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In my update at the start of 2019, I made a few predictions and only managed one being 100% correct – England winning the 
Cricket World Cup. I did come close on predicting that Trump would be impeached and the UK would go through another 
Brexit referendum. Fortunately, I was wrong with Wales regarding the Rugby World Cup. I didn’t want to predict Liverpool’s 
success in lifting the Premiership title; hopefully this year will be the year. I don’t intend making any predictions this year 
other than that I think load shedding will be a way of life during 2020.

From a markets perspective, achieving double digit returns across our funds for the calendar year 2019 was a very pleasing 
achievement. While the returns just topped 10%, it was good to experience a year with positive real returns mainly due to 
strong offshore returns despite a surprisingly stable rand. It was also pleasing to see that most of our managers produced 
alpha over the past 12 months. I take comfort in the make-up and diversity of our portfolios and the investment team has 
done a great job in building a set of investment solutions that are resilient for the current environment.

It is in times like these that multi-managed funds really prove their worth. Not only do we as Old Mutual Multi-Managers 
actively manage the asset allocation calls, but the diversification of asset managers does help mitigate the risk of a single 
manager underperforming. Asset manager selection can be trickier than stock selection and a client/member’s wealth can 
be seriously affected if invested with a single manager that underperforms. How a range of managers will perform relative 
to one another is important and so the investment team do a lot of analysis to get to an optimised allocation to asset 
managers. While they may not get this right all the time, the risk of underperformance is an important factor in the portfolio 
construction process.

We often get asked the question why we don’t use manager X or Y. In most cases the reason is that the asset manager either 
does not fit into our investment philosophy or we feel that the asset manager would add too much risk to the portfolio. We 
are very outcome focused in the management of the funds and as a result we attempt to achieve these outcomes in the 
most consistent and predictable way. We know that we are dependent on the markets, but we also know we need to make 
the best of what is available.

Looking ahead we will be launching our global retail portfolios in the first quarter of this year and in the next month or so 
we will have these funds available on the Old Mutual International platform. The SIS global funds that were closed to new 
business for the past six years, have really performed well and it is a privilege to offer a range that suits the needs of investors 
looking for dollar denominated investments. Our investment philosophy for these offshore funds will be consistent with that 
used in our local funds.

In closing, I would like to wish you everything of the best for 2020 and I hope that the year will be a very rewarding and 
fulfilling one for you. 

Thank you once again for your support.

All the best 

Trevor

BUSINESS UPDATE
TREVOR PASCOE
CEO | Old Mutual Multi-Managers
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OVERVIEW OF OUR INVESTMENT OFFERINGS

FUND CATEGORY

Old Mutual Multi-Managers Max 28 Fund

Strategy Funds
Old Mutual Multi-Managers Inflation Plus 1-3%

Old Mutual Multi-Managers Inflation Plus 3-5%

Old Mutual Multi-Managers Inflation Plus 5-7%

Old Mutual Multi-Managers Defensive Balanced Fund Risk Aware Fund

Old Mutual Multi-Managers Managed Fund Peer Fund

Old Mutual Multi-Managers Money Market Fund Specialist Fund

Old Mutual Multi-Managers Balanced Tracker Fund 

Tracker FundsOld Mutual Multi-Managers Moderate Tracker Fund 

Old Mutual Multi-Managers Conservative Tracker Fund 

THE FUND DESCRIPTION AND OBJECTIVES ARE OUTLINED BELOW: 

STRATEGY FUNDS
The Strategy Funds are a set of investment strategies that is constructed to achieve specific real return (after-inflation) targets over 
a recommended minimum investment period. The objectives of the Strategy Funds are summarised as follows:
• Max 28 Fund - aims to achieve returns equal to CPI+6-7%  over a ten-year period
• Inflation Plus 1-3% Strategy – aims to achieve returns equal to CPI+1-3% over a three-year period
• Inflation Plus 3-5% Strategy – aims to achieve returns equal to CPI+3-5% over a five-year period
• Inflation Plus 5-7% Strategy – aims to achieve returns equal to CPI+5-7% over a seven-year period

RISK AWARE FUND 
The Risk Aware Fund consists of the Defensive Balanced Fund. This Fund has dual objectives of short-term capital protection and 
long-term inflation-beating returns:
• Defensive Balanced Fund – CPI+4% - capital protection over rolling 12-month periods

PEER FUND
The Managed Fund is an investment policy wrapped portfolio (in terms of the Long-Term Insurance Act) and will seek to provide 
a truly diversified solution for investors looking for real growth of capital over the long term. The Fund invests across all permissible 
asset classes including domestic equities, bonds, cash, property and offshore assets (up to a maximum of 30%). An additional 
allocation to Africa of 5% is allowed. Due to its multi-managed nature, the Fund is expected to provide similar returns to the 
average single-managed balanced fund over time, but with lower volatility. This policy-based investment is specifically designed 
for institutional investors and is managed to comply with Regulation 28 of the Pension Funds Act. It is thus suitable for retirement 
fund investors.

SPECIALIST FUNDS
The Money Market Fund is an investment policy wrapped portfolio (in terms of the Long-Term Insurance Act) aimed to target 50 
basis points (before fees) above inflation over the medium to long term. This policy-based investment is specifically designed for 
institutional investors and is managed to comply with Regulation 28 of the Pension Funds Act of South Africa.

TRACKER FUNDS
The Tracker Funds invests in a range of indices diversified across various asset classes, and employs tactical asset allocation to 
position the strategy to achieve its return objective. The objectives of the Tracker Funds are summarised as follows:
• Balanced Tracker Fund - aims to achieve a return of 4%-6% above inflation over rolling seven-year 

periods
• Moderate Tracker Fund - aims to achieve a return of 3%-5% above inflation over rolling five-year periods.
• Conservative Tracker Fund - aims to achieve a return of 1%-3% above inflation over rolling three-year 

periods.
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Dear Clients

During the fourth quarter of 2019, we communicated to you on the following:

PRODUCT UPDATE
• Absolute Fund Restructure (September 2019)

Old Mutual Multi-Managers is pleased to inform you that we will be consolidating our Absolute Fund range effective from  
1 October 2019.  

The Old Mutual Multi-Managers product range expanded to include the SIS Strategies at the time of the consolidation 
between the Acsis Research and Investment Management team and SYm|mETRY Multi-Manager. As a result, we offer more 
than one product to target a single specific investment objective. We have also seen limited interest from new business 
prospects into the Absolute Funds to which changes will be made.  

Current Absolute Fund Range

The Old Mutual Multi-Managers Absolute Funds currently consists of the Absolute Balanced, Absolute Defensive and 
Absolute Cautious Funds.  These Funds each have dual objectives of short-term capital protection and long-term inflation-
beating returns:

• Absolute Balanced Fund – CPI+6% – capital protection over rolling 18-month periods

• Absolute Defensive Fund – CPI+4% – capital protection over rolling 12-month periods

• Absolute Cautious Fund – CPI+3% – capital protection over rolling 6-month periods

Changes to be made 

The following changes will be implemented with effect from 1 October 2019:

• The Absolute Cautious Fund will merge into the Old Mutual Multi-Managers Inflation Plus 1-3% Strategy.

• The Absolute Balanced Fund will merge into the Old Mutual Multi-Managers Managed Fund.

•  The Absolute Defensive Fund will be renamed to the Old Mutual Multi-Managers Defensive Balanced Fund. This Fund will 
continue to target CPI+4%, with a 12-month capital protection bias.

ASSET MANAGER CHANGE (NOVEMBER 2019)
• SA Equity Manager Change:  Investec Appointed, Visio Removed

One of the key roles of the Old Mutual Multi-Managers’ Investment Team is that of manager selection. Our rigorous manager 
selection research process aims to identify and award mandates to the best managers for our clients’ assets. Our manager 

CLIENT COMMUNICATION SUMMARY
JO-ANN DE KLERK
Head | Marketing and Customer Support
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research involves both a qualitative and quantitative assessment of the manager’s capability in question, and looks to 
gauge the strength of the manager’s investment team, investment philosophy, investment process, risk management in 
portfolio construction and performance track record. 

Appointment of Investec Equity

Investec Asset Management is an established, global asset manager that currently forms part of the Investec Group. As 
at 30 September 2019, Investec Asset Management had R2.3tn in assets under management and is a Level 2 B-BBEE 
Contributor. The Investec General Equity Strategy has been under the leadership of Chris Freund since November 2012. 
The strategy is co-managed by three multi-counsellor portfolio managers: Chris Freund, Samantha Hartard and Hannes 
van den Berg, while Grant Irvine-Smith’s quantitative capability provides input into portfolio construction. The portfolio 
management team is supported by an analyst team that has considerable depth in terms of coverage and experience. 

Termination of Visio Equity

In order to facilitate the appointment of Investec, Old Mutual Multi-Managers has decided to terminate the existing SA 
Equity mandate with Visio. Visio was appointed by Old Mutual Multi-Managers in 2013. As a manager with a strong hedge 
fund background, Visio’s absolute return mindset, focus on downside protection and flexibility from being a relatively 
smaller asset manager brought something different to the SA equity building block. There is a strong stock picking focus in 
the Visio investment process and they are active owners of shares that will actively engage with boards and management 
in attempts to unlock value in the companies that they invest in. 

However, since appointment Visio’s performance has disappointingly been behind the benchmark. We attribute this 
underperformance to a few factors. Most notably, while Visio’s downside protection has been strong over the period, they 
have struggled to keep pace in upwardly trending equity markets. Also, while Visio’s initial ‘buy’ decisions on stocks have 
generally proven to have been good decisions, we have found that the manager has been slow to cut underperforming 
positions from the portfolio, which has negatively impacted on performance.

Should you wish to discuss any of these communications, please contact me on 021 524 4835. Note that the above has 
been extracted from the original detailed communications.  Please visit our website for the full communication.

Kind Regards

Kind regards
Jo-Ann

CLIENT COMMUNICATION SUMMARY
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The very first South African (SA) single manager hedge fund was launched in 1995, with the first fund of hedge funds 
launched in 2003. Over the years, industry assets grew and at the end of 2018, the industry assets were estimated at 
R66.2bn according to Hedge News Africa Research, somewhat below the 2016 peak. The drop in assets from peak levels is 
arguably due to a largely held view that hedge funds failed to deliver on their promise to investors. A perhaps more precise 
observation would be to say the industry experienced varying degrees of success on a fund by fund basis.

Unlike traditional fund managers who can only make money from rising markets, hedge fund managers can profit from 
both rising and falling markets. This is as a result of them having more investment tools to express their view on the market 
like shorting and leverage. When used effectively, these tools can enhance both the risk and return profile of an investment 
portfolio.

At Old Mutual Multi-Managers, we appreciate the diversification benefits hedge funds present to balanced funds and we 
boast a successful 15-year track record in the fund of hedge funds space. Our success was recently endorsed when the  
Old Mutual Multi-Managers Long Short Equity Fund scooped the inaugural best fund of funds over 10 years award at 
the Hedge News Africa Awards 2018, with a net annualised return of 11.11% and a Sharpe Ratio of 0.91 (superior risk-
adjusted returns). Note that the cost of including hedge funds in our portfolios is limited to the underlying manager cost.  
Old Mutual Multi-Managers does not charge an additional fee for the inclusion of hedge fund of funds in our portfolios. 

The table below shows the performance of our institutional balanced funds since inception (March 2012). The aim is to 
see whether our portfolios at a strategy level have benefitted since the inclusion of the hedge funds and how different the 
return experience would have been without hedge funds. All returns are net of fees.

The ‘difference’ columns show the margin by which our strategies with hedge exposure out-/underperformed a return 
simulation with zero exposure to hedge funds in favour of local equities. From a return point of view, the difference is 
negligible. It is by reducing risk that hedge funds have really earned their stripes.

ARE HEDGE FUNDS WORTHWHILE 
INVESTMENTS FOR SA INVESTORS?
BUSI NGQINDOYI
Head | Property and Hedge Funds

STRATEGY RETURNS 
UP TO SEPT’ 19

ZERO HEDGE WITH HEDGE DIFFERENCE

1-3 3-5 5-7 7-9 1-3 3-5 5-7 7-9 1-3 3-5 5-7 7-9

Annualised Since 
March 2012 10.99% 11.36% 11.74% 11.69% 10.75% 11.36% 11.73% 11.67% -0.26% -0.06% -0.09% -0.09%

5 Year annualised 7.99% 7.18% 6.43% 6.09% 7.81% 7.30% 6.51% 6.17% -0.20% 0.05% 0.00% 0.01%

3 Year annualised 7.61% 6.05% 5.03% 4.40% 7.28% 5.89% 4.83% 4.23% -0.33% -0.20% -0.25% -0.22%

1 year 6.67% 3.45% 1.55% 0.32% 6.95% 3.73% 1.80% 0.70% 0.25% 0.24% 0.22% 0.34%

YTD 8.71% 9.39% 8.61% 7.52% 8.97% 9.64% 8.84% 7.89% 0.23% 0.21% 0.19% 0.32%
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The risk-reducing and capital preservation benefits of hedge funds are evidenced in the drawdown graph below where our 
hedge fund (SIS Long Short Equity Fund) posted smaller or less pronounced drawdowns than the equity composite. Our 
exposure to hedge funds has proven to be better able to protect capital during periods of big market drawdowns.

If we look at the risk/return statistics since the inception of our institutional hedge fund track record, all but one of the 
matrices shown is in favour of our hedge fund exposure. The table below shows that our hedge fund kept pace with the SIS 
Equity Fund at a lower risk as evidenced by the lower standard deviation, maximum drawdown, downside risk, beta and 
correlation to equities and lower down market capture. As a result, the hedge fund boasts a higher Sharpe Ratio, a measure 
of superior risk-adjusted returns.

The much lower average up-capture ratio tells us that the SIS Long-Short Equity (LSE) Fund’s success was not on the back of 
doing notably well when equities rallied, but was rather from preserving capital by avoiding large market drawdowns during 
periods of falling markets, as per lower average down capture ratio. 

We maintain that including hedge funds in a portfolio reduces portfolio risk without sacrificing returns on a risk-adjusted 
basis. Hedge funds are important tools for diversification. They offer returns that are uncorrelated to equity markets, reduce 
market risk and return volatility and help investors to avoid large market drawdowns.

ARE HEDGE FUNDS WORTHWHILE INVESTMENTS FOR SA INVESTORS?

RISK/RETURN   
STATISTICS  
MARCH ‘12 - SEPT ‘19

RETURN 
(%)

STD DEV 
(%)

DOWNSIDE 
RISK (%)

BETA VS. 
MARKET

R-SQUARED 
VS. 

