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BUSINESS UPDATE
TREVOR PASCOE
MD | Old Mutual Multi-Managers

As I write this update, we all find ourselves in the middle (I hope) of lockdown. I mentioned in my last note that I won’t be
making any predictions for 2020. Fortunately I didn’t because I would definitely have been wrong by a country mile. The
COVID-19 pandemic has really turned the world on its head. I don’t think the word unprecedented has been used as much
as it is now. While we all are in the phase of sharing joke memes and video clips, reality is soon going to hit home as jobs are
lost and possibly many people start dying as a result of the virus.
When our very academic masters statistician makes comments that the US unemployment rate two weeks back was 37
standard deviations outside the norm, the enormity of the change does hit home. Especially when we get really worried
about being two standard deviations outside the norm. The US lost more jobs in three weeks than the total SA formal
employed population. We are in NEW and very serious times. I can’t really add to the thought-provoking articles that Dave
and Izak have been producing and really appreciate the insight they bring in their weekly Market Matters note. It is, however,
incumbent on me to make sure that we don’t just research and add to our clients’ knowledge base, but that I manage a team
that remains focused on managing probably the largest asset that many people own.
The Old Mutual Multi-Managers operations team who have been working from home for over four weeks now, have managed
despite a few technical problems to maintain a high level of servicing. Our Chief Investment Strategist, CIO and Head of
Business Development have conducted 45 adviser/client engagements since the lockdown where the number of attendees
has ranged from two to over 50. The video conferencing facilities have made the work from home environment a relatively
easy way of engaging. I have been extremely pleased by the feedback we’ve received following these engagements.
The Old Mutual Multi-Managers investment team has probably had more asset manager engagements during lockdown
than ever before. Their task is to make sense of the overload of information and make critical investment decisions. This
is not an easy job considering that a week brings about a host of changes in market sentiment, market data, COVID-19
data and government interventions. Making forecasts tends to pray on either our own sense of optimism or pessimism
leading to an alphabet soup of market recoveries. Everyone is hoping for a V-shaped recovery, while others indicate a more
drawn out U-shaped recovery and possibly an even worse L-shaped recovery. I highly recommend that you read our quarterly
investment note to understand what has happened over the last three months and what has worked and not worked. While
we are making changes to the portfolios looking forward, we are not making any drastic changes in an environment where
most asset classes show great value – it is the huge uncertain future that removes the gloss on valuation.
In closing, I do hope and pray that you stay healthy, safe and strong through these trying times. I want to emphasise that
we are doing all we can to ensure that assets are managed well despite the market fall. I would welcome any suggestions or
questions that you may have. Thank you once again for your support.
All the best
Trevor
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OVERVIEW OF
OUR INVESTMENT
OFFERINGS

OV ERV I E W O F O UR IN V E ST MENT OFFERI NGS
F UND

CATE GO RY

Old Mutual Multi-Managers Max 28 Fund
Old Mutual Multi-Managers Inflation Plus 1-3%
Old Mutual Multi-Managers Inflation Plus 3-5%

Strategy Funds

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
Old Mutual Multi-Managers Moderate Tracker Fund

Tracker Funds

Old Mutual Multi-Managers Conservative Fund

T H E F UND DESCRI P T I ON A ND OBJ ECTIVES A R E O U TL INED B EL OW :
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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CLIENT COMMUNICATION SUMMARY
JO-ANN DE KLERK
Head | Marketing and Customer Support

Dear Clients
During the first quarter of 2020, we communicated to you on the following:

