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QUARTERLY COMMENTARY

MULTI-ASSET

PERFORMANCE

the potential to improve if the current government has even modest

The fund returned 1.7% for the third quarter of 2018 and returned

success in lifting the rate of potential growth.

6.6% for the 12-month period ending 30 September 2018 (both net
fees). This compares to the benchmark’s return of 1.1% and 3.1%
respectively. The fund has delivered a return of 13.8% per annum

SA equities moved cheaper during the quarter: the FTSE/JSE ALSI
12-month forward P/E fell to around 12.8X at quarter-end from

since inception (after fees) compared to its benchmark of 11.8% per

around 13.7X in Q2, below our long-term fair value estimate of

annum over the same period. To 30 September 2018, it retains its

14.5X. At current levels the market is priced to deliver attractive

top-quartile performance over all full year periods from 1-10 years,

medium-term returns.

according to Morningstar.

The fund still holds resources stocks with exposure to global growth

The largest contributor to absolute performance over the quarter

like Anglo American, BHP Billiton, Exxaro, Sasol and Sappi, as well

was the fund’s exposure to global equities, which outperformed all

as global giants such as Naspers and British American Tobacco. We

other asset classes over the period. This was further aided by rand

have also maintained our overweight exposure to financial shares

weakness. The fund’s position in Naspers and Aspen detracted from

including Old Mutual, Standard Bank and Barclays Group Africa,

performance, though in part, offset by positive returns from Sasol

which have offered attractive valuations with relatively high dividend

and Old Mutual.

yields. Meanwhile, we are still underweight retail stocks, given the
pressure under which local consumers find themselves, but do hold

STRATEGY AND POSITIONING

a select overweight in Pick ‘n Pay, having sold down our Foschini

In global fixed income, as in previous quarters, despite rising

exposure during the quarter.

government bond yields, they continue to trade at very low yields
(and high valuations) historically, and remain at risk to rising interest

SA listed property became marginally cheaper over the quarter, but we

rates globally. We remain underweight global sovereign bonds and

continue to have a neutral exposure in our multi-asset portfolios. Even

underweight duration to reduce interest rate risk, preferring to hold

though the overall sector is priced to deliver attractive low double-digit

investment-grade US and European corporate bonds.

returns over the medium term, we remain concerned about the risks
to the sector, including slow growth and rising inflationary pressures.

For global equities, gains in the US pushed valuations to higher
levels there as we maintained our underweight in that market.

In SA nominal bonds, despite volatility there was little change in

Other developed markets like Germany and Japan remained broadly

valuations from the start and end of the quarter, and remained cheap

attractive, however, and valuation disparities between developed and

compared to their longer-term average. Consequently, we maintained

EMs widened further in Q3. Broad EM selling made many even more

our overweight position in this asset class. We continue to prefer

attractive compared to markets like the US. We continue to prefer the

longer-dated government bonds due to the more attractive yields on

global banking sector, which has underperformed the broader market,

offer, and are comfortable with the compensation bonds offer given

as well as certain developed markets where equities are undervalued

the risk involved. However, inflation remains a threat and the SA

but fundamentals for earnings growth remain positive, including

government and businesses have not yet done enough to eliminate

Germany and Japan, and selected emerging markets such as South

the prospects of further credit rating downgrades, especially given

Korea, Indonesia and China. These overweight positions are financed

the deterioration in the country’s growth rate.

primarily by an underweight in global bonds, as well as US equities
to a lesser extent. Many regions offer better value than the South

For SA inflation-linked bonds, following the quarter’s small gains

African equity market, which is why we continue to be overweight

valuations were little changed. We continue to be neutrally positioned in

global equities in our house view portfolios. SA equity earnings have

this asset class. Real yields are attractive, but we still believe that better

been depressed relative to their long-term trends, and therefore have

value exists elsewhere – in long-dated nominal bonds and equities.
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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