MARKET (%)
SHARPE 

RATIO
UP 

CAPTURE
DOWN 

CAPTURE

SIS LSE Hedge Fund 9.15 6.36 4.77 0.40 43.03 0.41 53.7 27.5

SIS SA Equity (Long only) 9.03 10.58 7.43 0.97 92.53 0.23 96 96.7

DRAWDOWN MARCH 2012 - 
SEPTEMBER 2019

   SIS LONG SHORT EQUITY FUND 

   SIS SA EQUITY COMPOSITE 
(INSTITUTIONAL) FUND

Feb 12 Dec 12 Dec 13 Dec 14 Dec 15 Dec 16 Dec 17 Sep 19

0%

-2%

-4%

-6%

-8%

-10%

-12%

-14%
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GLOBAL
Buoyed by a US-China trade truce, accommodative central banks and early signs of stabilisation in the global economy, 
global equities rallied further in December.  

The US benchmark S&P 500 returned 3% in December on the way to fresh record highs. This lifted the fourth quarter return 
to 9% and 2019 total return to a very impressive 31%. 

European equities were also positive with the Eurostoxx 600 returning 2% in euros in December and 27% for the year. The 
Japanese Nikkei 225 returned 1.7% in yen in December, raising the 2019 return to 21%.

Emerging market equities surged higher in December, with the MSCI Emerging Markets Index posting a 7.5% dollar return. 
The 2019 return of 19% was solid, but lagged developed markets. Russia (52%), Brazil (27%) and China (24%) delivered the best 
dollar returns among emerging markets in 2019.

The MSCI All Countries World Index, combining developed and emerging markets, returned 3.5% in dollars in December on 
the way to a new record high. The 2019 total return was 27%. 

Developed market bonds were marginally positive in December, with the FTSE World Government Bond Index gaining 0.4% 
in dollar terms, lifting the 2019 return to 7%. The benchmark US 10-year government bond yield rose from 1.8% to 1.9% during 
December, but ended the year well below the 2.6% level where it started.

Global listed property was relatively subdued in December. Our benchmark, the FTSE EPRA/NAREIT Developed Index, 
returned 0.5% in dollars during the month. However, the 2019 return of 22% was very good and not far behind equities.

The risk-on sentiment on equity markets spilled over to several commodity markets. Oil gained 4% in December to end the 
year 25% higher at $66 per barrel. Gold, palladium and platinum all had solid gains in the month. Gold closed December 
at $1520 per ounce, and platinum at $971. Palladium closed at $1920 per ounce, up 52% during the year. Iron ore finished a 
good year with a 6% gain in December, closing at $92 per tonne. 

LOCAL
Local equities followed developed markets higher in December to cap a positive quarter. The FTSE/JSE All Share Index returned 
3.3% in December and 4.6% in the fourth quarter. This boosted the 2019 return into double digits (12%). Our benchmark, the 
less concentrated FTSE/JSE Capped SWIX, also had a good month (+3.1%) and quarter (+5.3%), but nonetheless ended 2019 
with a lower return of 6.8%. According to Avior, only 34 of the large and mid-cap shares listed on the JSE posted a positive 
return in 2019.

Resources outperformed in December, with a 7% return for the month and a 13% return for the quarter. It was also the 
leading sector for 2019 as a whole, with a 23% return. Industrials was flat in December and positive for 2019, with a 9% return. 
Financials was positive in December and the fourth quarter, but flat for the year.

At a subsector level, the two stand-outs in 2019 were platinum mining and gold mining, with triple-digit returns (202% and 
107% respectively). Impala Platinum was the best performing stock on the JSE with a 291% return, followed by Sibanye Gold’s 
258%. General mining, the subsector containing the heavyweight diversified miners, returned 23% in 2019. 

LOCAL AND INTERNATIONAL 
MARKET COMMENTARY
IZAK ODENDAAL
Investment Strategist
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Among industrials, the globally-focused subsectors mostly performed well in 2019, led by tobacco (36%), beverages (23%) 
and personal goods (18%). SA-focused subsectors mostly struggled. Food and drug retailers posted a positive return (helped 
by Clicks), but general retailers lost 18%. Fixed-line telecoms (Telkom) lost 45%, while construction and general industrials lost 
13% and 9% respectively.

Banks was flat in 2019, while life insurers lost 3%.

Listed property sold off in December. The FTSE/JSE All Property lost 1.6% in the final month for a second consecutive negative 
year. However, 2019’s -0.4% was significantly better than 2018’s -25%. Intu was the worst performing stock of any sector on 
the JSE in 2019, with a 70% loss. 

Local bonds were positive in December, benefiting from global risk appetite. The All Bond Index returned 1.8% in December. 
This lifted the return for the year to 10.3%, ahead of the 6.9% return from cash. Most of the return from bonds came from 
the high starting yield, but there was a slight decrease in yields resulting in a capital gain. The generic 10-year government 
bond yield started the year at 9.6% and declined to 9.24% at the end of December. This decline was barely noticeable when 
compared with other major emerging markets whose bond yields fell sharply. This suggests that local bonds carry a high risk 
premium related to government debt and downgrade fears (i.e. these fears are largely priced in already).

Inflation-linked bonds rallied during the month with a 1% return, but lagged the performance of nominal bonds in December 
and for 2019 as a whole. The 2.4% 2019 return partly reflects persistently lower than expected inflation.

A big beneficiary of the increase in global risk appetite in December was the rand, which gained more than 4% to end the 
year at R13.98 per dollar. This was 2% stronger than at the start of 2019

LOCAL AND INTERNATIONAL MARKET COMMENTARY

This document is for information purposes only and does not constitute financial advice in any way or form. It is important to consult a financial planner to receive 
financial advice before acting on any information contained herein. Old Mutual Wealth and its directors, officers and employees shall not be responsible and disclaims 
all liability for any loss, damage (whether direct, indirect, special or consequential) and/or expense of any nature whatsoever, which may be suffered as a result of or 
which may be attributable, directly or indirectly, to the use of, or reliance upon any information contained in this document. Old Mutual Wealth is brought to you 
through several authorised Financial Services Providers in the Old Mutual Group who make up the elite service offering.
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MARKET INDICES PERFORMANCE TABLE
January 2010 - December 2019 (not annualised if less than 1 year)

YTD 3 MONTHS 1 YEAR 2 YEARS 3 YEARS 4 YEARS 5 YEARS 10 YEARS

JSE AllShare (J203T) 12.05% 4.63% 12.05% 1.24% 7.42% 6.20% 5.99% 10.78%

JSE SWIX (J403T) 9.32% 4.77% 9.32% -1.73% 5.39% 5.07% 4.78% 11.09%

JSE Capped SWIX (J433T) 6.75% 5.27% 6.75% -2.49% 3.46% 3.89% 3.66% N/A

JSE Top 40 (J200T) 12.41% 4.54% 12.41% 1.53% 8.25% 5.70% 6.06% 10.52%

JSE FINI (J580T) 0.63% 2.83% 0.63% -4.18% 3.46% 3.95% 3.94% 12.26%

JSE INDI (J257T) 8.90% 0.00% 8.90% -5.24% 3.22% 0.69% 3.46% 13.84%

JSE RESI (J210T) 25.32% 13.46% 25.32% 21.49% 19.89% 22.09% 7.17% 2.92%

JSE Midcaps (J201T) 15.58% 12.91% 15.58% 2.15% 3.86% 9.19% 5.62% 12.11%

JSE Smallcaps (J202T) -4.10% 0.74% -4.10% -9.50% -5.52% 0.49% -0.41% 9.26%

JSE Gold Mining (J150T) 107.71% 26.13% 107.71% 48.62% 29.06% 29.39% 21.15% 2.80%

JSE Value (J330T) 6.14% 3.23% 6.14% 0.71% 4.39% 7.44% 2.79% 7.63%

JSE Growth (J331T) 17.87% 6.08% 17.87% 2.13% 9.41% 5.99% 8.24% 12.89%

ALBI 10.32% 1.73% 10.32% 9.00% 9.40% 10.88% 7.75% 8.86%

STeFI 7.29% 1.74% 7.29% 7.27% 7.36% 7.37% 7.18% 6.52%

JSE All Property Index (J803T) -0.40% 1.17% -0.40% -13.56% -5.04% -3.90% -0.60% 9.61%

FTSE 100 INDEX 13.35% 0.94% 13.35% 4.17% 5.00% -0.50% 3.36% 8.06%

COMPOSITE DAX INDEX 19.40% 2.04% 19.40% 4.00% 8.94% 4.22% 9.57% 13.56%

NIKKEI 225 INDEX 16.00% -0.27% 16.00% 10.30% 9.83% 5.56% 12.57% 13.82%

MSCI World Index 24.82% 0.23% 24.82% 15.38% 14.05% 9.08% 13.58% 17.37%

SA CPI 3.56% 0.35% 3.56% 4.37% 4.45% 4.99% 4.94% 5.10%

Currency: ZAR
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INDUSTRY UPDATES

AFENA CAPITAL
Afena announced the appointment of Thabang Sengoara as Head of Business Development, effective 1 October 2019. Thabang is 
a seasoned investment professional with over 23 years of experience operating in the retirement fund industry. 

In addition, Shoaib Vayej has been appointed as Head of Research within the investment team, effective 1 October 2019. Shoaib 
joined Afena in 2012 and has been managing client portfolios at Afena since 2012. Shoaib will continue his roles as a Senior Equity 
Analyst and Portfolio Manager of the Afena Core Equity strategy.

ASHBURTON INVESTMENTS
Ashburton announced the appointment of Sizwe Nxedlana as the CEO of Ashburton Investments with immediate effect in 
October 2019. This follows Boshoff Grobler’s move to a new role in FirstRand Group Treasury. Sizwe is an experienced financial 
markets professional who has been with the group for 11 years, previously as FNB’s Chief Economist and most recently as CEO of 
FNB’s Wealth and Investment business – a role which he retains, reporting to FirstRand COO, Mary Vilakazi. 

In addition, Ashburton also announced the appointment of Patrice Rassou as Chief Investment Officer (CIO) of Ashburton 
Investments, which is a new role created to coordinate the various investment activities currently residing across the FirstRand 
group. Patrice is a highly regarded and experienced investment executive who joins Ashburton from Sanlam Investment 
Management, where he was Head of Equities. 

INVESTEC ASSET MANAGEMENT
Investec announced the appointment of Rehana Khan as a co-portfolio manager in the Investec Asset Management SA Equity 
and Balanced strategies, effective from January 2020. Rehana joins Investec from Prudential Investment Managers where she 
spent 12 years. In her time at Prudential, Rehana was a portfolio manager since 2013 and took on the role of Head of Equity 
Research in mid-2017. 

Investec also announced that Unathi Loos and Samantha Hartard will be broadening their responsibilities as co-portfolio managers 
across the SA Equity and Balanced strategies. Both have been portfolio managers in specific strategies for several years, and have 
been a part of the team since 2012 and 2013 respectively. 

PRUDENTIAL INVESTMENT MANAGERS
Prudential announced the departure of Rehana Khan at the end of October 2020. Rehana was a member of the equity portfolio 
management and has recently been given the new role of Head of Equity Research. Prudential was disappointed to lose a long-
serving team member of Rehana’s abilities and communicated that the investment team leadership will review team resourcing 
and portfolio allocation responsibilities and will communicate any resultant decisions.

SANLAM INVESTMENT MANAGEMENT
Following the departure of Patrice Rassou as the Head of Equities, Andrew Kingston and Cromwell Mashengete have been 
appointed as the joint heads of the Sanlam Investments Equity team. SIM has also reinforced the team-based approach to 
managing client portfolios further by adopting a multi-counsellor approach. Cromwell Mashengete, Andrew Kingston and Charl 
de Villiers will form the three voting members of the Equity Model Portfolio Group that produce their Equity Houseview. 

SIM also announced the resignation of Azola Mayekiso as the Chief Executive of their active asset management business. Azola, 
who joined Sanlam Investments in June 2016, will be moving back to Johannesburg on a permanent basis to spend more time 
with her family. In the interim, Nersan Naidoo will take on the role of acting Chief Executive for this division.

STANLIB
STANLIB announced the appointment of Rademeyer Vermaak to the STANLIB Index Investments team. Rademeyer joined the 
team as Head of Portfolio Management on 1 December 2019. Together with Portfolio Managers, Ann Sebastian and Ryan Basdeo, 
he will be responsible for constructing, managing and overseeing client portfolios. Rademeyer has 15 years of financial market 
experience and joins STANLIB from Fairtree where he headed up the Fairtree Quants business for the last seven years. 
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WHAT STOOD OUT OVER THE FOURTH  QUARTER?

In our research, commentary and weekly investment meetings, the following attracted particular attention..

RISK ON

Going into 2019, three items were probably at the top of most global investors’ lists of concerns: that the US Federal Reserve 
(the Fed) would hike rates too much, that US President Donald Trump’s trade wars would escalate and derail the global 
economy, and that a disorderly British exit from the European Union would cause chaos. At the end of the year, there was 
positive news on all three fronts, and risk assets were flying. 

Instead of delivering three rate hikes in 2019 as it initially indicated, the Fed cut rates three times. It also injected liquidity into 
short-term money markets. Many other central banks followed, such that global borrowing costs declined. The US and China 
agreed to a “phase one” trade deal that prevented the escalation of trade tensions (but did leave some of the tariff hikes in 
place). And UK Prime Minister, Boris Johnson, negotiated a withdrawal agreement with Brussels and then after some to-ing 
and fro-ing, secured a sizable mandate in the December election to implement it. A so-called hard Brexit has likely been 
averted for now. 

Towards the end of the quarter, there were also signs of stabilisation in the struggling global manufacturing sector. The net 
result was a 9% dollar gain in global equities in the fourth quarter, with the MSCI All Countries World Index finally surpassing 
its January 2018 record level.

SOUTH AFRICAN RATES STILL STAND OUT

The South African Reserve Bank’s Monetary Policy Committee (MPC) made no interest rate changes during the fourth quarter. 
While many economists pencilled in a rate cut in November, the worse than expected October Medium Term Budget Policy 
Statement put paid to that notion. The MTBPS showed that a combination of tax revenue shortfalls and support for Eskom 
meant that government would have to borrow much more than expected. It showed that total government debt would likely 
rise above 70% of national income if no further steps were taken.

Moody’s gave South Africa breathing space until the February 2020 Budget Speech to announce such steps, failing which it 
could become the last of the three major agencies to downgrade our bonds to junk status. With this come fears of large-scale 
capital outflows as some investors may not hold junk-rated bonds in terms of their mandates. However, our view remains 
that these risks are reflected in the high bond yields on offer, and that the downgrade is largely priced in. The announcement 
of a downgrade – if it happens – could cause volatility but should not fundamentally change the direction of bond yields or  
the rand. 

The Reserve Bank is not taking any chances, however, and is keeping rates high in real terms as a form of insurance. With 
inflation having declined to below 4%, the real repo rate has increased to almost 3%. This is too high for a weak economy, but 
from the point of view of investors, they are attractive.  

MARKET INSIGHT
IZAK ODENDAAL
Investment Strategist
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South African interest rates therefore remain among the highest of any major economy. Consumers borrow at a rate linked to 
prime of 10%. The South African government borrows at around 9%, while its Brazilian counterpart saw its long-term borrowing 
costs decline from 9% to 6.8% during the course of 2019 as global rates fell.