COVID-19 AND IMPACT ON BUSINESS
• A New Way of Doing Business, Travel Embargo and Business Continuity (16 March 2020)
Given the rapid global spread of COVID-19, Old Mutual is taking steps to support the global drive to slow down the rate of
infections.
The COVID-19 pandemic calls for all of us to become much more conscious of both our own safety and that of our colleagues,
customers, stakeholders and communities. The aim is to promote the wellbeing of all and ease the pressure on health
workers and infrastructures by “flattening the curve”, a reference to the graph that tracks the rate of infections.
As a result, Old Mutual Multi-Managers has taken the following decisions:
1. O
 ld Mutual Multi-Managers will embark on a new way of doing business. All employees will be working from home from
17 March 2020 and until further notice.
2. An embargo had been placed on all local and international business travel.
3. W
 e realise that the travel embargo will impact face to face meetings with our clients. For all business critical meetings
where our MD, CIO, COO or investment team members are required to be present, we would like to recommend the use
of suitable multi-media facilities instead such as teleconference, Zoom, etc.
• Potential Pricing Delays (20 March 2020)
The purpose of this communication is to inform you of the potential delay in unit prices in the foreseeable future. This will be
under exceptional circumstances only and while we don’t anticipate it happening, we need to bring the possibility hereof to
your attention.
Since the COVID-19 outbreak, Old Mutual Multi-Managers (and all other financial institutions) have seen significant turbulence
in financial markets across the world, including South Africa. This has been particularly prevalent during the past two weeks,
where we’ve witnessed multiple crashes on the JSE in excess of 10%.
As you are aware, Old Mutual Multi-Managers outsources its administration function to Curo Fund Services (“Curo”), who are
responsible for the daily pricing of our investment portfolios.
Curo’s valuation policy governs the daily tolerance levels of day-on-day instrument price movements and where these
tolerances are breached additional time is needed to verify the price movements. This, in conjunction with the measures
announced by the South African government this past weekend to curb the spread of COVID-19 in our country, may result in
Curo not being able to keep to their agreed timelines in terms of the NAV delivery to our clients. However, due to the fact that
Curo prices the Old Mutual Multi-Managers funds by 09:00 on T+1, we expect that any disruption to the pricing dissemination
process would be as a result of exceptional circumstances. As we have done in the past, we will inform you of this at the time.
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CLIENT COMMUNICATION SUMMARY

Curo anticipate that this situation is going to continue for the foreseeable future. This is understandable as we cannot predict
who will be impacted and how severely. We therefore request your patience and understanding as we find our way through
these difficult times.
• Lockdown (26 March 2020)
Three weeks after the first case of Covid-19 was reported in South Africa, we have seen a similar escalation in the number
of positive cases to most other countries. Fortunately for us, our government is taking more drastic measures much sooner
than many of these countries. However, we face additional challenges locally, so predicting the effectiveness of these
measures is extremely difficult. The best we can do at this point is to be supportive of the steps being taken and adhere to
the guidelines that have been provided.
We are open for business
Our Crisis Committee has been planning for a potential lockdown for some time now. All Old Mutual Multi-Managers staff
have been working remotely since the President announced the state of disaster over a week and a half ago. While we have
experienced a few technical and operational glitches along the way, there has been no major impact on our business due to
this new way of working. We are now operating at the same level as when we operated from our office.
A primary focus within our business is our investment team whom continues to manage your assets in line with their
investment philosophy and process. The investment philosophy is underpinned by three integrated pillars of:

• a long-term investment horizon,
• risk diversification across asset classes and asset managers, and
• a valuation-driven approach that informs all our asset manager and asset selection decisions.
MARKET RELATED UPDATES
• The Oil Price Crash and Sasol Ltd (13 March 2020)
The share price of Sasol Limited (Sasol), an international integrated chemicals and energy company, closed at R52.72 on
Wednesday 11 March. This marks the lowest level in the company’s share price since January 2001, and represents a share
price decline of 82.6% year-to-date.
• Comment on Coronavirus-Related Market Sell-Off (17 March 2020)
The events of the past days are unprecedented. The Coronavirus is spreading rapidly across the globe, necessitating
increasingly urgent steps from government to limit physical interaction between people. Large parts of national economies
are being shut down to achieve this, and the global economy will suffer as a result. In the midst of this uncertainty and
anxiety, the unexpected decision by Saudi Arabia to launch an oil price war added to further extreme financial market
stress. Oil production is a capital intensive business, and therefore debt and equity capital markets are heavily exposed to
it, as are many banks. Lastly, though central banks have cut rates aggressively, this is not a situation where lower interest
rates makes much of a difference, and markets are crying out for substantial and targeted fiscal support measures.
In the process, investors have been dumping everything that is remotely seen as risky – equities, corporate bonds, emerging
market bonds, emerging market currencies – and sought safety in developed market government bonds.
What are we doing?

