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Market background

It was a mixed month for global capital markets. In the US, equities edged marginally higher after the longest
government shutdown in the country’s history came to an end, with expectations for further interest rate cuts
providing additional support. European equities held up relatively well, buoyed by renewed optimism over a potential
ceasefire in Ukraine and constructive signals from political leaders. China, by contrast, drifted lower on the back of
softer macroeconomic data and a broader tech sell-off.

Turning to bond markets, rate cut expectations in the US helped shift Treasury yields lower. Gilts rallied on the back of
positive developments around the UK’s fiscal policy, while in Germany, a renewed focus on the government’s fiscal
plan drove bund yields higher across the curve. Japanese government bond yields rose sharply after Prime Minister
Takaichi announced a JPY21.3 trillion economic stimulus package.

Markets were broadly firmer in South Africa, supported by improving domestic fundamentals and a more constructive
global backdrop. Resources rallied on the back of stronger precious metal prices, while local bond yields fell
meaningfully, supported by increased foreign demand and attractive real yields.

Performance review

For the month, the portfolio underperformed the benchmark.

Among the largest detractors from relative performance were underweight positions in Impala Platinum and British
American Tobacco. Our exposure to Impala was driven by negative signals in value, quality and momentum. The key
drawbacks within the value category included earnings yield and cash-flow yield, while volatility, forecast and historic
growth, as well as historic profitability, were prominent within the quality category. Our underweight positioning in
British American Tobacco, meanwhile, was driven by negative signals in value and quality. The largest drawbacks
within the value category were price-to-sales and book yield, while volatility and growth were prominent within the
quality category.

Adding to relative performance were overweight positions in Merck & Co. and Reunert. Our decision to hold an
overweight position in Merck & Co. was driven by strong signals in value and quality. The key value factors included
cash flow yield, earnings yield, and dividend yield, while low volatility, forecast growth, capital utilisation and historic
profitability were prominent within the quality category. Our positioning in Reunert, meanwhile, was influenced by
strong signals in value and quality. The key factors within the value category were cash-flow yield, earnings yield and
dividend yield, while profitability growth, historic profitability and capital utilisation stood out in terms of quality.

Outlook and strategy

The portfolio’s investment philosophy and process aim to deliver consistent returns for investors. We follow a multi-
style investment approach, which is dynamically adjusted to ensure that relative risk is actively managed throughout
the business cycle.

We prefer shares that are trading at a discount relative to the market, with positive momentum, positive earnings
expectations and low downside risk.
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Positive quality refers to good financial health, low volatility and downside risk, while positive value indicates that the
stock is trading at an attractive value.

Some of the portfolio’s largest overweight positions include DRD Gold and Mastercard, while significant underweights
include Standard Bank and FirstRand.

Our overweight position in DRD Gold is largely driven by attractive value, strong quality, positive earnings
expectations and positive momentum. The key contributors in terms of value include price-to-sales, earnings yield and
cash-flow yield, while forecast growth, historic growth and historic profitability are prominent within the quality
category. Our positioning in Mastercard, meanwhile, is driven by positive earnings expectations and strong quality.
The key contributors in the quality category include low volatility, forecast growth, historic growth and historic
profitability.

In terms of the portfolio’s underweights, in our view, Standard Bank displays negative momentum, while FirstRand
reflects negative momentum and poor value, with earnings yield and cash-flow yield the key contributors in the value
category.
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