STAGNATION AND LOW INFLATION

The local economy is stagnating. Growth in the third quarter of 2019 was only 0.1% year-on-year, while quarter-on-quarter growth 
was negative at -0.6%. 

While real economic growth (after inflation) has bumbled along between 0% and 2% for the past five years, nominal economic 
growth (with inflation) has halved over this period. This decline in growth – from around 8% to below 4% – reflects lower inflation. 
Lower inflation implies lower income growth for households, businesses and the government. Part of the massive tax revenue 
short-fall is due to the fact that the government was budgeting on 7% nominal growth.

The bad news is that severe rolling electricity blackouts in December means that it is unlikely that the data will show a rebound 
in the fourth quarter.  “Stage 6 load-shedding” suddenly became part of beleaguered South African’s vocabulary. Load-shedding 
is likely to persist in 2020, perhaps beyond, and therefore the growth outlook remains muted.
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PERFORMANCE DATA TO 31 DECEMBER 2019

                                                                    % PERFORMANCE (P.A.)

1 YR 2 YRS 3 YRS 5 YRS 7 YRS 10 YRS SINCE INCEPTION

Old Mutual Multi-Managers Max 28 Fund 11.7% 1.8% 6.0% 6.3% 10.6% 12.5% 12.89%

Strategy Return Target 10.1% 10.9% 11.0% 11.4% 11.6% 11.6% 12.4%

CPI refers to the CPI (all urban areas) as provided by Statistics South Africa, effective 1 January 2009. Prior to January 2009, the CPIX (all metropolitan and urban areas) 
was used as the measure for inflation for our funds.
The benchmark returns shown here are a composite of the two measures. The previous month’s change in inflation is used as an estimate for the current month (since 
inflation numbers are released one month in arrears).

LIKELY FUND RANGE OF RETURNS AND 
CURRENT RETURN*

The graph shows the strategy’s likely fund range of 
returns over different investment periods, based on 
the research team’s investigation and modelling. 
The diamonds indicate the current actual historical 
return over each period of the fund.
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OLD MUTUAL MULTI-MANAGERS  
MAX 28 FUND

The Fund is an amalgamation of the Old Mutual Multi-Managers Aggressive Fund and the Old Mutual Multi-Managers 
Inflation Plus 7% Strategy. 

INCEPTION DATE: 14 October 1999 ASSETS UNDER MANAGEMENT: R879.2m

COMMENTARY 

This quarter, the Fund returned 2.2% net with the FTSE/JSE All Share Index (ALSI) returning 4.6% and the All Bond Index (ALBI) 
1.7%. The local property sector was up 1.2%.

Over the last 12 months, the Fund returned 10.8% net and the local bond market returned 10.3%. Local listed property returns 
have remained volatile and are -0.4% lower for the 12 months to end December 2019. Local cash has returned 7.3% for the last  
12 months. JSE All Share Index (ALSI) delivered 12.0%.

PERFORMANCE AGAINST 
STRATEGY OBJECTIVE* 
(SINCE INCEPTION)

   OLD MUTUAL MULTI-MANAGERS  
MAX 28 FUND 

  STRATEGY RETURN TARGET

The graph illustrates the 
Strategy’s performance against it’s 
performance target.
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OLD MUTUAL MULTI-MANAGERS  
MAX 28 FUND

INVESTMENT OBJECTIVE
This Investment Strategy gives you the opportunity to achieve maximum long-term growth. It invests in diversified portfolios 
of high-quality instruments. The strategy’s primary exposure will be to South African and international listed shares. It aims to 
achieve a return in the range of 6%-7% above inflation over rolling ten-year periods.

This policy based investment is specifically designed for institutional investors and is managed to comply with Regulation 28 of 
the Pension Funds Act of South Africa.

PERFORMANCE TARGET
CPI +6.5%

THE MAIN INVESTMENTS
This investment strategy is made up of underlying portfolios, which invest in specialist asset classes managed by various asset 
managers. Generally, the strategy may invest in South African and international cash, fixed interest securities, listed shares and 
listed property. This strategy aims to achieve maximum capital growth over a long-term horizon and is therefore primarily invested 
in growth assets.

ASSET MANAGER PROFILES
Old Mutual Multi-Managers researches the market and appoints the most appropriate asset managers to manage the strategy’s 
underlying portfolios. After appointing asset managers, the investment team continually monitors the strategy, the underlying 
portfolios and the appointed managers and their investment processes to ensure that they remain appropriate. Old Mutual Multi-
Managers has selected a combination of asset managers to manage this strategy’s various underlying portfolios.
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OLD MUTUAL MULTI-MANAGERS  
INFLATION PLUS 1  -  3% STRATEGY

INCEPTION DATE: 14 October 1999 ASSETS UNDER MANAGEMENT: R613.6m

COMMENTARY 

The Inflation Plus 1-3% strategy returned 7.5% per annum over the recommended minimum investment period of three years. 
Over the last 12 months, this strategy returned 11.9%.

PERFORMANCE DATA TO 31 DECEMBER 2019
                                                                    % PERFORMANCE (P.A.)

1 YR 2 YRS 3 YRS 5 YRS 7 YRS 10 YRS SINCE INCEPTION

Old Mutual Multi-Managers Inflation Plus 1-3% Strategy 12.7% 6.6% 8.0% 7.8% 10.1% 10.9% 12.7%

Strategy Return Target 5.6% 6.4% 6.5% 6.9% 7.1% 7.1% 7.9%

CPI refers to the CPI (all urban areas) as provided by Statistics South Africa, effective 1 January 2009. Prior to January 2009, the CPIX (all metropolitan and urban areas) 
was used as the measure for inflation for our funds.

The benchmark returns shown here are a composite of the two measures. The previous month’s change in inflation is used as an estimate for the current month (since 
inflation numbers are released one month in arrears).

LIKELY FUND RANGE OF RETURNS 
AND CURRENT RETURN*

The graph shows the strategy’s likely fund range 
of returns over different investment periods, 
based on the research team’s investigation and 
modelling. The diamonds indicate the current 
actual historical return over each period of the 
Fund. 
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PERFORMANCE AGAINST 
STRATEGY OBJECTIVE* 
(SINCE INCEPTION)

   OLD MUTUAL MULTI-MANAGERS INFLATION 
PLUS 1 - 3 STRATEGY 

   STRATEGY RETURN TARGET

The graph illustrates the Strategy’s 
performance against it’s performance 
target.
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OLD MUTUAL MULTI-MANAGERS  
INFLATION PLUS 1  -  3% STRATEGY

INVESTMENT OBJECTIVE
This investment strategy seeks to grow your capital and income at a steady pace. It invests in a range of portfolios diversified across 
various asset classes, asset managers and high-quality instruments, including South African and international cash, listed property 
and listed shares. It aims to achieve a return in the range of 1%-3% above inflation over rolling three-year periods. This policy based 
investment is specifically designed for institutional investors and is managed to comply with Regulation 28 of the Pension Funds 
Act of South Africa.

PERFORMANCE TARGET:
CPI +2%

THE MAIN INVESTMENTS
This investment strategy is made up of underlying portfolios, which invest in specialist asset classes managed by various asset 
managers. Generally, the strategy may invest in South African and international cash, fixed interest securities, listed shares and 
listed property. This strategy is considered to be relatively conservative and therefore mainly invests in low risk asset classes such as 
cash and fixed income. This ensures that the strategy provides the necessary capital protection during volatile periods, while also 
being positioned to benefit from rising markets. 

ASSET MANAGER PROFILES
Old Mutual Multi-Managers researches the market and appoints the most appropriate asset managers to manage the strategy’s 
underlying portfolios. After appointing asset managers, the investment team continually monitors the strategy, the underlying 
portfolios and the appointed managers and their investment processes to ensure that they remain appropriate. Old Mutual Multi-
Managers has selected a combination of asset managers to manage this strategy’s various underlying portfolios.
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OLD MUTUAL MULTI-MANAGERS  
INFLATION PLUS 3 -  5% STRATEGY

INCEPTION DATE: 30 June 2003 ASSETS UNDER MANAGEMENT: R4.9bn

COMMENTARY 

The Inflation Plus 3-5% strategy returned 6.5% per annum over the recommended minimum investment period of five years. 
Over the last 12 months, this strategy returned 11.1%.  

PERFORMANCE DATA TO 31 DECEMBER 2019
                                                                    % PERFORMANCE (P.A.)

1 YR 2 YRS 3 YRS 5 YRS 7 YRS 10 YRS SINCE INCEPTION

Old Mutual Multi-Managers Inflation Plus 3-5% Strategy 11.9% 3.5% 6.8% 7.1% 10.3% 11.7% 13.8%

Strategy Return Target 7.6% 8.4% 8.5% 8.9% 9.1% 9.1% 9.5%

CPI refers to the CPI (all urban areas) as provided by Statistics South Africa, effective 1 January 2009. Prior to January 2009, the CPIX (all metropolitan and urban areas) 
was used as the measure for inflation for our funds.

The benchmark returns shown here are a composite of the two measures. The previous month’s change in inflation is used as an estimate for the current month (since 
inflation numbers are released one month in arrears).
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LIKELY FUND RANGE OF RETURNS AND 
CURRENT RETURN*

The graph shows the strategy’s likely fund range of 
returns over different investment periods, based on 
the research team’s investigation and modelling. The 
diamonds indicate the current actual historical return 
over each period.

PERFORMANCE AGAINST 
STRATEGY OBJECTIVE* 
(SINCE INCEPTION)

   OLD MUTUAL MULTI-MANAGERS 
INFLATION PLUS 3-5% STRATEGY

   STRATEGY RETURN TARGET

The graph illustrates the 
Strategy’s performance against 
it’s performance target.
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OLD MUTUAL MULTI-MANAGERS  
INFLATION PLUS 3 -  5% STRATEGY

INVESTMENT OBJECTIVE
This investment strategy seeks to grow your capital and income at a reasonable pace. It invests in a range of portfolios diversified 
across various asset classes, asset managers and high-quality instruments, including South African and international cash, fixed 
interest securities, listed property and listed shares. It aims to achieve a return in the range of 3%-5% above inflation over rolling 
five-year periods. This policy based investment is specifically designed for institutional investors and is managed to comply with 
Regulation 28 of the Pension Funds Act of South Africa.

PERFORMANCE TARGET 
CPI +4%

THE MAIN INVESTMENTS
This investment strategy is made up of underlying portfolios, which invest in specialist asset classes managed by various asset 
managers. Generally, the strategy may invest in South African and international cash, fixed interest securities, listed shares and 
listed property. This strategy aims to achieve capital growth over a medium-term horizon and therefore has a moderate exposure 
to growth assets such as equities and a relatively lower exposure to income-generating asset classes.

ASSET MANAGER PROFILES
Old Mutual Multi-Managers researches the market and appoints the most appropriate asset managers to manage the strategy’s 
underlying portfolios. After appointing asset managers, the investment team continually monitors the strategy, the underlying 
portfolios and the appointed managers and their investment processes to ensure that they remain appropriate. Old Mutual Multi-
Managers has selected a combination of asset managers to manage this strategy’s various underlying portfolios.
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OLD MUTUAL MULTI-MANAGERS  
INFLATION PLUS 5 -  7% STRATEGY

INCEPTION DATE: 14 October 1999 ASSETS UNDER MANAGEMENT: R12.7bn

COMMENTARY 

The Inflation plus 5-7% strategy returned 9.3% per annum over the recommended minimum investment period of seven years. 
Over the last 12 months, this strategy returned 11.2%. 

PERFORMANCE DATA TO 31 DECEMBER 2019
                                                                    % PERFORMANCE (P.A.)

1 YR 2 YRS 3 YRS 5 YRS 7 YRS 10 YRS SINCE INCEPTION

Old Mutual Multi-Managers Inflation Plus 5-7% Strategy 12.1% 2.3% 6.4% 6.8% 10.7% 12.4% 13.5%

Strategy Return Target 9.6% 10.4% 10.5% 10.9% 11.1% 11.1% 11.9%

CPI refers to the CPI (all urban areas) as provided by Statistics South Africa, effective 1 January 2009. Prior to January 2009, the CPIX (all metropolitan and urban areas) 
was used as the measure for inflation for our funds.

The benchmark returns shown here are a composite of the two measures. The previous month’s change in inflation is used as an estimate for the current month (since 
inflation numbers are released one month in arrears).

LIKELY FUND RANGE OF RETURNS 
AND CURRENT RETURN*

The graph shows the strategy’s likely fund range 
of returns over different investment periods, 
based on the research team’s investigation and 
modelling. The diamonds indicate the current 
actual historical return over each period of the 
fund.
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PERFORMANCE AGAINST 
STRATEGY OBJECTIVE* 
(SINCE INCEPTION)

   OLD MUTUAL MULTI-MANAGERS 
INFLATION PLUS 5-7% STRATEGY 

   STRATEGY RETURN TARGET 

The graph illustrates the 
Strategy’s performance against it’s 
performance target.
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OLD MUTUAL MULTI-MANAGERS  
INFLATION PLUS 5 -  7% STRATEGY

INVESTMENT OBJECTIVE
This investment strategy seeks to grow your capital and income at a moderate  to high pace. It invests in a range of portfolios 
diversified across various asset classes, asset managers and high-quality instruments, including South African and international 
cash, fixed interest securities, listed property and listed shares. It aims to achieve a return in the range of 5-7% above inflation over 
rolling seven-year periods.

This policy based investment is specifically designed for institutional investors and is managed to comply with Regulation 28 of 
the Pension Funds Act of South Africa.

PERFORMANCE TARGET
CPI +6%

THE MAIN INVESTMENTS
This investment strategy is made up of underlying portfolios, which invest in specialist asset classes managed by various asset 
managers. Generally, the strategy may invest in South African and international cash, fixed interest securities, listed shares and 
listed property. This strategy aims to achieve high capital growth over a long-term horizon. It therefore has a high exposure to 
growth assets such as equities and minimum exposure to income-generating asset classes.

ASSET MANAGER PROFILES
Old Mutual Multi-Managers researches the market and appoints the most appropriate asset managers to manage the strategy’s 
underlying portfolios. After appointing asset managers, the investment team continually monitors the strategy, the underlying 
portfolios and the appointed managers and their investment processes to ensure that they remain appropriate. Old Mutual Multi-
Managers has selected a combination of asset managers to manage this strategy’s various underlying portfolios.
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OLD MUTUAL MULTI-MANAGERS  
DEFENSIVE BALANCED FUND

INCEPTION DATE: October 2002 ASSETS UNDER MANAGEMENT: R728 682 342.60

COMMENTARY

This quarter, the Fund returned 1.3% net with the FTSE/JSE All Share Index (ALSI) returning 4.6% and the All Bond Index (ALBI) 
1.7%. The local property sector was up 1.2%.

As at the end of December 2019, exposure to asset classes for the Defensive Balance Fund was as follows: domestic equities 25.0%, 
domestic bonds 20.0% and 25.0% in cash. Offshore is close to 20%. The Fund has also maintained exposure to alternative asset 
classes such as private equity at 4.4%. 