• The environment is extremely uncertain and fluid and no one has clarity as to how it will play out. Though lower share
prices make sense given that the global economic and profit growth outlook has changed, much of the selling is
indiscriminate. We want to avoid doing the same.

• We think that significant buying opportunities will emerge both at a stock and asset class levels, but we are not going to
make major changes now.
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CLIENT COMMUNICATION SUMMARY

• In rand terms, global equities have held up better than local equities because the currency has declined. We are therefore
trimming back from the relatively better performing global equity position and building a bit of cash to deploy later.

• SA equity has been much more exposed to the global sell-off – as is usually the case - but we have long been underweight
SA equity.

BUSINESS UPDATES
• Hedge Funds Award (21 February 2020)
It is with great satisfaction we would like to inform you that the Old Mutual Multi-Managers Long Short Equity Fund of
Hedge Fund has once again received an award for best fund of funds over ten years as announced during the annual
HedgeNews Africa Awards held in Cape Town on 20 February 2020.
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
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DEFENSIVE IN DIFFICULT MARKETS
AMEER AMOD
Head | Absolute Return & Fixed Interest Funds

The first quarter of 2020 was dominated by two black swan events creating havoc in global and local markets and across
asset classes. Even traditional safe asset classes like government bonds were hit by wholesale selling as investors scrambled
for liquidity. It is imperative during these times to focus on the long-term objectives of a fund in which we are invested and
to avoid making irrational decisions, such as moving into investments that may fail to achieve our desired long-term goals.
The Old Mutual Multi-Managers Absolute Defensive Balanced Fund has a track record spanning over 17 years. The Fund
has over its history been at the mercy of two great crises, the Great Financial Crisis (“GFC” in 2008) and the more recent
Coronavirus Crisis (some commentators have dubbed this “GCC” – Great Coronavirus Crisis). With the Fund having an
“absolute return” focus, it naturally holds lesser amounts of equity than traditional balanced funds. A key distinction
between an absolute return fund and a balanced fund is that the former is “risk-aware”, while the latter is “return-seeking”.
Being “risk-aware”, the Fund attempts to protect capital over rolling periods, usually 12 months. Below we discuss the
salient aspects of this Fund.

PORTFOLIO CONSTRUCTION
The Absolute Defensive Balanced Fund has the objectives to (i) attempt to protect capital over rolling 12 months, and
(ii) achieve a return of 4% above inflation over the long term. The Fund invests across local and global asset classes with
a strong emphasis on valuation and diversification (at the manager and asset class level). The managers that we use in
constructing the Fund, are Coronation, Investec (now “Ninety One”) and Sanlam Investments. The Fund has a 5% exposure to
Old Mutual Private Equity. Diversification only makes sense if there are independent ideas in portfolio construction.
While the underlying managers are “valuation” driven, create “diversified portfolios” and have a “long-term view”, each
of these managers also have unique investment attributes. Coronation has a stronger valuation focus, in that they look
for companies trading far below their estimates of fair value. Ninety One has a “quality” philosophy, placing emphasis
on cash flows and the robustness of company balance sheets. Sanlam Investments has a strong focus on managing the
Fund’s volatility, thus minimising drawdown risk (or reducing the risk of loss). Further, these managers bring strong asset
allocation skills into their portfolio construction.

PERFORMANCE
Over the 199 rolling 12-month periods, there were only four instances in which the Fund failed to protect capital, the worst
so far has been negative 1.5% for the 12-month period ending March 2020 (figure below). The Fund experienced 12-month
losses of less than 1% during the GFC as well – but note the strong returns that the fund delivered post this market crash.

