
Q1 2022
QUARTERLY
REPORT



CONTENTS

ECONOMIC COMMENTARY

CIO REPORT
Safs Narker

EQUITY VIEW
Safs Narker

TARGET RETURN REVIEW
Ntsekhe Moiloa

VFM FIXED INTEREST VIEW
Rowan Williams‐Short

VFM GLOBAL INVESTMENTS REVIEW
Tony Bell

3

5

6

7

8

9



3  |  Vunani Fund Managers - Quarterly Report

 

As events in Ukraine continue to unfold, investors need to likewise have the presence of mind to think through 
the next steps for their investment portfolios, despite the initial shock. In the midst of human horror, investors 
still need to be clearheaded about the next order effects.

Political observers of Russia have noted how Mr Putin has consolidated power over the years to bring internal 
opposition to his leadership to an absolute minimum. The likelihood of a popular revolt or a military putsch 
appears likewise low. In civil society, Mr Putin has amassed formal power towards the presidency and away from 
the parliament, the Duma. Between himself and the Duma is a business elite popularly known as oligarchs, that 
thrives as a set of “most favoured nations” within the Russian business landscape.

The Russian debt default appears to have created an opening to reorient the Russian economic, security and 
political architecture. The point is that whoever attempts to replace Mr Putin will be faced with coordinating the 
state through the fragmented security apparatus he has established and through a civil system built around 
personal fealty.

This March, a number of Western businesses announced the cessation of operations in Russia. A need to comply 
with sanctions was the typical refrain, but for some, operations would have had to cease anyway without the 
ability to bring in inputs. The future of Western investments in Russia or in Russian businesses hangs in the 
balance. According to Reuters, Mr Putin’s United Russia party has made some calls to put the abandoned assets 
of businesses that are at least a quarter owned by foreign companies from “unfriendly countries” into external 
administration. 

Russia has warmed up its relationship with China in particular. However, the Chinese are more business-minded 
than the Russians. We would not be surprised to see China looking to secure Russian assets in return for any 
assistance it provides, despite general sanctions from others in the world. If the economic consequences to 
China of the Russian dalliance become too uncomfortable, we expect China to trim sails for an easier course. 
For now, the pressure on China is minimal, particularly as Saudi Arabia has indicated that it is willing to explore 
accepting yuan instead of dollars for oil trade with China. Imagine that: two of the world’s most significant fossil 
fuel providers as client-states!

ECONOMIC COMMENTARY
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In contrast to 1998, the rand no longer stands alone as a particularly liquid emerging market proxy. The Turkish 
lira has become a popular alternative in recent times, and this time around South Africa’s currency is buoyed by 
strong export earnings from soaring metals prices. The South African fiscus has not had it so good in a decade 
and more. Yet we know that while supply chains adapt slowly, they eventually do adapt meaning that current 
high commodity prices will peak and recede in due course as necessity fathers invention.

In contrast, Europe’s challenges are still toddlers. Europe is already trying to navigate another refugee crisis, 
especially if the fighting is prolonged. In recent decades there have been waves of refugees from the fighting in 
the Balkans to Africans crossing the Mediterranean to Syrians fleeing the Middle East to Afghans trying to arrive 
via Belarus. Defence spending is already expected to rise as it becomes clearer that European military defence 
needs modernisation. The window for Brussels to accumulate some more of the influence it won during the 
Brexit negotiations, is narrow.

In a deglobalising world, the long-term dividend for holding together the world’s largest trade bloc may yet 
outweigh the challenges it faces in the short-term. It seems as if we will move toward a world that looks more 
19th century than post-war 20th century, as regions or blocs try to internalise their key resource needs. This will 
lead to increased trade friction between blocs and ultimately to growth that proceeds on a lower trajectory than 
it otherwise would have done. It is a simple enough argument, but we did see the United Kingdom rejecting 
this premise when it decided to leave the European Union. Who gains and who loses in a world like this? Capital 
wins, whether the coin lands heads or tails up. In closed economies, local capital has more leverage to demand 
concessions. In open economies, global capital holds more sway. Expect the pendulum to swing towards locally-
dominant businesses with good inventory options, over globally-dominant businesses that have mastered 
complex supply chains. Expect to also see innovation slow in world that does not prioritise widely-distributed 
knowledge.