Over the past quarter, SIM returned 1.1%, Coronation 1.5% and Investec 2.1%.

5 YEAR ANNUALISED RISK ADJUSTED RETURNS
Return (%) Std Dev (%)

Absolute Defensive  7.3  4.6 

JSE SWIX  5.9  10.9 

JSE Capped SWIX (J433T)  4.9  10.2 

ALBI  8.4  7.3 

STeFI  7.0  0.2 

SA Listed Property  5.0  13.1 

MSCI World Index  14.9  14.4 

Equity 25.2%

Private Equity 4.4%

International Bonds 1.9%

International Cash 1.1%

International Equity 20.0%

Other 0.6%

Bonds 15.8%

Cash 23.4%

Index-linked Bonds 5.3%

Property 2.2%

ASSET ALLOCATION

MANAGER ALLOCATION

Absolute - Coronation 29.8%

Absolute - Investec 29.8%

Absolute - SIM 35.9%

Hedge Funds  -   

Private Equity 4.4%
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OLD MUTUAL MULTI-MANAGERS  
DEFENSIVE BALANCED FUND

FUND OBJECTIVE
The fund is an investment policy wrapped portfolio (in terms of the long term insurance act)  designed to target non-negative 
returns over rolling 12-month periods with a 4% real return expectation per annum over the long term (before fees). This policy 
based investment is specifically designed for institutional investors and is managed to comply with Regulation 28 of the Pension 
funds Act of South Africa. Investment objectives are not guaranteed.

BENCHMARK
‘The Old Mutual Defensive Balanced Fund and the underlying managers are measured against Headline CPI for all urban areas.  

TARGET 
Non negative returns over rolling 12 months with 4% real p.a. over the long term.

CALENDAR YEAR PERFORMANCE (%) 

2019 2018 2017 2016 2015

Fund 11.9% 0.9% 8.3% 4.0% 12.1%

Benchmark 7.6% 9.2% 8.6% 10.6% 8.7%

1. Returns for periods greater than 1 year are annualised.
2.    Where applicable all returns reflected are net of performance fees paid to underlying managers. Where net priced asset manager portfolios are used, returns stated 

are net of net priced asset manager fees and gross of Old Mutual Multi-managers fees.

HISTORIC RETURNS  
AS AT 31 DECEMBER 2019

  FUND 

  BENCHMARK 1.3%
0.4%

1.3%0.9%

11.9%

7.6%
6.9%

8.5%
7.3%

9.1%8.9% 9.1%
9.8%

9.1%
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OLD MUTUAL MULTI-MANAGERS  
MANAGED FUND

INCEPTION DATE: April 2000 ASSETS UNDER MANAGEMENT: R2 896 023 639.65

COMMENTARY

This quarter, the Fund returned 2.3% net with the FTSE/JSE All Share Index (ALSI) returning 4.6% and the All Bond Index (ALBI) 
1.7%. The local property sector was up 1.2%.

It was a positive 4th quarter. This is evident in the underlying manager returns, with Prudential returning 2.9%, Coronation 3.6%, 
Foord 3.0% and Allan Gray 2.9%. For the 12 months ending December 2019, Prudential returned 11.2%, Coronation 15.0%, Foord 
11.8% and Allan Gray 7.3%. 

The Fund has returned 12.6% net over the last 12 months.

MANAGER ALLOCATION

Coronation Balanced 30.0%

Prudential Balanced 30.1%

Foord Balanced 19.7%

Allan Gray 20.2%

5 YEAR ANNUALISED RISK ADJUSTED RETURNS
Return (%) Std Dev (%)

Managed Fund  6.2  7.3 

JSE SWIX  5.9  10.9 

JSE Capped SWIX 4.9 10.2

ALBI  8.4  7.3 

STeFI  7.0  0.2 

SA Listed Property  5.0  13.1 

MSCI World Index  14.9  14.4 

ASSET ALLOCATION
Equity 43.5%

International Other 0.5%

International Cash 0.7%

International Bonds 0.6%

International Equities 27.0%

Other 2.6%

Cash 4.3%

Property 4.6%

Index-linked Bonds 0.4%

Bonds 15.8%
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OLD MUTUAL MULTI-MANAGERS  
MANAGED FUND

FUND OBJECTIVE
The Fund is an investment policy wrapped portfolio (in terms of the Long Term Insurance Act) and aims to outperform the median 
of the Alexander Forbes Global Large Manager Watch (AFLMW) by maintaining the maximum equity exposure allowed under 
Prudential Investment Guidelines and also utilises the freedom to invest in property and alternative assets. Capital depreciation is 
possible. This policy based investment is specifically designed for institutional investors and is managed to comply with Regulation 
28 of the Pension funds Act of South Africa.

BENCHMARK
Median of Alexander Forbes Global Large Manager Watch.

TARGET
To outperform the median of the Global Large Manager Watch.

HISTORIC RETURNS  
AS AT 31 DECEMBER 2019

  FUND 

  BENCHMARK 

1. Returns for periods greater than 1 year are annualised.
2. All returns reflected are net of performance fees paid to underlying managers. Benchmark returns are gross of fees.
3. Returns stated are net of net priced asset manager fees and gross of Old Mutual Multi-Managers fees.

1.5%

10.9%

6.6% 6.4%6.7%

3.3%

6.2%

12.6%

5 Years3 Years1 Year3 months1 month

1.5%

2.8%

CALENDAR YEAR PERFORMANCE (%) 

YTD 2018 2017 2016 2015

Fund 12.6% -3.5% 11.8% 3.5% 7.2%

Benchmark 10.9% -2.0% 11.5% 3.3% 9.1%

3 YEARS  
ROLLING RETURNS

  FUND 

  BENCHMARK  
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OLD MUTUAL MULTI-MANAGERS  
MONEY MARKET FUND

INCEPTION DATE: August 2000 ASSETS UNDER MANAGEMENT: R857 196 735.70 

COMMENTARY

The investments are diversified across a number of issuers and instruments and are therefore considered less risky than a deposit 
with any one bank. According to the most recently available data, the Strategy’s weighted average maturity is 118 days. The 
Strategy’s term exposure is biased towards the short end of the money market curve with close to 80% of instruments within six 
months of maturity. More than 98% of the strategy was exposed to F1/F1+ rated investments.

MANAGER ALLOCATION

Coronation Balanced 30.0%

Prudential Balanced 30.1%

Foord Balanced 19.7%

Allan Gray 20.2%

5 YEAR ANNUALISED RISK ADJUSTED RETURNS
Return (%) Std Dev (%)

Managed Fund  6.2  7.3 

JSE SWIX  5.9  10.9 

JSE Capped SWIX 4.9 10.2

ALBI  8.4  7.3 

STeFI  7.0  0.2 

SA Listed Property  5.0  13.1 

MSCI World Index  14.9  14.4 

ASSET ALLOCATION
Equity 43.5%

International Other 0.5%

International Cash 0.7%

International Bonds 0.6%

International Equities 27.0%

Other 2.6%

Cash 4.3%

Property 4.6%

Index-linked Bonds 0.4%

Bonds 15.8%
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OLD MUTUAL MULTI-MANAGERS  
MONEY MARKET FUND

FUND OBJECTIVE    
The Fund is an investment policy wrapped portfolio (in terms of the Long-Term Insurance Act) aimed to target 50 basis points 
(before fees) above inflation over the medium to long term. This policy-based investment is specifically designed for institutional 
investors and is managed to comply with Regulation 28 of the Pension funds Act of South Africa.    

BENCHMARK    
The Money market Fund is measured against STeFI 3 month.    

TARGET    
STeFI + 0.5% p.a. over the medium to long term.    

1. Returns for periods greater than 1 year are annualised.
2.  Where applicable all returns reflected are net of performance fees paid to underlying managers. Where net priced asset manager portfolios are used, returns stated 

are net of net priced asset manager fees and gross of Old Mutual Multi-Managers fees.

HISTORIC RETURNS  
AS AT 31 DECEMBER 2019

  FUND 

  BENCHMARK 

8.2%

7.0%
7.9%

6.8%
7.3% 7.2%

6.5% 6.3%

2.0%

0.6%

1.6%

0.6%

8.3%

6.9%

10 Years7 Years5 Years3 Years1 Year1 month 3 months

5 YEARS CUMULATIVE 
RETURNS

  FUND 

  BENCHMARK 
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OLD MUTUAL MULTI-MANAGERS  
BALANCED TRACKER FUND

INCEPTION DATE: October 2019 ASSETS UNDER MANAGEMENT: R162 551 978.12  

COMMENTARY

These strategies are managed in line with the comparable OMMM Inflation Plus strategies in terms of tactical asset allocation.  
The underlying asset classes are however managed on a passive basis.

ASSET ALLOCATION
SA Equity 48.0%

Global Fixed Income 6.0%

Global Property 3.0%

Global Equity 21.0%

SA Cash 6.0%

SA Bonds 11.0%

SA Listed Property 5.0%

FUND SPECIFIC COMMENTARY

ONE MONTH RETURN  
AS AT 31 DECEMBER 2019

  FUND 

  BENCHMARK 

1.4%

BenchmarkFund

0.5%

FUND OBJECTIVE    
This investment strategy seeks to grow your capital and income at a moderate to high pace. It invests in a range of portfolios 
diversified across various asset classes, asset managers and high-quality instruments, including South African and international 
cash, fixed interest securities, listed property and listed shares. It aims to achieve a return in the range of 4%-6% above inflation 
over rolling seven-year periods.

This policy based investment is specifically designed for institutional investors and is managed to comply with Regulation 28 of 
the Pension Funds Act of South Africa.   

BENCHMARK    
CPI +5% p.a.    

TARGET    
CPI + 4 - 6% p.a. above inflation over the long term.

1. Returns for periods greater than 1 year are annualised.
2. All returns reflected are net of performance fees paid to underlying managers. Benchmark returns are gross of fees.
3. Returns stated are net of net priced asset manager fees and gross of Old Mutual Multi-Managers fees.

HISTORIC RETURNS  
AS AT 31 DECEMBER 2019

  FUND 

  BENCHMARK 

1.4%

11.6%

10.4%
10.8%

8.0%

3.3%

7.6%

13.3%

5 Years3 Years1 Year3 months1 month

0.5%

2.2%
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OLD MUTUAL MULTI-MANAGERS  
MODERATE TRACKER FUND

INCEPTION DATE: October 2019 ASSETS UNDER MANAGEMENT: R12 078 133.40 

COMMENTARY

These strategies are managed in line with the comparable OMMM Inflation Plus strategies in terms of tactical asset allocation.  
The underlying asset classes are however managed on a passive basis.

ASSET ALLOCATION
SA Equity 41.0%

Global Fixed Income 8.0%

Global Property 3.0%

Global Equity 19.0%

SA Cash 10.0%

SA Bonds 14.0%

SA Listed Property 5.0%

FUND SPECIFIC COMMENTARY

FUND OBJECTIVE    
This investment strategy seeks to grow your capital and income at a reasonable pace. It invests in a range of portfolios diversified 
across various asset classes, asset managers and high-quality instruments, including South African and international cash, fixed 
interest securities, listed property and listed shares. It aims to achieve a return in the range of 3%-5% above inflation over rolling 
five-year periods. 

This policy based investment is specifically designed for institutional investors and is managed to comply with Regulation 28 of 
the Pension Funds Act of South Africa.   

BENCHMARK    
CPI +4% p.a.    

TARGET    
CPI + 3 - 5% p.a. above inflation over the long term.   

1. Returns for periods greater than 1 year are annualised.
2. All returns reflected are net of performance fees paid to underlying managers. Benchmark returns are gross of fees.
3. Returns stated are net of net priced asset manager fees and gross of Old Mutual Multi-Managers fees.

HISTORIC RETURNS  
AS AT 31 DECEMBER 2019

  FUND 

  BENCHMARK 

1.2%

10.1%
9.2%

9.6%

8.0%

3.0%

7.7%

12.9%

5 Years3 Years1 Year3 months1 month

0.4%

1.9%

ONE MONTH RETURN  
AS AT 31 DECEMBER 2019

  FUND 

  BENCHMARK 

1.2%

BenchmarkFund

0.4%
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OLD MUTUAL MULTI-MANAGERS  
CONSERVATIVE TRACKER FUND

INCEPTION DATE: October 2019 ASSETS UNDER MANAGEMENT: R767 559.84

COMMENTARY

These strategies are managed in line with the comparable OMMM Inflation Plus strategies in terms of tactical asset allocation.  
The underlying asset classes are however managed on a passive basis.

ASSET ALLOCATION
SA Equity 14.0%

Global Fixed Income 10.0%

Global Property 3.0%

Global Equity 12.0%

SA Cash 38.0%

SA Bonds 18.0%

SA Listed Property 5.0%

FUND SPECIFIC COMMENTARY

FUND OBJECTIVE    
This investment strategy seeks to grow your capital and income at a steady pace. It invests in a range of portfolios diversified across 
various asset classes, asset managers and high-quality instruments, including South African and international cash, listed property 
and listed shares. It aims to achieve a return in the range of 1%-3% above inflation over rolling three-year periods.

This policy based investment is specifically designed for institutional investors and is managed to comply with Regulation 28 of 
the Pension Funds Act of South Africa.   

BENCHMARK    
CPI +2% p.a.    

TARGET    
CPI + 1 - 3% p.a. above inflation over the long term.   

1. Returns for periods greater than 1 year are annualised.
2. All returns reflected are net of performance fees paid to underlying managers. Benchmark returns are gross of fees.
3. Returns stated are net of net priced asset manager fees and gross of Old Mutual Multi-Managers fees.

HISTORIC RETURNS  
AS AT 31 DECEMBER 2019

  FUND 

  BENCHMARK 

0.6%

7.0% 6.8%
7.3%

8.0%

1.8%

7.8%

10.9%

5 Years3 Years1 Year3 months1 month

0.3%

1.1%

ONE MONTH RETURN  
AS AT 31 DECEMBER 2019

  FUND 

  BENCHMARK 

0.6%

BenchmarkFund

0.3%
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DEFENSIVE BALANCED FUND
The Defensive Balanced Fund returned 1.3% over the quarter, 11.9% over one year and 7.3% annualised over five years. 

SIM
An impressive rally in risk assets was seen in December on the back of encouraging developments in two of the issues that had 
troubled markets the most over the course of the year – the trade war between the US and China, and the potential of a no- 
deal Brexit. 

Developments in South Africa remain much less upbeat however. Data releases continue to suggest that the final quarter of  
2019 was a very weak one for growth, with the Absa Purchasing Managers’ Index remaining below the neutral level of 50 for each 
of the 4 months to November and the SACCI Business Confidence Index for November, at 92.7, staying well below the key 100 
level. In addition, October’s manufacturing output contracted by 0.8%, following a 2.4% contraction in September, while the same 
month’s mining production fared even worse, declining by 2.9%. Eskom also imposed a severe load-shedding schedule on the 
country, including the implementation of “Stage 6” load-shedding at some point, something that would have done more damage 
to the economy’s flagging prospects. Some crumbs of comfort could be found from a CPI print of 3.6%, which keeps alive some 
hopes of an interest rate cut when the SARB’s Monetary Policy Committee meets in mid-January. 