12 MONTHS ROLLING RETURNS AS AT 31 MARCH 2020

OLD MUTUAL MULTI-MANAGERS
DEFENSIVE BALANCED FUND
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DEFENSIVE IN DIFFICULT MARKETS

Since inception (Oct 2002) to the end of March 2020, the Fund has delivered an annualised return of 10.8% per annum versus
the benchmark of 9.5%. Put differently, the Fund has given investors an additional “1.3%” alpha over the benchmark on an
annual basis over the last 17 years. The figure below shows the impact of this additional return against the benchmark:

OLD MUTUAL MULTI-MANAGERS
DEFENSIVE BALANCED FUND
BENCHMARK (INFLATION + 4%)

680

580

480

380

280

180

Oct 19

Oct 18

Oct 17

Oct 16

Oct 15

Oct 14

Oct 13

Oct 12

Oct 11

Oct 10

Oct 09

Oct 08

Oct 07

Oct 06

Oct 05

Oct 04

Oct 03

Oct 02

80

For investors seeking “inflation plus” objectives with less capital volatility, absolute return funds can help achieve desired
investment objectives over the long term. These funds have demonstrated to be more resilient in bear markets and certainly
help investors compound higher future returns off a less negative (or small positive base) when faced with a market crash.
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LOCAL AND INTERNATIONAL
MARKET COMMENTARY
IZAK ODENDAAL
Investment Strategist

SYNOPSIS:

• Fastest sell-off since 2008 as coronavirus panic grips equity markets
• Local equities followed global markets lower and property collapsed
• Local bonds suffered the worst ever month as investors shunned emerging markets

GLOBAL
As the coronavirus spread rapidly across the world and more and more countries were forced to implement “social
distancing” measures, including full lockdowns, it became clear that the world would enter a sharp and painful recession.
Global equity markets suffered a rapid slump. Compounding the sell-off, investors facing the prospects of weeks, if not
months, without income, scrambled to raise cash, dumping their most liquid assets. The last few days of March saw a bit of a
relief rally after a series of massive policy interventions were announced.
The US S&P 500 lost 12.3% in March, and 19.6% in the first quarter to end 23% below its peak. The return over one year was
-9%, which was not too bad all things considered. The Eurostoxx 600 similarly lost 14% in euros in the month, cutting oneyear returns to -12.6%. The Japanese Nikkei 225 lost 10% in March in yen, and 9% over 12 months.
Emerging markets also slumped in March, with a surge in the US dollar further reducing dollar-based returns. The MSCI
Emerging Markets Index lost 15% in dollars in March, 23% in the first quarter and 17% over 12 months.
Our global equity benchmark, the MSCI All Country World Index, lost 13% in March and 21% in the first quarter. Over
12 months, its return was -9% in dollars.
When equities sold off, investors usually flee to the safety of bonds. However, during the month the bond market experienced
liquidity problems as many investors sold bonds to raise cash. This prompted an unprecedented liquidity injection by the
US Federal Reserve and other central banks. The benchmark US 10-year bond yield fell to a record low monthly close of
0.69%. Corporate bonds were similarly impacted by the worsening underlying economic situation (particularly for energy
companies) as well as the scramble for cash. The Bloomberg Global Aggregate Bond Index, which covers the spectrum of
fixed income from sovereign debt to corporate credit, was negative in March and the first quarter. Its 12-month performance
of 4.2% is still ahead of equities.
Global listed property sold off with other risk assets. The FTSE EPRA/NAREIT Developed Index lost 22.8% in dollars in the
month, with the one-year return down to -24%.
As can be expected, commodities sold off heavily. The Brent crude oil price collapsed following Saudi Arabia’s decision to
boost production and cut prices, effectively launching a price war against higher-cost producers. Brent crude oil lost 55% in
March alone, and this following sharp declines in January and February.

LOCAL
Local equities did not escape the indiscriminate global selling. The FTSE/JSE All Share Index lost 12% in March and 21.4%
in the first quarter. This dragged one-year returns further into the red at -18.4%. The FTSE/JSE Capped SWIX lost 17% in
the month and 27% in the first quarter. Over one year, it lost 24.5%. It means that the five-year annualised return for the
All Share – even including dividends – was 0% at the end of March, while for the Capped SWIX it was -3%.