To the extent that the European Union holds as a bloc — and possibly holds firmer — it can mitigate some of 
these negative effects. World powers have for centuries battled for influence over the European continent. The 
prospect of a more united Europe will not come at zero cost, sadly. The lives lost and lives displaced in Ukraine 
bear testimony to that. High commodity prices will likely lead to some demand destruction. While the Western 
forces will appear to have obtained the upper hand for now, we expect that Russia and China will redouble 
efforts to forge an alternative global financial system to thwart future attempts to lock them out of trade flows 
even in a gradually deglobalising world.

Wounded bears are not known for raising the white flag and there is little on the ground to indicate that Mr 
Putin is working towards a compromise despite promises to deescalate amid the military stalemate he is 
currently enduring. Everyone has a plan until they get punched in the face. The apparent retreat towards the 
eastern parts of Ukraine constitutes a change of approach from taking all of Ukraine to taking the eastern half 
of the country, but make no mistake that Russia will be satisfied with that outcome in the long term; there 
is considerable support at home for a comprehensive takeover and the West would have even less reason to 
demilitarise the western part of Ukraine if Russia claims the eastern part as a buffer zone to Western forces. 
Therefore, as one imagines various scenarios, it seems reasonable to imagine the Russia-Ukraine conflict as one 
that will have lasting repercussions, including to the trajectory of global growth.



5  |  Vunani Fund Managers - Quarterly Report

The year started with market participants fixating on US monetary policy to swiftly being occupied by the 
Ukrainian war, which has highlighted the fragility of global supply chains. Europes dependency on Russian 
energy supplies coupled with constrained commodity exports from the Ukraine has resulted in a sharp rise in 
prices with the threat of food shortages in certain regions.  These events will affect the Euro-regions growth 
during 2022 and requires an acceleration of less carbon intensive energy diversification investments in the near 
term.  

The Chinese economy has been struggling with its own growth slowdown which has manifested in the property 
development sector.  Several property developers have defaulted on debt repayments or required “bail outs” to 
ensure financial stability.  The PBOC has embarked on a monetary easing policy however, the effects have not 
been of the same magnitude as previous cycles.  

The US economy, at the moment, seems to be growing strongly whilst the rest of the world’s growth sputters.   
This has provided fertile ground for the Federal Reserve to signal that the path of interest rates will be at a much 
steeper trajectory, which prove to an ambitious venture over the course of 2022.  We have swiftly transitioned 
from 25bps hikes to now considering the likelihood of 50-75bps hikes, maybe even the likelihood of a recession 
in the US in the next 24 months.

The world macro backdrop does pose many risks at the moment but there are also a multitude of opportunities 
especially in commodity rich emerging economies.  These countries, including South Africa, have experienced 
weaker growth for many years leading into the COVID-pandemic. The pandemic necessitated businesses to 
reshape their operating models to be leaner and more efficient.  During the past few year’s businesses have 
de-geared significantly and frugally managed their liquidity situations, which may have sown the seeds for 
exceptional cash generation in the period ahead.  Valuations for both domestic fixed income and equities look 
relatively attractive against develop markets, but patience will be required to unlock value.

With higher commodity prices providing somewhat of a boon to economic activity and wealth generation, could 
we be at the start of a revival in emerging market growth?

