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CPI slowing to 3.2% y/y in November from 3.3% y/y in October.
whole, while the Dow Jones Industrial 30 delivered 10.7% and 9.7%,
respectively, and the technology-heavy Nasdaq 100 produced 13.1%
for the quarter and a stunning 48.9% in 2020 (all in US$).

On the credit ratings front, Moody’s and Fitch both downgraded SA’s
sovereign credit rating further into “junk” territory. Moody’s lowered
the country’s rating to Ba2 from Ba1 with a negative outlook, citing
further weakening in the country’s fiscal strength over the medium
term as a main trigger, while Fitch cut the sovereign credit rating to
BB- from BB and assigned a negative outlook, citing high and rising
government debt as a main trigger behind the cut. Standard & Poor’s
maintained its credit rating for South Africa at BB- with a stable outlook.
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TARGET INCOME
FUND OBJECTIVE:
To target an annual income return of 7%, with a
secondary objective of growing capital invested.
While a 7% annual income return is targeted,
the actual income return may vary.
INVESTOR PROFILE:
Income drawing investors who want to invest in
a fund that aims to earn 7% income per year.
Subject to this being achieved, investors also
want capital growth over time. The very high
level of targeted income return means it is most
likely that the real value of capital after targeted
income drawdowns will be eroded over the long
term.
INVESTMENT MANDATE:
The Fund invests in a flexible mix of local and
foreign equity, bonds, property and cash. The
Fund can also invest in derivatives and other
collective investment schemes. The Fund is
not managed to conform to the regulations
governing retirement fund investments (Reg.
28). Besides a max. total equity exposure of 70%,

QUARTERLY COMMENTARY
For 2020 as a whole, the JSE’s offshore-focused sectors produced the
strongest returns, with Resources at 21.2% and Industrials at 12.0%.
Locally-oriented sectors were in the red as Financials delivered -19.7%
for the 12 months and Listed Property -34.5%.
Finally, the rand gained good ground against all three major global
currencies during the quarter due to ongoing US dollar weakness
and the stronger appetite for risk assets, hitting around R14.6/USD in
December and near levels last seen in early 2020. The local currency
was up 12.3% against the US dollar, 7.3% versus the pound sterling
and 8.2% against the euro. Over 2020, the rand depreciated versus
the three currencies, losing 4.6% against the US dollar, 8.1% versus
the pound sterling and 14.4% against the euro.

PERFORMANCE
The Prudential 7% Target Income Fund returned 6.9% (after fees)
for the fourth quarter of 2020 and 0.9% for the 12-month period
ending 31 December 2020. For Q4 2020, the largest asset-class
contributors to the fund’s absolute performance were its exposure
to South African equities and SA bonds, as well as SA listed property
to a much lesser extent.

TARGET INCOME
of around 4.1% (assuming inflation of 5.0% over the next decade).
This is substantially above our long-run fair value assumption of a
2.5% real yield. We believe these yields will more than compensate
investors for the risks associated with the government’s precarious
fiscal position and possible further credit rating downgrades.
We kept our exposure to SA inflation-linked bonds during the
fourth quarter of 2020, which we introduced into the fund in the
previous quarter. The gap between ILB and cash real yields continues
to be very wide, and ILB real yields are also attractive compared to
their own history and our long-run fair value assumption of 2.25%.
Although market volatility remains high in the short term, we believe
the fund is well-positioned to meet its objectives over the next three
to five years, and we continue to take advantage of opportunities to
enhance long-term returns.

In terms of specific equity exposure, among the strongest equity
contributors to absolute returns for the quarter were the fund’s
holdings in resources stocks like Implats and Anglo American, as well
as SA banks including Absa, Standard Bank, FirstRand and Investec,
plus Multichoice. The main detractors from absolute returns were
holdings in Gold Fields and British American Tobacco.
The fund was launched in April 2019 as a restructured successor to
the 7% Prudential Income Portfolio (PIP) range, which had built up a
successful track record since 2003. The restructuring was undertaken
to improve certain aspects of our PIP range of income solutions to
make them more understandable for clients, more efficient from
an investment point of view and, where relevant, potentially more
tax efficient.

STRATEGY AND POSITIONING
It is important to remember that by definition, the Prudential Target
Income Funds are managed as long-term strategies that aim to, firstly,
deliver their income requirement, and secondly, grow capital in order
to meet future income requirements.

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 – Trustees Services & investor Services. 20th
Floor, Main Tower, Standard Bank Centre, Heerengracht, Cape Town.
Prudential Portfolio Managers (South Africa) (Pty) Ltd (“PPMSA”) is part
of the same corporate group as the Prudential Assurance Company.
The Prudential Assurance Company is a direct subsidiary of M&G plc,
a company incorporated in the United Kingdom. Neither PPMSA or
the Prudential Assurance Company are affiliated in any manner with
Prudential Financial, Inc., a company whose principal place of business is
in the United States of America or Prudential plc, an international group
incorporated in the United Kingdom.

Because of its high 7% income target, the fund has a relatively
conservative asset allocation positioning, with a lower exposure to
equities, and higher exposure to bonds, than the 5% Target Income
Fund. Currently around 11% of the portfolio is exposed to local
equities, while around 5% is invested in SA listed property, 60% in
SA nominal bonds, 22% in SA cash, and around 2% in inflation-linked
bonds. The fund has no international exposure.
During Q4, the fund kept is overweight exposure to SA equities.
SA equity valuations (as measured by the Price/Book value ratio of
the FTSE/JSE Capped SWIX Index) were trading at around 1.6X at
the end of December, up from around 1.4X at the beginning of the
quarter, but still very attractive compared to the market’s long-term
P/B average of around 2.1X.
Within SA equities we continue to prefer large, global companies
that offer sound, high-quality diversification such as Naspers, British
American Tobacco, Anglo American, Remgro and MTN. Implats is
another overweight holding that has added to portfolio value in 2020.
We have also sustained our overweight in the local banking sector
with exposures to Absa, Standard Bank, FirstRand and Investec given
the attractive valuations they offer.
We have kept our substantially underweight positioning in SA listed
property in Q4. This positioning reflects the significant uncertainty
surrounding the outlook for the SA economy and property company
distributions, as well as the relatively high debt levels in the sector.
The risks around property company earnings remain high given the
deterioration in the economic outlook, and as such we have ensured
that we are holding high-quality companies with strong balance sheets
within our small exposure to the sector, like Growthpoint.
During the quarter we maintained our overweight in SA nominal
bonds, and continue to favour longer-dated maturities. As of 30
December, 10-year government bonds yields were still elevated
compared to their history, offering around 9.1% compared to 9.6%
at the start of the quarter, and equating to an after-inflation (real) yield
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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 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. 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. 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
(11h30 for the Money Market Fund) 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.