Q1 INSTITUTIONAL REPORT

14

LOCAL AND INTERNATIONAL MARKET COMMENTARY
Financials sold off the most in March, losing a staggering 29% in the month and 38% over one year. The sector is more
exposed to the weak domestic economy than industrials and resources and also more sensitive to credit ratings changes.
Resources lost 12.4% in the month, which is actually not a bad outcome given that Sasol crashed by 80% in March. Over
12 months, resources lost 18%, with the weaker rand relieving some pressure on the sector.
Industrials “only” lost 3% in March and 7% over 12 months, with the weaker currency helping the rand-hedges and Naspers/
Prosus deliver a positive return in the month.
Listed property bore the brunt of the market sell-off. The FTSE/JSE All Property Index slumped by 36% in March. The sector
basically halved in the first three months of 2020, having already been under pressure before that.
Local bond prices fell sharply in March, leading to surging yields. The 10-year government bond yield spiked dramatically to
a high of 12.7% before receding somewhat to end the month at 11.24%. Longer-dated bonds suffered even worse price
declines. The All Bond Index lost 9.7% in March, the worst month on record. The All Bond Index is also negative over one
year, with a 3% loss. Bond returns clearly lag cash substantially over these periods. Inflation-linked bonds similarly lost 7.3%
in March and 5.1% over one year.
As in global bond markets, local fixed income markets also experienced liquidity problems, and corporate credit spreads
widened substantially. This hurt the performance of enhanced income and cash-plus products. The fact that bonds and
equities sold off simultaneously meant there was little diversification benefit from local investments. However, the sharply
weaker rand cushioned the blow of declines in offshore asset classes from the perspective of local investors.
The rand slumped along with other emerging markets as panic gripped global markets. It lost 14% against the US dollar in
March and, having already declined in January and February, was down 27% at the end of the first quarter and 23% weaker
over four quarters.

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
July 2011 - March 2020 (not annualised if less than 1 year)
YTD

3 MONTHS

1 YEAR

2 YEARS

3 YEARS

4 YEARS

5 YEARS

JSE AllShare (J203T)

-21.38%

-21.38%

-18.42%

-7.43%

-2.07%

-0.94%

-0.13%

JSE SWIX (J403T)

-23.28%

-23.28%

-20.88%

-10.86%

-4.56%

-3.06%

-1.94%

JSE Capped SWIX (J433T)

-26.58%

-26.58%

-24.53%

-14.24%

-7.38%

-5.36%

-3.81%

JSE Top 40 (J200T)

-19.17%

-19.17%

-16.22%

-5.70%

-0.44%

-0.15%

0.53%

JSE FINI (J580T)

-39.48%

-39.48%

-38.82%

-24.09%

-12.17%

-9.69%

-7.96%

JSE INDI (J257T)

-8.44%

-8.44%

-7.18%

-5.48%

-1.89%

-1.41%

0.55%

JSE RESI (J210T)

-24.46%

-24.46%

-18.52%

7.01%

8.50%

10.35%

1.38%

JSE Midcaps (J201T)

-35.57%

-35.57%

-27.54%

-16.48%

-10.64%

-6.31%

-4.68%

JSE Smallcaps (J202T)

-32.55%

-32.55%

-33.03%

-25.19%

-18.36%

-11.36%

-8.52%

4.62%

4.62%

92.12%

62.97%

30.00%

11.04%

20.45%

JSE Value (J330T)

-29.81%

-29.81%

-30.52%

-12.98%

-7.58%

-4.76%

-4.96%

JSE Growth (J331T)

-13.26%

-13.26%

-5.94%

-1.90%

2.64%

2.48%

3.78%

ALBI

-8.72%

-8.72%

-2.99%

0.18%

5.27%

6.68%

5.18%

STeFI

1.69%

1.69%

7.21%

7.24%

7.31%

7.37%

7.22%

JSE All Property Index (J803T)

-48.07%

-48.07%

-48.92%

-31.06%

-23.88%

-19.24%

-14.81%

FTSE 100 INDEX

-10.10%

-10.10%

-8.17%

3.48%

0.76%

-0.96%

0.61%

COMPOSITE DAX INDEX

-6.56%

-6.56%

3.54%

4.38%

4.17%

4.34%

5.50%

NIKKEI 225 INDEX

2.81%

2.81%

13.27%

14.42%

11.21%

9.30%

10.03%

MSCI World Index

0.99%

0.99%

11.62%

19.21%

12.77%

10.84%

12.21%

SA CPI

1.50%

1.50%

4.63%

4.35%

4.24%

4.75%

5.20%

JSE Gold Mining (J150T)

Currency: ZAR
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INDUSTRY UPDATES
ELECTUS FUND MANAGERS
Electus announced the closure of their business. Electus will stop managing all client funds on 30 June 2020, which is the
date of their closure, with a brief company wind-up to follow thereafter. Electus remains well capitalised from a regulatory
perspective and anticipates a smooth and brief wind-down process post 30 June 2020. All staff will remain working at Electus
until 30 June 2020.