Safs Narker 
Chief Investment Officer and Head of Equities

CIO REPORT

Europes dependency on Russian 
energy supplies coupled with 
constrained commodity exports 
from the Ukraine has resulted in a 
sharp rise in prices with the threat of 
food shortages in certain regions.
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Fears of another Covid wave were replaced by the invasion of Ukraine by Russia. The South African market 
performed better than international markets due to our natural resource’s exposure. Natural resources, in 
particular, PGMs, nickel and coal prices, rallied on supply concerns at the start of the invasion. Global inflation has 
been trending higher since late 2021 and the war has resulted in a spike in energy commodities, including oil.  
Whilst the SARB has started a rate hiking cycle in early 2022, the US FED has remained accommodative but has 
threatened to move at a faster pace to curb inflationary pressures.  South African Equities continue to provide 
attractive valuation metrics.

Safs Narker 
Chief Investment Officer and Head of Equities

EQUITY VIEW:

The South African market 
performed better than 
international markets due to our 
natural resource’s exposure.

Quarter One Year Three Years Five Years Seven Years Ten Years

Vunani Domestic Core Equity 11.2% 17.6% 11.9% 9.3% 7.5% 11.0%

FTSE/JSE:SWIX ALL SHARE 5.7% 13.0% 10.6% 8.3% 6.5% 10.7%

Active return 5.5% 4.6% 1.3% 1.0% 1.0% 0.3%
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After a very poor start to the year, equity markets rallied during the latter few weeks of the quarter. We take little 
comfort from this rally as a sign of improved economic conditions ahead.

We saw US 10-year bond yields rise from 1.8 percent in early March to over 2.5 percent by the end of the month. 
The shape of the yield curve has flattened with 2-year yields only 20 basis points lower than the 10-year Treasury. 
The rule of thumb is that were the yield curve to invert, this would signal an increased probability of recessionary 
conditions ahead. Empirically, this is not a given though. Adding to the puzzle is the upward shift in break-even 
inflation rates in the US and a marked increase in inflation in several countries impacted by higher energy and 
commodity prices.

Our read-through on break-even inflation rates is that while inflation may stay elevated in the short term, they 
inflation break-evens do decline over a 3 to 5-year time horizon. This comfort notwithstanding, the US Fed is 
panicking as monetary policy can only impact the demand side of the inflation equation. About half of the 
current inflation surge is directly attributable to supply side constraints and shocks such as higher energy prices 
and constrained supply chains. For as long as these remain constrained, Fed policy will only serve to dampen 
growth and slow demand. Ultimately this cannot be beneficial for equities.

Ntsekhe Moiloa 
Head of Multi Asset

TARGET RETURN VIEW

After a very poor start to the year, 
equity markets rallied during the 
latter few weeks of the quarter. 
We take little comfort from 
this rally as a sign of improved 
economic conditions ahead.

Quarter One Year Three Years Five Years Seven Years Ten Years

Vunani Global  
Absolute Return [CPI+5%] 1.7% 10.6% 9.2% 8.4% 7.5% 9.9%

CPI+5% 3.1% 11.3% 9.7% 9.5% 10.1% 10.3%

Active return -1.4% -0.7% -0.5% -1.1% -2.6% -0.4%
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After being down as much as 4.61% during March, the FTSE JSE All Bond Index recovered to finish the 
month with a return of +0.45%. These vacillations were of course caused by changing interpretations of the 
consequences of Russia’s invasion of Ukraine. In particular, surging oil and grain prices are obviously inflationary 
for an importer of those commodities, such as South Africa. More difficult to assess is any form of emerging 
market contagion. In that respect, South Africa is arguably the best positioned of all EMs and is in some perverse 
ways a beneficiary of the war; hence the strength of the rand. Once again South Africa’s very modest proportion 
of borrowings in foreign currencies has come to the rescue.

This is as good a time as any to remind clients that we do not take [active duration] positions based on misplaced 
beliefs that we have any special insights or knowledge at the margin. We have followed the war (and its 
atrocities) closely, but cannot conclude that we have uncovered anything that has gone undetected by financial 
markets.

Another month of relative weakness in the short to medium area of the yield curve, and relative strength at the 
long end, benefited our active key-rate duration stance. It could be time to reassess the extent of this positioning 
which has now been held for more than two years.

