income
needs and risk profile.

Investment mandate

The Fund invests in a flexible mix of
non-equity securities in the South
African market. It is suitable for short-
to-medium term investors looking for an
actively managed interest-bearing fund.
Compared to traditional money market
and enhanced cash funds, the Fund

can have a longer weighted average
duration (max 24 months) with no limit
on the maximum maturity period for any
one instrument. The Fund is managed
to comply with regulations governing
retirement fund investments (Reg. 28).
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their floating counterparts it would appear to us that the NCD
market is pricing in approximately a further 100bps of rate
cuts, or a total cycle of 125bps, roughly in line with the FRAs.
Floating rate spreads are less impacted by expected interest
rate changes and these have remained roughly unchanged,
moving about 10bps lower over the quarter. The treasury bill
curve also moved lower and has also inverted but remains atan
attractive level relative to bank NCDs. We therefore maintain
a significant holding in treasury bills (TB) across most money
market mandates. For the M&G Income Fund specifically, the
fact that the fund can hold longer-dated instruments makes TBs
aless compelling investment relative to what else is available,
and we remain uninvested in TBs.

Credit

Total creditissuance (excluding governmentissuances) picked
up 30% in Q32024 with R47.5bnissued, compared to R36.7bnin
Q2 2024, with Q3 issuance being the largest quarterly issuance
year-to-date. The Q3 issuance was up 63% compared to the
same quarter inthe prior year (Q32023: R29.2bn issued). Rolling
12 months issuance to Q3 2024 sits at R171.3bn compared to
R157.4bn for the 12 months to Q3 2023.

The make-up of issuance for the quarter followed established
trends - issuance being almost exclusively floating-rate notes,
with auctions accounting for just over 55% of placements by
volume.

Data compiled by RMB’s Credit Research team indicates that
banks and financial issuers dominated primary market issuance
for the quarter contributing to 54% of gross issuance, followed
by corporates at 18%. Q3 was the strongest quarter for banks
year to date. ABSA Bank Limited was the largest bank issuer
of the quarter, raising R3.3bn senior unsecured via green
bonds and ABSA Group Limited raised R3bn Tier 2 paper via
both private placement and auction. Nedbank Limited raised
R3.1bn senior unsecured paper in July. Additionally, Nedbank
Group Limited privately placed R3bn Additional Tier 1 paper.
Transnet was the largest issuer of the quarter, issuing R6bn
in September via private placement tap issuance. Q3 saw
the smallest quarterly corporate issuance year to date with
R8.8bnissued. Mobile Telephone Networks Ltd was the largest
corporate issuer for the quarter, raising in total R2.9bn via an
auction and a separate private placement.

July was the strongestissuance month year-to-date for banks
with R10.3bnissued comprising purely of senior ranking issuance.
ABSA Bank Limited, Nedbank Limited and The Standard Bank
of South Africa Limited all issued senior notes carrying 3-year,
5-yearand 7-year tenors, with investors showing the most interest
in the 7-year note in each instance; reflecting investors being
open to purchases further down the curve in search for yield.
July further saw Telkom SA SOC Limited return to the local debt
capitalauction market, holdingits first public auction since 2019.

August saw the strongest securitisation issuance year-to-date
with R4bn issued across three structures. The issuance
GCRraised Transaction Capital’s rating outlook from negative
to stable during August as the Group is now in a net cash
position following the successful unbundling of WeBuyCars
and the subsequent settlement of the majority of its debt and
liabilities including the listed bond TCOO1.

September was the strongest issuance month of Q3 with
R18.6bn issued, R7bn of which was SOE issuance. In addition
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to Transnet’s R6bn tap-issuance, the IDC privately placed R1bn.

After defaulting on its obligations four and a half years ago,
the Land Bank was finally able to conclude a restructure
with its lenders on the 16th of September. The restructure
saw lenders exchange their existing Land Bank holdings for
new amortising instruments maturing in March 2028. The
implementation of the restructure allowed for the injection of
an additional R5bn of equity into the Land Bank courtesy of
National Treasury - a material benefit to lenders. Subsequent
to the restructure, Land Bank repaid roughly a third of the
amount it owed lenders - a positive outcome for all creditors.
This repayment resulted in the proportional unwind of the
impairment we hold against Land Bank exposures. The net
effect of this change was a small positive contribution to the
fund’s performance of 14bps for the month of September. With
therestructure concluded, the hope is that Land Bank can now
focus on creating a sustainable business while continuing to
service and ultimately repay existing lenders.

There was little move in credit spreads over the quarter, with

both fixed rate credit spreads and floating rate credit spreads
closing the quarter +1 bps wider. []

Sources: M&G Investments, Morningstar & Deutsche Securities

[ M&G

Investments

Contact us
>4 info@mandg.co.za
@ mandg.co.za

[] 0860105775

Invest now

Application forms

An electronic copy of this
document is available at
www.mandg.co.za

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
ordown. 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 aninvestment instrument) that it holds to
earn additional income. AM&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, whichisincluded 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 asto the
capitalinvested 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 performanceis
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
(1130 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.