NINETY ONE
Ninety One (previously Investec Asset Management) completed its demerger from the Investec Group on 16 March 2020.
This establishes Ninety One as a fully independent, specialist investment manager separate from the bank.

PRUDENTIAL INVESTMENT MANAGERS
Prudential announced a number of changes to their equity portfolio management team. Johny Lambridis, previously their Head
of Equity, has advised Prudential of his intention to relocate to Australia. Johny will remain in full-time employment with
Prudential, working remotely when in Australia and travelling to South Africa regularly. Johny will relinquish his staff management duties and hands over the Head of Equity position to Ross Biggs, who takes over responsibility for the equity portfolio
management team.
In addition, Prudential announced the appointment of Aadil Omar to the role of Head of Equity Research from January 2020.
Aadil rejoins Prudential, having previously left the business in August 2018 when he moved to the UK to work as a portfolio
manager at a global equity hedge fund. Yusuf Mowlana and Kaitlyn Byrne, both existing portfolio managers in the equity team,
have also taken on additional equity portfolio management responsibilities for the Prudential Equity and Dividend Maximiser
Funds respectively. Prudential also announced the appointment of Damon Buss, who joins Prudential from May 2020 as an equity
analyst covering the retail sector. Damon joins Prudential from Electus, where he has worked since 2015.
Finally, Prudential has agreed on an arrangement with M&G Investments, their London-based shareholder, where Marc
Beckenstrater will allocate a portion of his time to work with their equity research team in Cape Town each month. Marc was
previously the Chief Investment Officer at Prudential and is currently the lead portfolio manager of the Prudential Global Funds.

VUNANI FUND MANAGERS
Vunani Fund Managers announced the transition of Snowy Masakale into the role of Chief Executive Officer, effective
2 March 2020. Snowy succeeds Butana Khoza in the role, who had previously been CEO for the last five and a half years. Butana
remains an executive director and member of the company Exco, and has recently been appointed as the CEO for the broader
Vunani Group.
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MARKET
INSIGHT

MARKET INSIGHT
IZAK ODENDAAL
Investment Strategist

WHAT STOOD OUT IN Q1 2020?
In our research, commentary and weekly investment meetings, the following attracted particular attention.

UNPRECEDENTED CRISIS
The Covid-19 crisis is unprecedented in modern financial and economic history. There have been financial crises, recessions
and bear markets before, but the scale and nature of the interruption to daily life and economic activity is on a completely
different level. Hundreds of millions are in forced or voluntary isolation, businesses are closed and travel has ground to a
virtual halt. Countries such as Italy that were tardy in implementing such ‘social distancing’ measures found their hospitals
completely overwhelmed. While most cases of Covid-19 (the disease caused by the new coronavirus) are relatively mild,
around a fifth require intensive hospitalisation. The isolation measures are thus absolutely necessary, but never before have
governments deliberately shut down large parts of their national economies in peacetime. And they are all doing it at once.
The steps taken to halt the spread of the virus have a huge impact on supply and demand. If factories are closed, there
is no production. People who are forced to stay at home spend less. This is especially true if they have lost their jobs, and
job-shedding has taken place at an unbelievable speed. No other previous global recession happened so suddenly, so
overwhelmingly and with so little warning.