Rowan Williams‐Short
Head of Fixed Interest

VFM FIXED INTEREST VIEW

South Africa is arguably the 
best positioned of all EMs and 
is in some perverse ways a 
beneficiary of the war

Quarter One Year Three Years Five Years Seven Years Ten Years

Vunani Active Bond Fund 2.4% 14.7% 9.7% 10.3% 9.0% 9.3%

ALBI 1.9% 12.4% 8.4% 8.9% 7.8% 8.1%

Active return 0.5% 2.4% 1.3% 1.4% 1.2% 1.2%
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Our expectation heading into 2022 was that it would be a year of transition as the economic growth and inflation 
ebbs and flows. Supply-side constraints proved to be telling in the inflationary environment we experienced in 
2021, and as the world moved from pandemic to endemic these constraints started showing signs of recovery. 
The Russian invasion of Ukraine together with Covid-19 flare ups and resultant lockdowns, cast some doubt over 
the resolution of the supply side crunch and persistently high inflation. Meanwhile the Fed commenced its very 
well telegraphed hiking cycle which will exert more pressure on a consumer already facing strong inflationary 
headwinds. 

At this stage the consumer balance sheet remains relatively robust on account of deleveraging during 2020 
and 2021 as well as a buoyant housing and strong labour market respectively. Average savings rates are however 
trending to longer term averages from its peak as consumers start to draw down on savings to support 
consumption. In anticipation of a more pronounced hiking cycle the US yield curve inverted briefly sparking 
debate around an imminent recession.  

Quarter one delivered strong returns from companies exposed to commodities and our positioning in these 
names proved favourable for the fund. On the other hand, longer duration stocks underperformed and our 
gradual shift away from these companies softened the blow somewhat. 

Fund positioning has been gradually shifted to companies we consider to be able to generate superior returns 
through the cycle.

Tony Bell 
Head of Global Funds

VFM GLOBAL INVESTMENTS VIEW

Our expectation heading into 
2022 was that it would be a year of 
transition as the economic growth 
and inflation ebbs and flows.

Quarter One Year Three Years Five Years Seven Years

Vunani Global Active Equity -12.8% 6.3% 13.1% 14.5% 14.3%

80%MSCI, 15%US$ Cash, 5% STeFI -11.6% 7.6% 13.2% 12.8% 12.1%

Active return -1.2% -1.3% -0.1% 1.7% 2.2%
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Disclaimer 
Company Registration No: 1999/015894/07

Vunani Fund Managers (Pty) Ltd is an authorised financial services provider (license no. 608) approved by the regulatory authority  
(www.fsca.co.za) to provide intermediary services and advice in terms of the Financial Advisors and Intermediary services Act 37 of 2002. 

The value of investments, and the income from investments, may fluctuate and past performance is not necessarily a guide to future 
performance.

The information and opinions contained in this document are provided in good faith and from sources believed to be reliable, but no 
representation or warranty, expressed or implied is made to their accuracy, completeness or correctness. Vunani Fund Managers accordingly 
accepts no liability whatsoever for any direct, indirect or consequential loss arising from this document or its contents. Certain directors may  
have direct or indirect interests in some of the shares or companies mentioned in this report.

The information in this document may not be reproduced, copied or redistributed in whole or part without the prior written consent of Vunani 
Fund Managers (Pty) Ltd.

Vunani Fund Managers (Pty) Ltd claims compliance with the Global Investment Performance Standards (GIPS) and has prepared and presented 
this report in compliance with the GIPS standards. Vunani Fund Managers (Pty) Ltd has been independently verified for the periods 1 January 
2005 to 31 December 2020.  The verification report is available on request.

Verification assesses whether (1) the has complied with all the composite construction requirements of the GIPS standards on a firm-wide basis 
and (2) the firms’ policies and procedures are designed to calculate and present performance in compliance with the GIPS standards. 
Verification does not ensure the accuracy of any specific  composite presentation