In December, SIM rolled maturing derivative structures against our general local equity position as well as against Naspers. The 
manager added further bond exposure through a derivative structure on the R186, as lower inflation and a stronger rand should 
be supportive for bond returns. SIM also participated in a new fixed rate corporate bond issued during the month. Holdings of cash 
and short-term interest-bearing instruments increased marginally. In the Fund’s offshore allocation, SIM increased protection on 
equities, resulting in an effective reduction in the asset class. On the back of a strong month for the rand (+4.6%), the manager also 
took profits on currency hedges that had been in place.

CORONATION
The Fund showed a commendable return for the year, returning over 11% with a real return in excess of 7%. Major contributors 
for the year include Northam Platinum (up an incredible 185% for the year!), Naspers, British American Tobacco, Anglo American 
and Altron. The strong returns in resource stocks were driven by the huge increase in the price of the platinum group metals, 
Platinum, Palladium and Rhodium, which finally reacted to the increasing deficits and continued strong demand from auto 
manufacturers. Detracting from performance was Sasol, Shoprite, Nedbank, Advtech and Woolworths. On an asset class level, 
domestic equities and domestic bonds contributed to performance while domestic property stocks were the laggards. However, 
as would be expected, foreign assets were the best performing asset class.

Coronation increased our exposure to the South African bond market due to the highly attractive real yields on offer. The bond 
component of our portfolio carries a yield of more than 9% and therefore, relative to inflation, a comfortable margin of safety. 
It remains difficult for companies linked to the South African economy to meaningfully grow earnings due to a lack of top line 
growth in almost every sector. Without a rise in consumer and business confidence, spending will remain depressed. Exposure to 
equities is therefore still skewed towards the global stocks listed on the JSE, such as Naspers, British American Tobacco, Anheuser 
Busch and others. Exposure to the so-called SA Inc stocks is held mostly through banks and defensive retailers with very limited 
exposure to cyclical domestic stocks. The banks that Coronation is exposed to are now trading on multiples last seen in 2002. 

Looking forward, Coronation is of the view that the targeted return of inflation-beating returns is achievable. The bond component 
alone has a high enough yield to deliver the required real return and is supported by a good selection of quality domestic and 
global equities that are reasonably valued. It is, however, crucial that government passes a budget early in the New Year that 
adequately addresses the deteriorating fiscal situation.

INVESTEC
The portfolio had a good year in 2019 and generated a strong inflation-beating return. The local equity component was a positive 
contributor to returns over the quarter. Here, holdings in British American Tobacco led performance as the company’s shares rallied 
as the US Food and Drug Administration agency clarified its views on vaping products. Key positions in Mediclinic International 
and Assore also contributed positively to returns.

The local bond component was the second largest contributor to performance, with holdings in South African government 
bonds delivering solid returns over the period. The stronger rand proved a headwind for the offshore component of the portfolio, 
investments in Nestlé, Anheuser-Busch InBev and Intuit, detracting from performance. The commodity holding in the NewGold 
exchange-traded fund (ETF) also detracted from returns, in rand terms. 
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Investec’s preferred asset class remains global equity. The global equities held Investec trade on similar valuation metrics to the 
MSCI ACWI, but collectively generate significantly higher returns on capital than the other companies in the market.

The outlook for the South African economy remains bleak. The Medium-Term Budget Policy Statement released in October 
revealed a deteriorating fiscal situation. There appears to be little political appetite to rein in government expenditure which 
continues to grow faster than tax revenue. Failing state-owned entities require ongoing bailouts from the state. South Africa 
desperately needs growth. However, factors such as policy uncertainty, an inflexible labour market and the lack of a reliable 
electricity/water supply do not inspire investor confidence. Consumers are under immense pressure and business confidence is 
similarly at depressed levels. GDP growth for 2019 will likely come in below 0.5%. 

Despite this low growth outlook, South Africa’s real interest rates remain among the highest in the world. Given these high real 
rates, the weak outlook for economic growth and the low inflation expectations, there is room for the South African Reserve Bank 
(SARB) to cut interest rates further. Locally, the best opportunity remains South African government bonds. With yields of around 
9%, these instruments offer higher risk-adjusted return potential than the retail, banking and property sectors.

As at the end of December 2019, exposure to asset classes for the Absolute Defensive Balance Fund was as follows: domestic 
equities 25.0%, domestic bonds 20.0% and 25.0% in cash. Offshore is close to 20%. The Fund has also maintained exposure to 
alternative asset classes such as private equity at 4.4%. 

Over the past year, SIM returned 8.3%, Coronation 6.5% and Investec 8.7%.
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    SOUTH AFRICAN EQUITY – PRUDENTIAL PORTFOLIO MANAGERS

Prudential is a relative value manager and invests in shares that are trading below their intrinsic 
values. The portfolio returned 3.5% over the last year, underperforming its benchmark by 3.3% on 

a net basis. Prudential’s underperformance, relative to the benchmark, was driven by underperforming overweight positions in 
Sasol, Sappi and Sun International, as well as underweights to gold and platinum mining stocks. Prudential continues to hold 
resources stocks with exposure to global growth and foreign currency earnings like Anglo American, Exxaro, Sasol and Sappi, as 
well as global giants such as Naspers and British American Tobacco. The manager maintains overweight exposure to financial 
shares including Old Mutual, Standard Bank, Investec and Absa, which have offered attractive valuations with relatively high 
dividend yields. In the fourth quarter, Prudential’s returns were supported by a rally in UK shares Quilter and Capital & Counties, 
thanks to a strong Brexit-related rebound in the UK market. The manager took some profits on these holdings in December. 
They remain underweight local retail stocks given the pressure under which local consumers find themselves. Prudential expects 
the South African consumer to remain under continual pressure in 2020, with consumer and business confidence remaining 
depressed. However, they believe that the equity market looks to price the future, and with valuations approaching all-time lows 
they believe that even modest indications of progress could produce reasonably good returns for investors. 

PRUDENTIAL TOP 10 HOLDINGS

Rank Security % Rank Security %
1 Naspers Ltd 10.5 6 Absa Group Ltd 5.1

2 Standard Bank Group Ltd 6.9 7 MTN Group Ltd 4.6

3 British American Tobacco Plc 6.9 8 Impala Platinum Holdings Ltd 4.1
4 Anglo American Plc 6.3 9 Prosus NV 3.6
5 Sasol Ltd 5.2 10 Old Mutual Ltd 3.5

    SOUTH AFRICAN EQUITY – CORONATION FUND MANAGERS

Coronation’s valuation-driven process aims to identify mispriced assets trading at discounts or 
premiums to their long-term values. The portfolio returned 12.5% over the last year, outperforming 

its benchmark by 5.8% on a net basis. Coronation’s outperformance, relative to the benchmark, over this time period was largely 
driven by outperforming overweight positions in Northam Platinum, British American Tobacco, Impala Platinum and Quilter. 
While Coronation’s equity portfolio remains significantly exposed to offshore stocks, given their attractive valuations, Coronation 
has added to selected domestic holdings where they see value. Within financials, Coronation prefers exposure to banks over life 
insurers, given their attractive valuations and dividend yields. However, they believe that while the local banks have done a good 
job of protecting earnings with a strong focus on costs, an uptick in domestic growth is needed to return the banks to a stronger 
growth trajectory. Coronation also maintains a reasonable exposure to resources, with a large weighting to Platinum Group Metals 
(PGM) stocks based on their assessment of their long-term fair value. The manager has been adding to their Sasol exposure on the 
back of share price weakness but, given the risks, are managing the position size carefully.

CORONATION TOP 10 HOLDINGS

Rank Security % Rank Security %
1 Naspers Ltd 10.6 6 Quilter Plc 4.1

2 British American Tobacco Plc 8.4 7 Nedbank Group Ltd 3.7

3 Anglo American Plc 6.3 8 Shoprite Holdings Ltd 3.4
4 Prosus NV 5.4 9 Northam Platinum Ltd 3.3
5 FirstRand Ltd 4.6 10 Sasol Ltd 3.2



42Q4 INSTITUTIONAL REPORT

    SOUTH AFRICAN EQUITY – INVESTEC ASSET MANAGEMENT

Investec’s investment process looks to identify companies that have upward earnings revisions 
that are trading at reasonable valuations. Investec was added as a manager in November 2019 and 

performance will be reported on over time as a longer track record develops. While Investec’s views for 2020 are upbeat, they 
remain cautious. The manager believes that emerging market growth relative to US growth is accelerating from a depressed 
earnings base, leaving room for sharp upswings, and South Africa stands to potentially benefit from this scenario. In line with 
their investment philosophy, Investec prefers to invest in companies where future earnings expectations are being revised higher. 
They are still finding these opportunities in companies such as Impala Platinum, Sibanye-Stillwater, Capitec and British American 
Tobacco. The manager believes that if global growth continues to improve and central banks maintain the accommodative 
mantra, then this will provide a favourable environment for risk assets. 

INVESTEC TOP 10 HOLDINGS

Rank Security % Rank Security %
1 Naspers Ltd 10.3 6 Sanlam Ltd 4.1

2 Impala Platinum Holdings Ltd 6.5 7 Anglo American Plc 4.1

3 FirstRand Ltd 5.1 8 Absa Group Ltd 3.6
4 Prosus NV 4.5 9 Anglo American Platinum Ltd 3.5
5 Sibanye-Stillwater 4.1 10 Capitec Bank Holdings Ltd 3.4

   SOUTH AFRICAN EQUITY – MAZI CAPITAL

Mazi Capital follows a long-term, fundamental investment approach with a bias for quality 
companies. Mazi returned 2.8% over the last year, underperforming its benchmark by 4.0% on a 

gross basis. The underperformance, relative to the benchmark, was mostly driven by underperforming overweight positions in 
Sasol and KAP, as well as underweight positions in some of the strong performing gold and platinum miners. Mazi believe that 
their portfolio is positioned to continue to take advantage of their high conviction investment ideas, which are companies in 
different sectors that have varying drivers of delivering value. Based on fundamentals, they expect their portfolio to outperform 
given the attractive returns that they expect from these high conviction ideas. Whilst the manager is mindful of short-term market 
volatility and a seeming disregard for fundamentals, Mazi believes that these do eventually get appreciated and reflected in the 
way companies then trade. It will be at these points that the manager expects to be rewarded for identifying the companies with 
attractive fundamental factors.  

MAZI TOP 10 HOLDINGS

Rank Security % Rank Security %
1 Naspers Ltd 9.7 6 Old Mutual Ltd 4.7

2 Anglo American Plc 7.4 7 British American Tobacco Plc 3.9

3 Sasol Ltd 6.7 8 Impala Platinum Holdings Ltd 3.8
4 FirstRand Ltd 6.2 9 Investec Plc 3.5
5 Standard Bank Group Ltd 5.5 10 BHP Group Plc 3.4

    SOUTH AFRICAN EQUITY – SENTIO CAPITAL MANAGEMENT

Sentio Capital Management follows a fundamentally-based investment philosophy and process 
that gives due consideration to risk management in their portfolio construction process through the 

use of quantitative methods. Sentio returned 5.3% over the last year, underperforming its benchmark by 1.5% on a gross basis. 
Their underperformance, relative to the benchmark, was driven by an underperforming overweight position in Sappi, as well as 
underweight positions in strong performers such as Sibanye, Impala Platinum and BidCorp. Heading into 2020, Sentio remains 
constructive on global markets, with a small tilt in the portfolios to global value. With regards to South Africa, the manager is more 
cautious on ‘SA Inc’ exposed companies given the weak SA growth environment on the back of the Eskom power crisis and a weak 
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SA Fiscal position. Hence, Sentio is overweight resources (diversified miners and platinum miners) and global cyclicals. They are 
underweight ‘SA Inc’, where they prefer quality companies that are less exposed to the weak SA economy or companies that are 
priced for the weak earnings outlook from a valuation perspective. As a hedge, Sentio also owns some defensive global rand-hedges 
in the portfolio that they believe are fundamentally cheap.

SENTIO CAPITAL TOP 10 HOLDINGS

Rank Security % Rank Security %
1 Naspers Ltd 8.3 6 FirstRand Ltd 4.4

2 Prosus NV 5.9 7 Absa Group Ltd 3.9

3 British American Tobacco Plc 5.4 8 Standard Bank Group Ltd 3.8
4 Anglo American Plc 5.3 9 MTN Group Ltd 3.6
5 Sanlam Ltd 4.6 10 Anglo American Platinum Ltd 3.6

    SOUTH AFRICAN LONG/SHORT EQUITY – CORONATION

Gavin Joubert manages the hedge fund along with Quinton Ivan. Gavin is also responsible for the 
Global Emerging Markets Fund, while Quinton manages the Core Equity Fund and is co-head of 

equity research. The Fund is long-term, bottom-up, valuation driven investing predominantly in Large Caps. Presidio was up 4.7% 
during the fourth quarter and 55 basis points behind the Capped SWIX equity benchmark. The biggest contributors to returns 
were long positions to Aspen, Quilter and Impala Platinum as well as a Telkom short, while a long position in AB Inbev and short 
positions in Clicks and Capitec detracted. The Fund was up 17.3% for the one-year period to December 2019, 10.5% ahead of the 
local equity market. 
    

    SOUTH AFRICAN LONG/SHORT EQUITY – 36ONE ASSET MANAGEMENT

36ONE is one of the longest running hedge fund businesses in the industry, founded in 2004. 
Formed by Cy Jacobs and Steven Liptz, the investment approach is centred on the principle that 

the market does not efficiently price securities at all times. 36ONE therefore believes that stock selection through bottom-up 
fundamental analysis can outperform over time. The primary focus is on value investment within the South African equity market 
but attractive growth shares and opportunities in other asset classes and/or geographies may also be explored. 36ONE was up 
1.8% and underperformed the Capped SWIX by 3.5% during the fourth quarter, largely at the back of short positions in Omnia and 
Clicks and a long position in AB InBev. Long positions in Impala Platinum, Northam Platinum and Sibanye Gold were amongst 
the largest contributors to performance. The Fund was up 17.5% over the last 12-month period to December 2019, 10.7% ahead of 
the Capped SWIX.

    SOUTH AFRICAN LONG/SHORT EQUITY – BATELEUR CAPITAL                                                     

Founded in 2005 by brothers Kevin and Mark Williams, the business is managed on bottom-up 
fundamental analysis with a considerable amount of time spent on research. The investment team 

focuses on under-researched stocks predominantly in the large and mid-cap space. They also focus on macro fundamentals and 
the effect of this on asset valuations. The Fund was down 1.1% and 4.2% behind the Capped SWIX at the end of the fourth quarter. 
The biggest detractors to returns were the exposures to AB InBev, Adcock Ingram and Mpact, while long positions in Remgro and 
Sasol detracted and British American Tobacco contributed to returns. The Fund recorded an annual return of 1.3% over the last 12 
months to December 2019, 5.5% behind the local equity market (Capped SWIX).