UNPRECEDENTED POLICY RESPONSE
The policy response to an unprecedented crisis has been unprecedented too. The US Federal Reserve cut rates to zero in
two emergency meetings, then increased its liquidity injections to effectively unlimited purchases of US government bonds,
along with significant purchases of municipal bonds and mortgage backed securities, as well as for the first time, large
quantities of corporate bonds. The aim is to keep funding markets functioning smoothly as the scramble for cash led to rapid
withdrawals.
Other central banks in developing and emerging economies also slashed rates. The European Central Bank, already with
negative interest rates, announced and then expanded a quantitative easing (QE) programme of €750bn. Korea, Australia
and Canada have also embarked on versions of quantitative easing for the first time. Things are moving so quickly that
rulebooks are being rewritten on an almost daily basis.
On the fiscal side, the US Congress approved a $2 trillion fiscal support package. This is a staggering number (around 9% of
US GDP) that would have been completely unthinkable only a month ago. Other countries have announced packages of a
similar scale relative to the size of their economies. The aim is to provide households and businesses with cash transfers, loans,
grants and other forms of support to keep them afloat for a few weeks until the viral outbreak subsides. This is necessary to
prevent businesses shutting for good and laying off even more workers, which would prolong the recession.
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The SA Reserve Bank’s Monetary Policy Committee followed other central banks and cut the repo rate by 100 basis points to
5.25%. More rate cuts are likely. However, the impact of the rate cut will be blunted by the fact that market-related interest rates
increased substantially as spreads widened. The South African government unfortunately has little room to use fiscal policy to
stimulate the economy.

JUNKED
South Africa came into the Covid-19 crisis already in recession and with government finances already stretched. It is therefore no
surprise that Moody’s downgraded South Africa’s last remaining investment grade rating, while Fitch followed with a cut deeper
into junk status. Fitch, S&P and Moody’s maintain a negative outlook, meaning that more downgrades could follow. While the
ratings cut was likely even without the Covid-19 crisis, it should also be noted that global economic downturns lead to widespread
downgrades across companies, industries and countries. Whether Moody’s decision will lead to further significant outflows from
our bond market, remains to be seen. I was, however, widely anticipated and therefore likely priced in.
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FUND SPECIFIC
COMMENTARY

F UN D S P EC I F IC CO MME N TARY
O L D M UT UA L MULTI - MA N AGERS
M A X 28 FU N D
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: October 1999

ASSETS UNDER MANAGEMENT: R803.6m

COMMENTARY
This quarter, the Fund returned -15.0% net with the FTSE/JSE All Share Index (ALSI) returning -21.4% and the All Bond Index (ALBI)
-8.7%. The local property sector was down -48.1%.
Over the last 12 months, the Fund returned -12.5% net and the local bond market returned -3.0%. Local listed property returns have
remained volatile and are -48.9% lower for the 12 months to end March 2020. Local cash has returned 6.6% for the last 12 months.
The ALSI delivered -18.4%.
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LIKELY FUND RANGE OF RETURNS AND
CURRENT RETURN*
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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 DATA TO 31 MARCH 2020
% PERFORMANCE (P.A.)
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Old Mutual Multi-Managers Max 28 Fund
Strategy Return Target
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3 YRS

-12.5%

-3.9%

-0.8%
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10.7%

5 YRS
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SINCE INCEPTION

1.6%

6.8%

10.1%

11.8%

11.7%

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).
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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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O L D M UT UA L MULTI - MA N AGERS
M A X 28 FU N D
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 MultiManagers has selected a combination of asset managers to manage this strategy’s various underlying portfolios.

ASSET CLASS

MANAGER SPLIT

South African equity
South African boutique equity
South African fixed income
South African cash
South African property
International equity
International property
Africa equity
Long Short Equity
Private Equity

ASSET CLASS HOLDINGS
50%

45.5%

45%
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30%
24.5%

25%
20%
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10%
4.8%
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SA Equity
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F UN D S P EC I F IC CO MME N TARY
O L D M U T UAL MULTI - MA N AGERS
IN FL AT I O N P LUS 1 - 3 % ST R ATEGY
INCEPTION DATE: 14 October 1999

ASSETS UNDER MANAGEMENT: R666.1m

COMMENTARY
The Inflation Plus 1-3% strategy returned 4.2% per annum over the recommended minimum investment period of three years.
Over the last 12 months, this strategy returned -1.3%.
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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 Inflation Plus 1-3% Strategy

