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MULTI-ASSET

MARKET OVERVIEW
The fourth quarter of 2016 saw global financial markets driven by two
main events: the surprise election of Donald Trump as US President
and the increasing certainty of a US interest rate hike at the Federal
Reserve’s December meeting. The shock November election results
sparked a sharp swing in investor expectations towards higher
US spending, growth, inflation and interest rates under a Trump
administration that lifted US equities and the US dollar, as well as
other developed market risk assets.
In the US, stronger-than-expected Q3 GDP growth combined with
steadily improving employment data and income growth, as well as
slowly rising inflationary pressures, in the fourth quarter to reinforce
the widely expected Fed rate hike of 25bps in December. The Barclays
Global Aggregate Bond Index (US$) experienced significant losses
during the quarter, with a total return of -7.1% as a result of the
sudden sentiment change among investors. The 10-year US Treasury
(UST) bond yield weakened, while US corporate bonds benefitted from
the improved outlook for the energy sector. In the equity market, US
indices hit record highs near year-end amid the optimism: the S&P
500 returned 3.8% for the quarter and 12.0% for the year. In the
Eurozone, Q3 GDP growth and inflation remained subdued. Brexit
worries eased somewhat towards year-end on better-than-expected
economic data from the UK and some recovery in British markets,
with the FTSE 100 returning 4.1% (in US$) in December, but -0.7%
for the quarter and -0.2% for the year. France’s CAC 40 returned
3.1% and Germany’s DAX 2.6% (both in US$) over the quarter. The
Nikkei 225 Index returned 1.2% over the quarter and 5.9% for the
year (in US$), while the MSCI China returned -7.1% and 1.1% (in
US$) respectively. Other emerging market assets were also sent weaker
by the US reflation sentiment during the quarter.
In commodities, the price of Brent crude oil continued its upward
momentum as more non-OPEC members joined the supply agreement,
gaining 15.8% in the fourth quarter for a total increase of 52.4% in
2016. Gold lost 12.8% in Q4 and was down 8.1% for the year as its
safe-haven status lost its appeal, while platinum fell 12.1% in 2016
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For global equities, the rally in many global equity markets has
generally brought valuations to levels more expensive than those of
South Africa. Despite this, we have retained our neutral positioning
in global equities in our portfolios as markets remain generally fairly
priced. Our overweight exposures are concentrated in European
markets where long-standing growth concerns have kept valuations
on the cheap side of fair value, as well as selected Emerging Markets
including India, funded by underweights in the US, Japan and a
variety of other smaller markets including Australia. In Q4 equity risk
premiums (the yield on equities vs bonds) narrowed, but still provide
some valuation buffer that should help to protect equities in the event
of growth disappointment.
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South African equities moved to relatively more attractive valuations
over the quarter compared to their long-term fair value, with the
FTSE/JSE ALSI 12-month forward P/E falling to 13.8x from 15.2x in
Q3. The decline stemmed from three factors: the exit of the expensive
SABMiller share from the JSE; upward revisions to corporate earnings
expectations; and a fall in share prices (the smallest contributor).
Consequently, we have moved from a neutral to a slightly overweight
position in local equities on an asset allocation basis. The medium-term
prospects for SA earnings to recover to their trend level still depend
on an ongoing recovery in commodity prices.

Inception dates: X Class: 2 January 2013, B Class: 1 July 2002, T Class: 2 January 2015
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PORTFOLIO MANAGER COMMENTS
In global fixed income, although government bond yields have risen
considerably in the US (and to a lesser extent in other developed
markets), this was from a very low base and so continue to be expensive.
We remain underweight duration and continue to hold cash and
shorter-term bonds in order to reduce interest rate risk. We are still
positive on both investment-grade and high-yield corporate bonds
in the US and Europe relative to government bonds. Losses in global
bonds (with government bonds selling off more than the corporate
bonds during the quarter) benefited our portfolios.
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In SA listed property, we continue to hold slightly overweight exposure
in our multi-asset funds, positioning that has added value over the
In South Africa, it proved to be another volatile quarter with mixed
past 12 months. While the sector recorded good gains during Q4,
investment returns as the poor global EM sentiment was offset to a
valuations remain attractive versus ILBs and nominal bonds. In the
certain extent by favourable local developments, the most important of
absence of a material de-rating in the market’s valuation, listed property
which
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investment grade status). Despite a deterioration in current economic
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data, the medium-term macroeconomic outlook improved slightly on
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In equities, the FTSE/JSE All Share Index returned -2.1% over the
somewhat, although the possibility of a credit rating downgrade in
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three months, for a total return of 2.6% for 2016, its lowest since
2017 is still a real threat. While SA bond spreads have continued to
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RISK/RETURN PROFILE:

RETURN

Nominal bonds ended as 2016’s top-returning asset class: the BEASSA
All Bond Index delivered a 0.4% total return in Q4 and 15.5% in
2016. Inflation-linked bonds (ILB Composite Index) lost 0.9% in
the fourth quarter but returned 6.1% for the year, with the 10-year
yield rising about 15bps and 10-year breakeven inflation expected
at around 6.8%, little changed from the previous quarter. Cash (the
STeFI Composite) delivered a 7.4% return for the year. The rand
managed to rebound in December, gaining over 2% versus each of
the three major global currencies; for 2016 it gained 11.5% against
the US dollar, 26% against UK sterling, and 14.2% versus the euro.

FUND'S MONTHLY ASSET CLASS RETURNS
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PERFORMANCE REVIEW
The fund’s return was slightly positive over the quarter at 0.02%,
compared to the -1.5% return recorded by the benchmark. The
main contributor to absolute performance was the positive return
from international equities, where an improved view of the outlook
for growth under a Trump presidency lifted spirits. Domestic cash
also contributed favourably as it was the best performing local asset
class. Negative returns from domestic equities and other international
assets detracted from performance. The main contributor to the
fund’s performance relative to the market was its strong returns from
equity stock selection (both domestic and international) that led to
outperformance of their respective market indices.
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FUND OBJECTIVE:
To achieve steady long-term growth of capital
and income by investing in a diversified
combination of domestic and international
assets, where the asset allocation is tactically
managed.
INVESTOR PROFILE:
A suitable fund for retirement provision and for
those individuals looking to tilt their portfolio
to value with controlled risk exposure. The
recommended investment horizon is 5 years
or longer.
INVESTMENT MANDATE:
The Fund conforms to the regulations governing
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ASSET CLASS RETURNS IN RANDS
SA Equity (FTSE/JSE All Share Index)
SA Property (FTSE/JSE SA Listed Property Index)
SA Bonds (BESA All Bond Index)
SA Inflation-linked Bonds (RSA Composite Inflation-linked Bond Index)
SA Cash (STeFI Composite)
Global Equity (MSCI World Free Index - US$)
Global Equity (MSCI Emerging Markets Index – US$)
Global Bonds (Barclays Global Aggregate Bond Index – US$)
Rand (Rand/USD move)

MULTI-ASSET
Q4 2016
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HOW TO INVEST
0860 105 775
prudential.co.za
query@myprudential.co.za
Application forms
Invest now

Application forms and all required
documentation must be faxed to
+27 11 263 6143 or e-mailed to
instructionsa@myprudential.co.za.

DISCLAIMER
Prudential Portfolio Managers Unit Trusts Ltd (Registration number: 1999/0524/06) is an approved CISCA management company (#29). Assets are managed by Prudential Investment
Managers (South Africa) (Pty) Ltd, which is an approved discretionary Financial Services Provider (#45199). The Trustee’s/Custodian details are: Standard Bank of South Africa Limited
- Trustee 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 Prudential 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 Collective Investment Schemes (CIS) summary with all fees and maximum initial and ongoing adviser fees is available on our website. One
can also obtain additional information on Prudential products on the Prudential website. The Manager may, at its discretion, close your chosen unit trust fund to new investors and to
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. 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. Fund prices are published daily on the Prudential 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 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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