44Q4 INSTITUTIONAL REPORT

    SOUTH AFRICAN LONG/SHORT EQUITY – STEYN CAPITAL LONG SHORT

André Steyn has a background of managing hedge funds in New York and London. His forensic audit 
skills allow him to identify balance sheet discrepancies, which make his process highly unique. The 

Steyn Capital Long/Short Fund was launched in May 2009 and is closed to new flows in order to preserve its opportunity set. It 
re-opened to flows in 2018 at the back of disinvestments, which freed up capacity. The Fund differs from the large cap offering in 
that it may invest in small cap and fledgling stocks. The Fund was up 1.5% and 3.8% behind the Capped SWIX during the fourth 
quarter. The biggest detractors were exposures to Stefanutti, Sun International and Trencor, while positions in Motus, Quantum 
Foods and Massmart contributed positively to returns. The Fund struggled and posted 11.2% for the 12-month period to December 
2019, 4.4% behind the local equity market. 

    SOUTH AFRICAN LONG/SHORT EQUITY – NITROGEN LONG SHORT EQUITY                                     

The business was founded in 1998 by brothers Rowan and Lance as a private equity business. In 
2006, the Nitrogen hedge fund was launched using the skills learnt from private equity investing. The 

Nitrogen Fund is a low volatility long/short equity hedge fund trading in the South African equity market. The Fund is managed on 
a fundamental basis with a value bias. The Fund consists of two books – a long-term fundamental book and an active short-term 
trading book. Nitrogen posted a 1.1% return during the fourth quarter, 4.2% behind the local equity market. The Fund was up 6.6% 
and 13 basis points behind the equity market over the 12-month period to December 2019.

    SOUTH AFRICAN LISTED PROPERTY – CATALYST FUND MANAGERS

Catalyst invests in well-managed listed property companies that deliver high levels of income and 
long-term capital appreciation at appropriate levels of risk. During the fourth quarter of 2019, the 

Catalyst portfolio was up 0.49% and 68 basis points (bps) behind its benchmark on a net basis. The benchmark underperformance 
was mostly driven by overweight allocation to Rebosis A, Nepi Rockcastle and Hyprop, which underperformed the benchmark 
and underweight allocation to Redefine PLC and Sirius which outperformed the benchmark. The Fund finished the year down  
34 bps and 6 bps behind the All Property benchmark. According to Catalyst, the future and going concern risk of Eskom and some 
of South Africa’s other large SOEs, coupled with the uncertainty surrounding the country’s credit rating, continue to be headwinds 
to the country’s growth prospects and foreign direct investment. Valuers have started adjusting assumptions on future market 
rental growth downwards across all sectors, which has led to write-downs in property valuations. In Catalyst’s view, there is a risk of 
further write-downs given weak property fundamentals and limited transactional evidence. They continue to see strong economic 
growth in Central Eastern Europe and anticipate muted growth and further volatility from the United Kingdom. Muted growth 
and weak property fundamentals will, in their view, continue to weigh on a recovery in the sector in the short term. They anticipate 
total returns in the short term to be driven by the income yield component rather than capital growth. The sector is currently 
trading at a forward yield of 10%, with growth in distributions forecasted to be below inflation in the short to medium term.

    SOUTH AFRICAN LISTED PROPERTY – SESFIKILE CAPITAL

Sesfikile is a specialist listed property manager that believes in long-term value investing, while also 
taking advantage of short-term property-specific growth opportunities. In the fourth quarter of  

2019, Sesfikile underperformed the All Property Index by 17 bps on a net basis. This was mostly at the back of underweight 
exposure to Redefine International PLC. Over the last 12 months, the portfolio was up 3.0% and 3.4% ahead of the benchmark on 
a net basis. The results season towards the end of the year, in Sesfikile’s view, was generally more upbeat relative to expectations; 
primarily from Redefine, Investec, Vukile and Equites, but this failed to inspire any real confidence. They expect 2020 will to be 
another volatile year, with global tensions and possible wars, be it trade or other. Their outlook for global growth is still muted 
which they believe should see bond yields remain low and supportive to property prices. Locally, Eskom and Moody’s remain key 
risks; more so Eskom who is the root cause of the potential Moody’s downgrade (which the market has started to come to terms 
with) amongst other tribulations. Based on their best estimates, which have led Sesfikile to a total return for the calendar year 
of circa 7.5% of which around 9% is distribution and the balance -1.6% being a capital decline. They continue to highlight the 
importance of stock picking and stock avoidance.
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  INTERNATIONAL PROPERTY – BLACKROCK

The BlackRock World Real Estate Securities strategy employs a fundamental, bottom-up approach 
to stock selection, aided by a macro-environment and capital markets overlay. The Fund was the 

best performing building block manager, up 1.8% during the quarter and 10 bps ahead of the benchmark net of fee rebates. Over 
the last 12 months, the BlackRock portfolio was up 24.5%, 2.6% ahead of the benchmark. Geographically, the BlackRock portfolio 
was broadly in line with the benchmark, but slightly overweight to the EMEA region, with overweights in Europe Ex UK and 
underweights to United Kingdom contributing to this active position. 

BlackRock maintains their conviction around select, well-located and well-curated retail real estate. The manager increased 
exposure to US Specialty, US Triple Net and US Healthcare and Lab, while exposure to US Office and US Residential was reduced. 
In Asia Pacific, they increased exposure to Australian REIT, Australian Developer, Japanese REIT, Hong Kong Developer and 
Singapore Developer, and reduced exposure to Japanese Developer, Singapore REIT, Chinese Developer and Indonesia Developer. 
The manager increased their exposure to UK majors and Eurozone ex Finland Office & Industrial and reduced exposure to UK: 
Small & Mid-Cap and UK: Majors. 

 INTERNATIONAL PROPERTY – CATALYST FUND MANAGERS

During the fourth quarter, Catalyst returned 1.0% and 74 bps behind the benchmark. Over the last 
12 months, the Fund was up 24.9% net of fee rebates and 3.1% ahead of the benchmark. Sectorally, 

the portfolio is notably overweight to residential, healthcare and specialty sectors relative to the benchmark, while underweight 
to diversified, retail, hotels and office sectors. Geographically, the manager maintains an underweight to Japan and Singapore, 
is overweight the US, while in Europe, they favour the Netherlands and the UK, but are underweight to France and Germany. The 
portfolio is currently underweight to the Asia-Pacific region, with an overweight allocation to Hong Kong.

The economic backdrop in developed markets remains positive for real estate. GDP growth, although moderate, continues to tick 
along with consensus expectations for growth over the next few years to be similar to the recent past, while unemployment is near 
historic lows. Catalyst believes that global real estate operating fundamentals remain healthy mainly due to manageable supply 
levels relative to demand. They maintain that the global listed real estate sector appears to be fairly priced, while more attractively 
priced opportunities exist in specific real estate sectors and stocks.

 INTERNATIONAL PROPERTY – RESOLUTION CAPITAL

Resolution Capital are long-term, bottom-up stock selectors with a focus on high quality companies 
with strong balance sheets (low leverage), recurring earnings growth driven largely from rental 

activities and good stewardship (aligned management). They are benchmark agnostic investors and employ a multi-counsellor 
approach. Resolution was up 39 bps during the fourth quarter, net of fee rebates and 1.4% behind the benchmark. The Fund is 
overweight to America and UK and underweight to Europe Ex UK and the Asia-Pacific region within which they are overweight 
Hong Kong relative to the benchmark. Over the last 12 months, the Fund was up 24.6% and 2.7% ahead of the benchmark.
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 INTERNATIONAL EQUITY – STATE STREET – GINSGLOBAL

GinsGlobal invests using index management techniques (developed by the State Street Group), 
designed to track the performance and risk of the MSCI World Index as consistently as possible. As at 

31 December 2019, the portfolio returned 1.3% (net of manager fees), underperforming the benchmark by 0.4%. A passive portfolio 
will often lag its benchmark performance due to costs and fees.

TOP 10 HOLDINGS

Rank Security % Rank Security %
1 Apple Inc 3.1 6 JPMorgan Chase & Co 1.0

2 Microsoft Corp 2.6 7 Alphabet-CI A 1.0

3 Amazon.com 1.7 8 Johnson & Johnson  0.9
4 Facebook 1.2 9 Visa Inc 0.8
5 Alphabet-CI C 1.0 10 Nestle SA 0.7

 INTERNATIONAL EQUITY – ORBIS

Orbis is a contrarian, long-term, value manager that follows a bottom-up stock selection process. The 
portfolio returned 21.1% during the past 12-month period ending 31 December 2019, underperforming 

the MSCI All Country World Index by 5.5%. The contrarian nature of the manager’s stock selection process means that the strategy 
will tend to hold businesses that are currently disliked by the market and are trading at depressed prices, which in turn could 
lead to periods of short-term underperformance but where the manager has identified catalysts of unlocking potential value. The 
fourth quarter of 2019 saw particularly strong global markets where most major indices in the US reached record highs. Fueling 
the positive sentiment was the reduction of risks that had dragged markets down in the third quarter. Trade worries were quelled 
by the clarity of a phase-one deal (expected to be signed in January) as the world’s two largest economies – USA and China – 
seemingly found some common ground in their negotiations. The Fund positioning, while bottom-up, still holds an underweight 
to North America, an overweight to emerging markets relative to the benchmark, and an overweight to Asia ex-Japan, relative to 
the benchmark. The largest stock detractors over the period were AbbVie (-1.4%), Imperial Brands (-1.1%) and Jardine Matheson 
Holdings (-0.7%). The largest contributors to alpha were Celgene (1.3%), XPO Logistics (0.7%) and Facebook (0.6%). In terms of 
portfolio activity, both Celgene and Naspers were trimmed while Toyota Motor was bought and British American Tobacco was 
upweighted.

TOP 10 HOLDINGS

Rank Security % Rank Security %
1 Netease 8.7 6 Honda Motor 3.1

2 British American Tobacco  6.2 7 Bayerische Motoren Werke 3.1

3 XPO Logistics 5.1 8 Anthem 3.0
4 AbbVie 4.5 9 Sumitomo 2.7
5 Sberbank 3.7 10 Taiwan Semiconductor  2.7

 INTERNATIONAL EQUITY: BAILLIE GIFFORD 

The Baillie Gifford Global Alpha Fund was added to the global equity strategy in December 2015 to 
achieve more balance in this building block, particularly from an investment style perspective. Baillie 

Gifford’s philosophy stems from the belief that share prices ultimately follow earnings. They achieve this by identifying companies 
they believe enjoy sustainable, competitive advantages in their industries and that will grow earnings faster than the market 
average. The portfolio returned -0.5% during the past 12-month period ending 31 December 2019, underperforming the MSCI All 
Country World Index by 1.9%. Global equities, and in particular global growth stocks, performed well during the quarter bringing  
up a significantly strong year of returns. The abatement of various global issues concurrent to progress of global trade talks  
prompted equity markets higher. The Fund performed particularly well, all regional stock exposures outperformed their respective 
regional benchmarks. An overweight to Emerging Markets added a relative contribution of 0.7% to the fund. Good stock selection 
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in North America was somewhat offset by an underweight to the region, however not enough to cause a negative relative 
contribution as 1.6% of performance was attributed to the region. Industrials and financials were the two largest contributing 
sectors. While at a stock level, the largest relative contributors were Alibaba (0.4%), Prudential (0.4%) and Tesla (0.3%). While 
the largest detractors included (not holding) Apple (-0.5%), Service Corporation International (-0.1%) and Markel (-0.1%). New 
purchases included only Teladoc. While complete sells were limited to Persol Holdings.

TOP 10 HOLDINGS

Rank Security % Rank Security %
1 Alibaba 3.2 6 Mastercard 2.5

2 Amazon.com 3.0 7 Anthem 2.4

3 Prudential 2.9 8 Naspers 2.3
4 Moody’s 2.6 9 AIA 2.2
5 Alphabet 2.5 10 Microsoft 2.0

     INTERNATIONAL EQUITY: HARRIS 

Harris applies a long-term investment horizon as they seek out significantly underpriced companies 
with strong business fundamentals and proven management teams. They build high-conviction 

concentrated portfolios, underpinned by the bottom-up value investment process and upside potential of each of the stocks. The 
portfolio returned 31.6% during the 12-month period ending 31 December 2019, outperforming the MSCI All Country World Index 
by 5.0%. Global value stocks have relatively underperformed growth for the last decade. This continued last quarter, however, 
some respite was that global equity markets have performed particularly well in 2019, and the manager has outperformed the 
global benchmark with a strong one-year return for the fund. Trade war risk has subsided as the USA and China have agreed to a 
preliminary trade deal, termed “phase one”. While most of the key tariffs remain, the phase-one deal caused investor optimism at 
long awaited progress. Concurrently the UK paved a clear path to Brexit, allowing the US to commence more meaningful trade 
negotiations in the region. Within the Fund, the US, UK and Germany were the largest regional contributors to outperformance, 
while only Australia and Netherlands detracted slightly. At a stock level, the positive contributors were Tenet Healthcare (US), 
Lloyds Banking Group (UK), Bank of America (US), Ryanair Holdings (Ireland) and Travis Perkins (UK). While the largest detractors 
included Liberty Global (UK), Rolls-Royce Holdings (UK), Oracle (US), Johnson Controls (US) and General Motors (US).

TOP 10 HOLDINGS

Rank Security % Rank Security %
1 Mastercard 5.1 6 Credit Suisse Group 4.0

2 Bank of America Corp 4.5 7 General Motors Co.

3 CNH Industrials 4.4 8 Bayer 4.9
4 Alphabet 4.3 9 Daimler 3.9
5 TE Connectivity 4.1 10 Lloyds Banking Group 3.9

3.9

     INTERNATIONAL EQUITY: INVESTEC GLOBAL FRANCHISE 

Global Franchise specialises in the quality growth style of investing which actively seeks out 
businesses with strong global franchises that offer a balance of quality, growth and yield at 

reasonable valuations. The resulting defensive revenue streams delivered by these holdings translate to low sensitivity to market 
movements and volatility which enables the manager to protect investors’ capital in challenging or falling markets. The portfolio 
returned 7.7% during the 12-month period ending 31 December 2019, outperforming the MSCI All Country World Index by 6.3%. 
Global markets rallied strongly through the last quarter of 2019, creating the second largest annual return in the decade. Policy 
continued to be supportive, including further monetary easing by the Fed. Various global issues saw progress which reduced 
their associated risk – at least in the perception of investors who favored risk over the period. The UK’s Brexit has finally been set 
in motion after a painfully long period of uncertainty. China and the US, the world’s two largest economies, have successfully 
negotiated a phase one trade deal which caused investors to react positively to the progress. However, some investors are skeptical 
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that phase one is only a patchwork solution until the US elections later this year. Over the quarter, the largest positive contributors 
were diversified financials (0.89%), utilities (0.23%) and real estate (0.20%), while the largest detractors were technology hardware 
(-0.37%), software & services (-0.46%) and household & personal products (-0.76%). From a stock-specific perspective, the largest 
contributors to performance included Moody’s (0.37%), ASML Holding (0.35%) and St. James’s Place (0.32%). The portfolio holds 
overweights to info tech and consumer staples sectors with a material underweight to industrials and consumer discretionary. 
Regional overweights are Switzerland, the United Kingdom, Israel and the Netherlands, while Japan and France are the most 
material underweights.

