INVESTMENT VIEWS

Twist in the 2023
interest rate tale

By CHARLES DE KOCK
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During the final quarter of 2023, the market
consensus view on interest rates shifted, resulting

in a strong rally in asset prices

THE FINAL QUARTER of 2023 was marked by a
major shift in sentiment, which resulted in very
strong positive returns for all asset classes. The
change in sentiment revolved around the expec-
tations for the future path of interest rates. While
the consensus view at the start of the quarter was
that interest rates would remain higher for longer,
favourable inflation data during the quarter
resulted in the financial markets shifting to the
view that interest rates had peaked and that 2024
would be marked by a cutting cycle. Further fuelling
this positive sentiment was the resilient growth
performance of the US economy.

To understand the mood shift and gain perspec-
tive, it is helpful to revisit some of the significant
events of the past few years. Following the Russian
invasion of Ukraine and the resulting spike in
energy and food prices, central banks around the
world had to quickly reverse their very low interest
rate policies that had prevailed largely since the
global financial crisis and had been reinforced by
the Covid pandemic. The result was a surprisingly
sharp up-cycle in interest rates that started in early
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Our balanced portfolios had low cash levels at the time
of the shift, resulting in strong returns for clients to
close out the year

2022. Most observers believed such a sharp rise in
interest rates would inevitably lead to a recession.
The view was that central bankers had underesti-
mated inflation and had kept rates far too low for
too long and that when the inflation genie had
escaped, they had to act. It became the market
consensus that the sharp tightening of monetary
policy was necessary but that it would push the US
economy into a recession. The analogy used was
that engineering a fall in inflation back to the 2%
target level without tipping the economy into a
recession was akin to landing a jumbo jet on an
aircraft carrier. In other words - pretty unlikely.

It became clear in the last quarter of 2023 that
the jumbo jet had, in fact, landed on the aircraft
carrier. Most investors were not positioned for this
very benign outcome and the positive mood shift
led to a scramble for bonds and equities by those
with far too much cash in their portfolios.

One of our pillars of investment at Coronation is

that time IN the market is far better than timING
the market. True to that approach our multi asset
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funds were fully invested across various asset classes
and held very low levels of cash. We saw good value
in many equities and that global bonds, after many
years of very unattractive yields, now also offered
investors a good entry point. Our view on the interest
rate cycle was that we were in peak territory and
that yields in government and corporate bonds
had reached attractive levels. The timing of antic-
ipated rate cuts came sooner than most investors
expected (including us) and our fully invested port-
folios therefore performed very well in the year and
especially so over the final quarter.

The outlook for the South African economy and
markets is not as positive. Years of neglect in infra-
structure spending have taken its toll and we are
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unfortunately stuck in a very low growth rut. The
good news is that the Reserve Bank will most likely
follow developed world central banks in reducing
interest rates as domestic inflation seems to have
been contained.

Geopolitical events, along with several key
elections in democracies worldwide, will continue
to influence market sentiment this year. We follow
these events with great interest and will react to
surprises by adjusting our portfolios accordingly
but we do not claim to have special insights in
predicting the outcomes of these big events. As
always, we will be driven to invest where we see
risk-adjusted value. +
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DISCLAIMER

South African Readers

All information and opinions provided are of a general nature and are not intended to address the circumstances of any particular individual or entity. As a result,
there may be limitations as to the appropriateness of any information given. It is therefore recommended that the reader first obtain the appropriate legal, tax,
investment or other professional advice and formulate an appropriate investment strategy that would suit the risk profile of the reader prior to acting upon such
information and to consider whether any recommendation is appropriate considering the reader’s own objectives and particular needs. Neither Coronation Fund
Managers Limited nor any subsidiary of Coronation Fund Managers Limited (collectively “Coronation”) is acting, purporting to act and nor is it authorised to act

in any way as an adviser. Any opinions, statements or information contained herein may change and are expressed in good faith. Coronation does not undertake

to advise any person if such opinions, statements or information should change or become inaccurate. This document is for information purposes only and does

not constitute or form part of any offer to the public to issue or sell, or any solicitation of any offer to subscribe for or purchase an investment, nor shall it or the fact
of its distribution form the basis of, or be relied upon in connection with any contract for investment. In the event that specific funds and/or strategies (collectively
“funds”) and/or their performance is mentioned, please refer to the relevant fact sheet in order to obtain all the necessary information regarding that fund (www.
coronation.com). Fund investments should be considered a medium-to long-term investment. The value of investments may go down as well as up, and is therefore not
guaranteed. Past performance is not necessarily an indication of future performance. Funds may be allowed to engage in scrip lending and borrowing. To the extent
that any performance information is provided herein, please note that: Performance is calculated by Coronation for a lump sum investment with distributions, to
the extent applicable, reinvested. Performance figures are quoted gross of management fees after the deduction of certain costs incurred within the particular fund.
Fluctuations or movements in exchange rates may cause the value of any underlying international investment to go down or up. Coronation Fund Managers Limited
is a full member of the Association for Savings and Investment SA (ASISA). Coronation Asset Management (Pty) Ltd (FSP 548), Coronation Investment Management
International (Pty) Ltd (FSP 45646) and Coronation Alternative Investment Managers (Pty) Ltd (FSP 49893) are authorised financial services providers. Coronation
Life Assurance Company Limited is a licenced insurer under the Insurance Act, No.18 of 2017.

