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The start of 2022 was a hopeful time. 
We were finally getting past the 
Covid-19 pandemic, interest rates 

were low, and everyone expected some 
growth to boost market returns. There was 
a build-up of Russian troops along the 
Ukrainian border, but that was just some 
sabre-rattling, of course.

There was a bit of inflation, but experts 
agreed that it would be temporary, as 
global supply networks normalised 
and things were under control again. 
China’s zero-Covid policy was also surely 

something that would not last and have 
major global ramifications.

After almost two years of a global 
pandemic, the world was finally on the 
right track again.

Then, on 24 February, Russia started it ’s 
“special military operation” into Ukraine 
and the cards started to unravel. Inflation 
continued to increase rapidly around the 
world, and China stuck to its guns and 
their zero-Covid policy.

As these factors unfolded, there were 
major ramifications around the world. 
Energy prices spiked and there was a 
concerted effort by central banks to 
rein in inflation by aggressively hiking 
interest rates. Global economic growth 
started to come under huge pressure, 
and it is anticipated that large economies 
worldwide will go into recession.

All these macro-economic factors had a 
significant impact on global markets with 
risk appetite diminishing. At the time of 
writing (9 November 2022), asset classes 
across the board had delivered dismal 
performance. Global equities are down 
more than 20%, emerging market equities 
down 27%. 

In South Africa, we had some protection 
through the weakening of the rand over 

the year (this benefits resource-based 
equities and companies with foreign 
earnings) and strength in commodity 
markets, especially energy (oil and gas). 
The local equity market delivered -5.5% 
year-to-date. Even the defensive asset 
classes, apart from cash 
(4.2% year-to-date), offered 
little protection. The year-
to-date returns of bonds 
(1.9%) and inflation-linked 
bonds (3.7%) don’t quite 
capture the level of volatility 
that these asset classes 
experienced during 2022.

What we expected 
to happen in 2022, and what actually 
transpired, was therefore very different. 
Looking forward, what should we expect 
over the next year?

Firstly, as markets decline, better 
valuations create better prospective returns. 
In general, equities, and especially SA 
equities, are showing good value. A key part 
of the valuation is earnings, and realistically 
a lack of global growth will influence 
earnings. As such, valuations need to be 
considered cautiously and over time. Local 
bonds are giving real rates of return, and 
getting exposure to them at levels of 11% 

yield offers good prospective yields.
Although it is anticipated that inflation 

will be stickier than expected, there 
has been signs that inflation is turning. 
Therefore, central banks will potentially 
start decreasing interest rates in the 

middle to latter part of 
2023. This will bode well 
for asset class returns 
as markets start to 
anticipate a resumption of 
economic growth.

There are both risks 
and opportunities looking 
forward. Fortunately, as 
investors we can take a 

longer-term view and see through the 
current risk and volatility. In the medium 
to longer term, growth will resume and 
investments will deliver sound returns. 

Ultimately, the key to investment 
success is to make sure you align your 
objectives with the portfolio that you select 
and remain invested. That is what we do at 
Momentum Investments, because with us, 
investing is personal.

Source: Momentum Investments, 9 November 2022

Momentum Investments is part of Momentum 
Metropolitan Life Limited, an authorised financial 
services (FSP6406) and registered credit 
(NCRCP173) provider.

Not quite light at the end of the tunnel
MIKE ADSETTS
Deputy Chief Investment Officer  
at Momentum Investments

“Equities, and 
especially SA 
equities, are 
showing good 
value”

Local active fund managers used a combination of 
capital protection, diversification and realignment of 
portfolios to achieve their mandated returns through 

2022, and investors can expect more of the same through 
2023, as funds respond to the high inflation, high interest 
rate environment and the threat of global recession.

The consensus among Sanlam Investments’ active 
fund managers from across the 
risk-return spectrum is that 2022 has 
been an exceptionally challenging 
year for investors across the globe. 

“Asset returns have been under 
pressure and exceptionally volatile, 
with the South African bond market 
going through one of the toughest 
years on record,” says Melville du 
Plessis, portfolio manager of the SIM Enhanced Yield, 
SIM Flexible Income and SIM Active Income Funds 
at Sanlam Investments. 

Despite this backdrop, the funds have delivered good 
outcomes this year by being invested in the respective 
‘sweet spots’ of the domestic fronts for the year-to-date 2022.

In addition, investors in local fixed interest assets 
also benefitted from some positive ‘tailwinds’ in South 
Africa but faced headwinds from international bonds as 
interest rate hikes, off an exceptionally low starting point 
for base rates, resulted in quite significant capital losses 
on international bond markets. “We have seen a rising 

interest rate environment around the globe [as central 
banks] aim to tame inflation, which has finally lifted in a 
significant fashion. An additional point now in focus is 
whether or not the global economy has a soft or hard 
landing, as well as the risk of global recession versus 
merely slower global growth,” says Vanessa van Vuuren, 
a portfolio manager at Sanlam Investments. The SIM 

Small Cap and SIM General Equity 
funds she manages sit at the high-
risk end of the risk-return curve.

High inflation, coupled with a 
range of macroeconomic factors, 
has made life tough for equity funds, 
with major local indices down 7-10% 
so far year-to-date. Van Vuuren says 
the volatile market has suited stock 

pickers, with those who moved into banks, consumer and 
energy stocks doing relatively better than their peers over 
the period. Natasha Narsingh, head of Absolute Return 
at Sanlam Investments, says multi-asset funds offer benefits 
because investors are not entirely exposed to the vagaries 
of a single asset class. Through 2022, the SIM Inflation Plus 
Fund relied on doubling its exposure to inflation-linked 
bonds, albeit off a low base, and investing heavily in the 
middle of the domestic bond yield curve, where returns 
were less interest rate sensitive and held up better than 
longer-dated bonds. 

Sanlam Investments’ active managers 
find alpha in 2022 despite surging 
inflation and interest rates

Continued next page

“We reduced our 
exposure offshore 
because domestic 
assets were much 
more attractive”