TOP 10 HOLDINGS

Rank Security % Rank Security %
1 Visa Inc 8.6 6 Roche Holding AG 4.5

2 Microsoft Corp 7.4 7 Nestle SA 4.2

3 Moody's Corp 5.6 8 Philip Morris International 4.2
4 Booking Holdings Inc 5.2 9 Johnson & Johnson 3.9
5 Verisign Inc 5.1 10 ASML Holding NV 3.8

    INTERNATIONAL EQUITY (EMERGING MARKETS) – CORONATION FUND MANAGERS 

 Coronation follows a long-term, valuation-driven approach and builds portfolios from the bottom 
up, which means that country and sector allocations are a function of stock selection. The portfolio 

returned 39.7% for the 12-month period ending 31 December 2019, which is 21.3% above the MSCI Emerging Market Index. 
Emerging markets had a strongly positive year, following global equity markets and the general risk-on sentiment during 2019. 
The quarter was particularly good for emerging market equities as China and the US reached an agreement to implement a 
phase-one trade deal. Given the size of China and its associated importance as a trade partner, the trade progress filtered through 
to most other emerging markets – particularly in Asia. This backdrop lead to the Fund’s second best relative year of performance 
in the history of the Fund. During the last quarter of 2019, largest positive contributors were Wuliangye Yibin (3.6%), New Oriental 
Education (2.5%), D.com (1.3%), Yduqs/Estacio (1.2%), Yandex (1.2%), Adidas (1.1%) and Li Ning (1.0%). On the downside, only Taiwan 
Semiconductor (TSMC) detracted by more than 1% (-1.1% impact). Total sales were only Li Ning and China Resources Beer, which 
the manager believed had reached fair value after strong share price rallies in 2019. Other sales were BB Seguridade, Porsche (risks 
to traditional automobile industries’ long-term future) and Cognizant, shifting to Tata Consultancy Services which the manager 
believes is a higher quality competitor. While new buys included Tencent Music Entertainment (1% allocation), LG Household & 
Healthcare (0.8% allocation), Midea and CP ALL (both 0.5% allocations).

TOP 10 HOLDINGS

Rank Security % Rank Security %
1 Housing Dev Finance Corp (India) 4.8 6 British American Tobacco (South Africa) 3.2

2 Ping An Insurance Group (China) 4.8 7 Wuliangye Yibin (China) 3.2

3 58.com (China) 4.5 8 Yandex nv-a (Russia) 3.2
4 Naspers Ltd (South Africa) 4.1 9 Formento economico mexicano (Mexico) 3.1
5 Alibaba (China) 3.9 10 Prosus na (China) 3.1

    INTERNATIONAL EQUITY (EMERGING MARKETS) – HERMES INVESTMENT MANAGEMENT  

 Hermes employs a highly active and concentrated approach, balancing bottom-up fundamental 
analysis that enables them to find quality companies trading at attractive valuations and a top-down 

framework that allows them to identify the conditions that will support and drive the growth of the high-value companies they 
select. Their process includes capturing opportunities and mitigating risk through a range of ESG strategies. The portfolio returned 
22.9% for the 12-month period ending 31 December 2019, which is 4.5% above the MSCI Emerging Market Index. Global market 
produced strong returns through the fourth quarter as well as the calendar year of 2019. Various major risks were reduced. Notably, 
global trade saw more certainty as the world’s two largest economies made progress to deescalate the trade war. A phase-one deal 
was welcomed by equity markets, though many participants note that it is only a small step in the right direction – in practice the 
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majority of tariffs and key issues of disagreeing still stand between the two nations. Nevertheless, most US indices reached record 
highs as central bank policy remained supportive. This concurrent to emerging currency strength led to a positive environment 
for Emerging Equity in USD terms. Over the quarter, the largest positive contributors were info tech (0.42%), financials (0.36%) and 
materials (0.29%), while the largest detractors were healthcare (-0.52%), consumer discretionary (-0.36%) and real estate (-0.15%). 
From a stock-specific perspective, the largest contributors to performance included Richter Gedeon NYRT (0.37%), Duratex SA 
(0.35%) and Taiwan Semiconductor Manufacturing (0.32%). The fund has a relative overweight to India, Hungary and Taiwan. With 
meaningful underweights to Saudi Arabia, South Africa and Thailand. 

TOP 10 HOLDINGS

Rank Security % Rank Security %
1 Alibaba ADR 7.8 6 Bank Rakyat 3.1

2 Taiwan Semiconductor 6.7 7 Nari Technology 2.7

3 Samsung 6.4 8 Sberbank 2.7
4 Tencent 5.5 9 AIA 2.4
5 NMC Healthcare 3.1 10 Techtronic 2.3

      INTERNATIONAL MULTI-ASSET CLASS – CORONATION FUND MANAGERS 

 The portfolio aims to reduce volatility, focus on risk-adjusted returns and outperform its cash-related 
benchmark by 3.0% per year over a three- to five-year horizon. This is achieved by a high allocation 

to cash (or other low volatility investments) and a modest exposure to equity markets. Risk is further diversified by including 
exposure to unconventional assets (gold, commodities, inflation-linkers, etc.) to generate returns. Over the past 12 months, ending 
31 December 2019, the portfolio returned 15.5% (net of fees), outperforming the US dollar:euro cash benchmark by 15.6%. The final 
quarter of 2019 was remarkably more positive than the third quarter, resulting in a calendar year return that was particularly good, 
notably across almost every single asset class. This broad-based return (starkly contrasting 2018) was driven by supportive central 
bank policy as well as political progress in major regions. Firstly, global trade uncertainty waned as a preliminary phase-one trade 
deal was agreed upon – while small (relative to the size of total tariffs applied), this represents progress which was welcomed by 
global investors. Secondly, a clearer path to Brexit was formalised, after what has been a painfully long and uncertain time for 
investors in the region. This backdrop allowed the equity component to drive most of the contribution to the fund with a strong 
absolute return of 39%, which on a relative basis is 12% ahead of the benchmark. Fixed income gave 5.4% with substantially lower 
risk (though it did lag on a relative basis) awhile property recovered prior losses to produce a return of 3%. Finally, the small but 
diversified holding of Gold was up 18%. The manager, however, cautions that these strong returns are somewhat dislocated to 
the ongoing risks (“inverted yield curves, ongoing US-China trade tensions, and Brexit drama”). They added that investors should 
reassess their return expectations which could likely be more subdued than the last decade rally. Other notable views and exposure 
expressed within the fund include an underweight to global fixed income as the manager battles to find value given where yields 
sit. Finally, the use of two non-traditional risk asset classes’ are implemented for additional diversification and risk management 
within the fund. At 31 December 2019, commodities stands at 5% of fund and Cash Plus instruments stands at 41% of the fund. 

    AFRICA FRONTIERS  – CORONATION FUND MANAGERS

The portfolio returned -11.2% for the 12-month period ending 31 December 2019, underperforming 
the MSCI Emerging Frontier Africa Markets Index (excluding South Africa) by 13.0%*. African equity 

had a better quarter amidst a difficult longer-term environment. Despite positive benchmark returns, the underlying drivers 
were particularly concentrated. The Fund’s benchmark FTSE/JSE All Africa ex South Africa 30 Index posted a strong 16.5% return, 
however, 60% of this was attributed to one stock (CIB) highlighting the inadequate representation of benchmarks in the African 
equity space. At a country level, Egypt continued to do well as its reform program moves past the initial pain points and is starting 
to bear economic fruit. The manager holds QNBA Bank (up 35% in USD over the year) at the expense of CIB Bank (up 59% in USD 
over the year), but believes QNBA has substantially more relative value and is trading at a substantial discount. Largest contributors 
included Zimplats (+4.1%) on the back of an increase in platinum group metal prices. And Eastern Tobacco, the Strategy’s largest 
position, was also a strong contributor (+1.5%). In terms of detractors, the Zimbabwe write-down continues to drag down the fund 
performance as the country hasn’t in the third quarter achieved any financial stability that would recover the discount. From a 
stock selection perspective, various companies posted good results, but were rewarded with share price decreases, notably BAT 
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(Kenya) which dropped 30% (giving a -1.7% contribution to the fund) despite 1H earnings up 26%. Other holdings with positive 
earnings with negative share prices included Stanbic IBTC which fell 15% (giving a -0.7% contribution to the fund) and EIPICO 
down -13% (-0.6% contribution to the fund). This is constructive for a patient investor as valuations are significantly more attractive.

*Note: The manager has impaired assets in Zimbabwe to more-accurately reflect the local economic conditions, including (but not 
limited to) the currency effect which precludes selling assets at their market value. 

    SOUTH AFRICAN FIXED INCOME  – PRUDENTIAL PORTFOLIO MANAGERS

SA bonds came under selling pressure earlier in the quarter amid the backdrop of rising government 
debt levels and a deteriorating credit rating outlook. However, this was offset to some extent by the 

December rally sparked by increased demand among investors looking for attractive real yields, as local bonds offered among some 
of the highest real yields in the world. The SA yield curve continued to steepen as investors preferred bonds with tenors under 10 
years compared to their longer-dated counterparts. The All Bond Index managed to deliver 1.7% in the fourth quarter and 10.3% 
for the year.

Prudential remains modestly overweight in SA nominal bonds given the very attractive yields on offer, particularly in the longer 
dated maturities above 10-years where real yields reached 4.5% during the quarter. This is very high relative to most other emerging 
market bonds, even those with worse credit ratings than SA. It is also well above Prudential’s long-run fair value assumption of 2.5%. 
Prudential is comfortable with the compensation bonds offer given the risk involved (such as a Moody’s credit rating downgrade). 
For inflation-linked bonds, real yields remain attractive for long-dated tenors. However, the manager continues to be neutrally 
positioned in this asset class as better value exists in SA equity and nominal bonds, where long-dated nominal bonds have the 
potential to offer more attractive value over the medium-term and are much more liquid.

The Prudential Flexible Fixed Income Fund returned 1.6% for the quarter ending December 2019. As at the end of December 2019, 
the Fund has a modified duration of 5.7 years and a Fund yield of 9.8%. . 

     SOUTH AFRICAN FIXED INCOME  – CORONATION FUND MANAGERS 

In 2019, most bond markets saw their yields compress over the course of the year, driven by a 
slowdown in global growth and a dovish twist by global central banks. Emerging market bonds 

provided a total return of 13.5% in US dollars as the hunt for yield intensified in a world where $11.2 trillion worth of debt now 
trades at a negative yield. Locally, the All Bond Index (ALBI) produced a total return of 10.3% in rands driven by a rally in the three- 
to 12-year area of the curve, as expectations of further interest rate cuts continued given the low-growth and contained inflation 
environment.

Inflation is expected to average close to 4.5% over the next two years while growth is not expected to reach 1.5% until 2021. 
Currently, real policy rates are above 2% and if the repo rate does not move, the real policy rate will average 1.7% over the next two 
years. In previous cycles, when growth was this low, the real policy rate averaged close to zero. This suggests that there is room for 
the Monetary Policy Committee to move policy rates at least 50 basis points (bps) lower over the next year.
At the end of December, shorter-dated fixed-rate negotiable certificates of deposit (NCDs) traded at 7.67% (three year) and 8.09% 
(five year). Floating-rate NCDs have dulled in appeal over the last few quarters due to a compression in credit spreads. There 
has been a reduced need for funding from banks in South Africa, given the low-growth environment. Credit spreads remain 
in expensive territory (less than 100 bps in the three-year area and 110 bps in the five-year area). Inflation-linked bonds (ILBs) 
underperformed nominal bonds in 2019, with a return of 2.6% for the year. Only shorter dated ILBs provided a positive return, 
albeit below cash. A five-year ILB trades at a real yield of 3.6%. 

The SA economy has been plagued with low growth, ballooning government finances and a volatile global geopolitical environ-
ment. Fiscal policy in SA has been on a slippery slope since the global financial crisis, as the administration has struggled to narrow 
the fiscal deficit while government debt has ballooned. The reasons for this are well known, but in recent years the slowdown in 
growth has decreased tax revenue, while expenditure has continued to increase largely driven by further government support to 
ailing state-owned enterprises (Eskom, South African Airways, Denel). Eskom has been and remains the biggest risk to the local 
economy. 
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The local listed property sector was down 1.6% over December 2019, bringing its return for the rolling 12-month period to -0.4%. 
Pressure on tenant profitability as a result of lower GDP growth, has had an unfavourable impact on the broader property sector. 
Despite the underperformance, from a valuation perspective, the sector remains very attractive. If one excludes offshore exposure, 
the property sector’s yield is greater than 10%, which compares very favourably to the benchmark bond. The Fund maintains 
holdings in counters that offer strong distribution and income growth, with upside to their net asset value. 

The Fund’s current positioning correctly reflects appropriate levels of caution. The Fund’s yield remains attractive relative to its 
duration risk. Coronation continues to believe that this yield is an adequate proxy for expected fund performance over the next 12 
months.

The Coronation Flexible Fixed Income Fund returned 1.4% for the quarter ending December 2019. As at the end of December 2019, 
the Fund has a modified duration of 7.4 years and a fund yield of 10.5%. 

  SOUTH AFRICAN CASH – SANLAM INVESTMENT MANAGERS (SIM)/PRESCIENT INVESTMENT 
MANAGERS (PRESCIENT) 

Investments within the cash portfolio have a residual maturity of less than 13 months and a weighted 
average, legal maturity not exceeding 120 days. 

The cash portfolio returned 1.9% over the quarter ending December 2019 and about 7.8% over the last 12 months, outperforming 
the STeFI three-month benchmark return of 6.9%. 

The Fund’s maturity position at the end of December was at 114 days. The Fund’s investments are well diversified across a number 
of issuers and instruments and are therefore considered less risky than a deposit with any one bank. 98.0% of the strategy was 
exposed to F1/F1+ rated investments, in other words, a highly rated investment.

  INTERNATIONAL CASH – INVESTEC ASSET MANAGEMENT

The portfolio aims to preserve capital and provide liquidity and high income growth by investing in 
short-term notes denominated exclusively in the relevant currencies. Investments are restricted to 

highly-rated issuers with concentration limits. The maximum term per instrument is 12 months. As at the latest available dates, the 
portfolio’s weighted average term to maturity is between 41 and 48 days. Investec continues to remain cautiously positioned with 
the fund manager targeting a high percentage of A-1+ rated short-term securities to enhance the credit quality of the portfolio. 
The manager expects official interest rates to increase across major markets and, as a result, is tactically reducing the portfolio’s 
weighted average maturity.