US Readers

Coronation Investment Management International (Pty) Limited is an investment adviser registered with the United States Securities and Exchange Commission
(“SEC™). An investment adviser’s registration with the SEC does not imply a certain level of skill or training. Additional information about Coronation Investment
Management International (Pty) Limited is also available on the SEC’s website at www.adviserinfo.sec.gov. The information in this document has not been approved
or verified by the SEC or by any state securities authority. The opinions expressed herein are those of Coronation Investment Management International (Pty) Limited
at the time of publication and no representation is made that they will be valid beyond that date. Certain information herein has been obtained from third party
sources which we believe to be reliable but no representation is being made as to the accuracy of the information obtained from third parties. This newsletter contain
references to targeted returns which we believe to be reasonable based on current market conditions, but no guarantees are being made the targets will be achieved
or that investors will not lose money.

This article is for informational purposes and should not be taken as a recommendation to purchase any individual securities. The companies mentioned herein are
currently held in Coronation managed strategies, however, Coronation closely monitors its positions and may make changes to investment strategies at any time.

If a company’s underlying fundamentals or valuation measures change, Coronation will re-evaluate its position and may sell part or all of its position. There is no
guarantee that, should market conditions repeat, the abovementioned companies will perform in the same way in the future. There is no guarantee that the opinions
expressed herein will be valid beyond the date of this presentation. There can be no assurance that a strategy will continue to hold the same position in companies
described herein.

Global (ex-US) readers

The information contained in the publication is not approved for the public and is only intended for recipients who would be generally classified as ‘qualified’,
‘professional’, ‘accredited’ or ‘institutional’ investors. The information is not designed for use in any jurisdiction or location where the publication or availability of the
information would be contrary to local law or regulation. If you have access to the information it is your responsibility to be aware of and to observe all applicable
laws and regulations of any relevant jurisdiction and it is recommended any potential investor first obtain appropriate legal, tax, investment or other professional
advice prior to acting upon the information. The value of investments and any income from them can go down as well as up and investors may not get back all that
they have invested. Please be advised that any return estimates or indications of past performance in this publication are for information purposes and can in no way
be construed as a guarantee of future performance. Coronation Fund Managers accepts no liability of any sort resulting from reliance being placed upon outdated
information contained in this publication by any user or other person. Whilst every effort is made to represent accurate financial and technical information on an
ongoing basis, inadvertent errors and typographical inaccuracies may occur. Information, laws, rules and regulations may also change from time to time. Information
contained in the publication is therefore made available without any express or implied representation or warranty whatsoever, and Coronation Fund Managers
disclaims liability for any expenses incurred, or any damage, claims or costs sustained by users arising from the reliance being placed on the use of links, services or any
information or representations contained in the publication. Coronation Asset Management (Pty) Ltd (FSP 548), Coronation Investment Management International
(Pty) Ltd (FSP 45646) and Coronation Alternative Investment Managers (Pty) Ltd (FSP 49893) are authorised financial services providers. Coronation Life Assurance
Company Limited is a licenced insurer under the Insurance Act, No.18 of 2017. Coronation International Limited is authorised and regulated by the Financial Conduct
Authority. Coronation Global Fund Managers (Ireland) Limited is authorised by the Central Bank of Ireland under the European Communities (UCITS) Regulations 2011
and the Alternative Investment Fund Managers Directive 2011, with effect from 22 July 2014. Unit trusts are generally medium to long-term investments. The value of
units may go up as well as down. Past performance is not necessarily an indication of the future. Unit trusts are traded at ruling prices and can engage in borrowing
and scrip lending. Unit trusts may invest in assets denominated in currencies other than their base currency and fluctuations or movements in exchange rates may have
an adverse effect on the value of the underlying investments. Performance is measured on NAV prices with income distribution reinvested.

This article is for informational purposes and should not be taken as a recommendation to purchase any individual securities. The companies mentioned herein are
currently held in Coronation managed strategies, however, Coronation closely monitors its positions and may make changes to investment strategies at any time.

If a company’s underlying fundamentals or valuation measures change, Coronation will re-evaluate its position and may sell part or all of its position. There is no
guarantee that, should market conditions repeat, the abovementioned companies will perform in the same way in the future. There is no guarantee that the opinions
expressed herein will be valid beyond the date of this presentation. There can be no assurance that a strategy will continue to hold the same position in companies
described herein.
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