Individual weighted average terms to maturity:
USD cash – 41 days
GBP cash – 48 days

     CORONATION BALANCED

The Fund had a good final quarter which took full year returns to double digits. The final quarter was 
boosted by strong support for risk assets globally as sentiment improved on the expectation of the 

relaxation of the trade war between the US and China. 

The Fund’s equity exposure was the big driver of performance, with the strongest return coming from exposure to global emerging 
markets, followed by the developed market equity exposure. The local South African equity market also delivered good returns, 
albeit less than the other equity allocations. Significant alpha was added over and above the pure market returns with emerging 
market and South African equity allocations having had a stand-out year in terms of performance ahead of their relevant 
benchmarks.
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Coronation has continued to trim the global equity exposure as developed markets, in particular the US stock market, have 
delivered very strong returns and look fairly fully priced. In contrast, Coronation has maintained their emerging market exposure 
as the majority of these markets remain cheap and should benefit from an improved global trade environment as well as a 
potentially weaker dollar in the years ahead.

Coronation has added to South African equity exposure in global companies listed on the JSE and in specific resource shares. Big 
positions in the Fund such as British American Tobacco (BAT), Naspers and Anglo American all had a very strong year, particularly 
the first two that recovered from a very poor 2018 where stock specific issues had weighed on their performance. While Anglo 
American delivered a very commendable 30% return for the period, this was dwarfed by the phenomenal return from Coronation’s 
investment in Northam Platinum of 185%. Northam’s strong returns were driven by the huge increase in the price of the platinum 
group metals, Platinum, Palladium and Rhodium, which finally reacted to the increasing deficits and continued strong demand 
from auto manufacturers. In the SA equity component, the manager has been adding to existing holdings in the banks, which are 
believed to be very cheap, as well as building up positions in high quality businesses such as the FMCG retailers. 

On the bond holdings, Coronation has moved quite quickly to build up a meaningful position in longer dated South African 
government bonds. South African bond spreads over equivalent US treasuries are well above other sub-investment grade issuers. 
With inflation remarkably sticky around 4%, the opportunity to pick up South African bonds with real yields in excess of 5% is 
a very attractive investment, with relatively low risk. Property allocation remained static, as the manager prefers to take yield 
exposure to the bond market. Globally held positions are mainly in European REITS where yields are significantly above sovereign 
bond yields offering attractive returns in hard currencies. 

The mix of different jurisdiction equity positions, combined with high yielding local bonds, makes for a portfolio that should be 
able to ride out the tumultuous period ahead, delivering growth and yield to continue beating inflation.

     PRUDENTIAL BALANCED

Following December’s rally, South African equities became marginally more expensive during Q4 
on most valuation measures: the 12-month forward P/E of the FTSE/JSE All Share Index rose from 

around 10.9X to 11.6X and the earnings yield fell from 8.6% to around 8.1% in December alone. However, both are still cheaper 
than the market’s longer-term fair value, in our view. Prudential remains overweight SA equities in their house view portfolios. The 
portfolios continue to hold resources stocks with exposure to global growth and foreign currency earnings like Anglo American, 
Exxaro, Sasol and Sappi, as well as global giants such as Naspers and British American Tobacco (BAT). All of these overweight 
positions added value to portfolios for the quarter, with rebounds for Sasol, Sappi and Exxaro after suffering losses in the third 
quarter. Prudential has also maintained their overweight exposure to financial shares including Old Mutual, Investec plc, Standard 
Bank and Absa, which offer attractive valuations with relatively high dividend yields. 

Prudential is modestly overweight in SA nominal bonds in our house view portfolios, given the very attractive yields on offer, 
particularly in the longer-dated maturities above 10-years where real yields reached 4.5% during the quarter. This is very high 
relative to most other emerging market bonds, even those with worse credit ratings than ours. For inflation-linked bonds, real 
yields remain attractive for long-dated tenors. However, the manager continues to be neutrally positioned in this asset class as 
better value exists in SA equity and nominal bonds.  In SA listed property, the manager continues to be underweight given the 
higher risks to earnings going forward despite the attractive valuations prevailing in the asset class. 

In global fixed income, US government bonds became somewhat cheaper during the quarter, but remain cheaper than other 
developed markets like the UK, EU and Japan, where a wide range of government bond yields are in negative territory. Consequently, 
the asset class remains unattractive versus equities. Prudential is underweight global sovereign bonds and underweight duration, 
preferring to hold investment-grade US and European corporate bonds. 

For global equities, the manager reduced the overweight position during the quarter, taking profits on the back of the strong 
equity rally and in light of the view that the global economic outlook is not as robust as that reflected in current equity valuations. 
However, Prudential has remained overweight as a whole given the very high risk premium from equities versus global bonds. 
Emerging markets and currencies continue to be especially well valued on many measures, while the US market is relatively 
expensive – other markets offer better value.
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    ALLAN GRAY BALANCED

During 2019, economic conditions in South Africa were dire. The economy has stalled. A combination 
of collapsing tax collections and the financial implosion of Eskom and certain other parastatals has 

increased the fiscal deficit to about 6.5% of GDP. Government debt is growing unsustainably.  

The good news for investors is that asset prices compensate investors for risks, and various options are available to mitigate bad 
outcomes for the country. Government bonds may be seen as risky given the backdrop mentioned above, but the yield on 10-year 
government bonds at 9.0% is 4.1% higher than the average consumer price inflation rate over the past five years. This has only 
been the case 23% of the time since 1974.  The SA stock market is also unusually cheap relative to inflation, with a dividend yield of  
3.6%. The average of the dividend yield on stocks and yield on 10-year bonds is 1.4% higher than inflation. This has only been true 
3% of the time since 1974. What is also comforting is that subsequent five-year returns of stocks and bonds averaged 14% a year 
ahead of inflation when they were this cheap or cheaper.  

Having said this, given the risks, one would be wise to look for opportunities that protect capital in a bad outcome for the country. 
Money market instruments carry low risk of default and capital loss in a scenario where inflation increases. These make up 3.4% 
of the Portfolio and yield 7.1%, currently. Bonds make up 10.1% of the Portfolio, yield 9% on average and are skewed towards 
corporates. Cheaply priced domestic shares that don’t depend on South Africa – including top 10 shares like Naspers, British 
American Tobacco and Glencore – offer another option that we are fortunate to have. The average dividend yield of these three 
shares is 4.5% and there is a strong case to be made that this basket of companies will grow faster than the South African economy 
in most scenarios through a combination of secular growth (Naspers), organic price growth of strong brands (British American 
Tobacco) and strong commodity fundamentals combined with share buybacks at low prices (Glencore).  

Owning domestic shares that trade at a meaningful discount to fair value helps to protect against a bad outcome as companies 
can pass on inflation to consumers. Top 10 shares like Standard Bank, Old Mutual, Investec and Woolworths trade at an average 
dividend yield of 5.3% and at a discount to our estimate of intrinsic value. In a scenario where the economy starts growing again, 
these shares would offer further upside. Finally, a diversified portfolio of global shares and fixed income securities selected by 
Gray’s offshore partner, Orbis, provides protection in a scenario where the rand weakens materially.

     CORONATION ABSOLUTE RETURN

The Fund showed a commendable return for the year, returning over 11% with a real return in excess 
of 7%. Major contributors for the year include Northam Platinum (up an incredible 185% for the year!), 

Naspers, British American Tobacco, Anglo American and Altron. The strong returns in resource stocks were driven by the huge 
increase in the price of the platinum group metals, Platinum, Palladium and Rhodium, which finally reacted to the increasing 
deficits and continued strong demand from auto manufacturers. Detracting from performance was Sasol, Shoprite, Nedbank, 
Advtech and Woolworths. On an asset class level, domestic equities and domestic bonds contributed to performance while 
domestic property stocks were the laggards. However, as would be expected, foreign assets were the best performing asset class.

Coronation increased our exposure to the South African bond market due to the highly attractive real yields on offer. The bond 
component of our portfolio carries a yield of more than 9% and therefore, relative to inflation, a comfortable margin of safety. 
It remains difficult for companies linked to the South African economy to meaningfully grow earnings due to a lack of top line 
growth in almost every sector. Without a rise in consumer and business confidence, spending will remain depressed. Exposure to 
equities is therefore still skewed towards the global stocks listed on the JSE, such as Naspers, British American Tobacco, Anheuser 
Busch and others. Exposure to the so-called SA Inc stocks is held mostly through banks and defensive retailers with very limited 
exposure to cyclical domestic stocks. The banks that Coronation is exposed to are now trading on multiples last seen in 2002. 
Looking forward, Coronation is of the view that the targeted return of inflation-beating returns is achievable. The bond component 
alone has a high enough yield to deliver the required real return and is supported by a good selection of quality domestic and 
global equities that are reasonably valued. It is, however, crucial that government passes a budget early in the New Year that 
adequately addresses the deteriorating fiscal situation.

    INVESTEC ABSOLUTE RETURN
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The portfolio had a good year in 2019 and generated a strong inflation-beating return. The local equity component was a positive 
contributor to returns over the quarter. Here, holdings in British American Tobacco led performance as the company’s shares rallied 
as the US Food and Drug Administration agency clarified its views on vaping products. Key positions in Mediclinic International 
and Assore also contributed positively to returns.

The local bond component was the second largest contributor to performance, with holdings in South African government 
bonds delivering solid returns over the period. The stronger rand proved a headwind for the offshore component of the portfolio, 
investments in Nestlé, Anheuser-Busch InBev and Intuit detracting from performance. The commodity holding in the NewGold 
exchange-traded fund (ETF) also detracted from returns in rand terms.  Investec’s preferred asset class remains global equity. The 
global equities held by Investec trade on similar valuation metrics to the MSCI ACWI, but collectively generate significantly higher 
returns on capital than the other companies in the market.

The outlook for the South African economy remains bleak. The Medium-Term Budget Policy Statement released in October 
revealed a deteriorating fiscal situation. There appears to be little political appetite to rein in government expenditure which 
continues to grow faster than tax revenue. Failing state-owned entities require ongoing bailouts from the state. South Africa 
desperately needs growth. However, factors such as policy uncertainty, an inflexible labour market and the lack of a reliable 
electricity/water supply do not inspire investor confidence. Consumers are under immense pressure and business confidence is 
similarly at depressed levels. Gross domestic product growth for 2019 will likely come in below 0.5%. 

Despite this low growth outlook, South Africa’s real interest rates remain among the highest in the world. Given these high real 
rates, the weak outlook for economic growth and the low inflation expectations, there is room for the South African Reserve Bank 
(SARB) to cut interest rates further. Locally, the best opportunity remains South African government bonds. With yields of around 
9%, these instruments offer higher risk-adjusted return potential than the retail, banking and property sectors.

    SANLAM INVESTMENT MANAGERS (SIM) ABSOLUTE RETURN

An impressive rally in risk assets was seen in December on the back of encouraging developments 
in two of the issues that had troubled markets the most over the course of the year – the trade war 

between the US and China, and the potential of a no-deal Brexit. 

Developments in South Africa remain much less upbeat however. Data releases continue to suggest that the final quarter of  
2019 was a very weak one for growth, with the Absa Purchasing Managers’ Index remaining below the neutral level of 50 for each 
of the four months to November and the SACCI Business Confidence Index for November, at 92.7, staying well below the key 100 
level. In addition, October’s manufacturing output contracted by 0.8%, following a 2.4% contraction in September, while the same 
month’s mining production fared even worse, declining by 2.9%. Eskom also imposed a severe load-shedding schedule on the 
country, including the implementation of “Stage 6” load shedding at some point, something that would have done more damage 
to the economy’s flagging prospects. Some crumbs of comfort could be found from a CPI print of 3.6%, which keeps alive some 
hopes of an interest rate cut when the SARB’s Monetary Policy Committee meets in mid-January. 
 
In December, SIM rolled maturing derivative structures against our general local equity position as well as against Naspers. The 
manager added further bond exposure through a derivative structure on the R186, as lower inflation and a stronger rand should 
be supportive for bond returns. SIM also participated in a new fixed rate corporate bond issued during the month. Holdings of  
cash and short-term interest-bearing instruments increased marginally. In the fund’s offshore allocation, SIM increased protection 
on equities, resulting in an effective reduction in the asset class. On the back of a strong month for the rand (+4.6%), the manager 
also took profits on currency hedges that had been in place.



55Q4 INSTITUTIONAL REPORT

IMPORTANT INFORMATION

Old Mutual Multi-Managers is a division of Old Mutual Life Assurance Company (South Africa) Limited. 
Registration number 1999/004643/06. 

Old Mutual Life Assurance Company (South Africa) Limited is a licensed financial services provider (FSP 703), authorised in terms of 
the Financial Advisory and Intermediary Services Act 37 of 2002 to furnish advice and render intermediary services with regard to 
longterm insurance and pension fund benefits as well as providing intermediary services as a discretionary investment manager. 
The investment portfolios are market-linked. Products are either policy based or unitised in collective investment schemes. 
Investors’ rights and obligations are set out in the relevant contracts. Market fluctuations and changes in rates of exchange or 
taxation may have an effect on the value, price or income of investments. Since the performance of financial markets fluctuates. an 
investor may not get back the full amount invested. Past performance is not necessarily a guide to future investment performance. 
Personal trading by staff is restricted to ensure that there is no conflict of interest. All directors and those staff who are likely to have 
access to price-sensitive and unpublished information in relation to the Old Mutual Group are further restricted in their dealings in 
Old Mutual shares. All employees of Old Mutual Multi-Managers are remunerated with salaries and standard short-term and long-
term incentives. No commission or incentives are paid by Old Mutual Multi-Managers to any persons. All inter-group transactions 
are done on an arm’s length basis. Returns on these products depend on the performance of the underlying assets.

Acknowledgements: All graphs have been provided by Old Mutual Multi-Managers. Data Source: I-Net

Every effort has been made to ensure that this document and the products referred to meet the statutory and regulatory 
requirements pertaining to the manner and format in which information regarding financial products is presented. However, 
should you become aware of any breach of such statutory and regulatory requirements. please address the matter in writing to:

The Compliance Officer 
Old Mutual Multi-Managers 
PO Box 44604 
Claremont 
7735 
South Africa



Old Mutual Corporate is a division of Old Mutual Life Assurance Company (South Africa) Limited, Licensed Financial Services Provider. Jan Smuts Drive, Pinelands 7405, South Africa. Company registration 
no: 1999/004643/06. The information contained in this document is provided as general information and does not constitute advice or an offer by Old Mutual. Every effort has been made to ensure that the 
provision of information regarding these financial funds meets the statutory and regulatory requirements. However, should you become aware of any breach of such statutory and regulatory requirements, 
please address the matter in writing to: The Compliance Officer, Old Mutual Corporate, PO Box 1014, Cape Town 8000, South Africa.
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