-0.6%

2.7%

4.7%

5.6%

8.1%

9.8%

12.2%

Strategy Return Target

6.6%

6.3%

6.2%

7.2%

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).
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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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O L D M UT UA L MULTI - MA N AGERS
IN FL AT I O N PLUS 1 - 3 % ST R ATEGY
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 MultiManagers has selected a combination of asset managers to manage this strategy’s various underlying portfolios.
ASSET CLASS

MANAGER SPLIT

South African equity
South African boutique equity
South African fixed income
South African cash
South African property
International equity
International property
Africa equity
Long Short Equity

ASSET CLASS HOLDINGS
45%
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F UN D S P EC I F IC CO MME N TARY
O L D M UT UA L MULTI - MA N AGERS
IN FL AT I O N PLUS 3 - 5% ST R ATEGY
INCEPTION DATE: 30 June 2003

ASSETS UNDER MANAGEMENT: R4.1bn

COMMENTARY
The Inflation Plus 3-5% strategy returned 2.8% per annum over the recommended minimum investment period of five years.
Over the last 12 months, this strategy returned -9.5%.

60%

LIKELY FUND RANGE OF RETURNS AND
CURRENT RETURN*
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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.
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Old Mutual Multi-Managers Inflation Plus 3-5% Strategy

-8.8%

-1.7%

1.1%

3.4%

7.2%

9.7%

12.7%

Strategy Return Target

8.6%

8.3%

8.2%

9.2%

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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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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O L D M UT UA L MULTI - MA N AGERS
IN FL AT I O N PLUS 3 - 5% ST R ATEGY
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 MultiManagers has selected a combination of asset managers to manage this strategy’s various underlying portfolios.

ASSET CLASS

MANAGER SPLIT

South African equity
South African boutique equity
South African fixed income
South African cash
South African property
International equity
International property
Africa equity
Long Short Equity

ASSET CLASS HOLDINGS
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F UN D S P EC I F IC CO MME N TARY
O L D M UT UA L MULTI - MA N AGERS
IN FL AT I O N PLUS 5 - 7% ST R ATEGY
INCEPTION DATE: 14 October 1999

ASSETS UNDER MANAGEMENT: R10.8bn

COMMENTARY
The Inflation plus 5-7% strategy returned 5.8% per annum over the recommended minimum investment period of seven years.
Over the last 12 months, this strategy returned -12.1%.
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50%
40%
30%

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 Inflation Plus 5-7% Strategy
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10.2%
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Strategy Return Target
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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).
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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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O L D M UT UA L MULTI - MA N AGERS
IN FL AT I O N PLUS 5 - 7% ST R ATEGY
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 MultiManagers has selected a combination of asset managers to manage this strategy’s various underlying portfolios.

ASSET CLASS

MANAGER SPLIT

South African equity
South African boutique equity
South African fixed income
South African cash
South African property
International equity
International property
Africa equity
Long Short Equity

ASSET CLASS HOLDINGS
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F UN D S P EC I F IC CO MME N TARY
O L D M UT UA L MULTI - MA N AGERS
DEFE N S I V E BAL AN CE D F UN D
INCEPTION DATE: October 2002

ASSETS UNDER MANAGEMENT: R667 067 268.80

COMMENTARY
This quarter, the Fund returned -6.1% net with the FTSE/JSE All Share Index (ALSI) returning -21.4% and the All Bond Index (ALBI)
-8.7%. The local property sector was down -48.1%.
As at the end of March 2020, exposure to asset classes for the Absolute Defensive Balance Fund was as follows: domestic equities
21.5%, domestic bonds 18.1% and 23.0% in cash. Offshore is close to 21%. The Fund has also maintained exposure to alternative
asset classes such as private equity at 5.1%.
Over the past quarter, SIM returned -5.4%, Coronation -13.3% and Ninety One -1.5%.

5 YEAR ANNUALISED RISK ADJUSTED RETURNS

MANAGER ALLOCATION

Return (%)

Absolute - Coronation

28.1%

Absolute - Ninety One

31.0%

Absolute - SIM

35.8%

Private Equity

5.1%

International Bond

-

OMMM Defensive
Balanced Fund
JSE SWIX
JSE Capped Swix (J433T)

Std Dev (%)

5.1

5.4

1.1

12.8

-0.5

12.8

ALBI

6.4

8.3

STeFI

7.0

0.2

SA Listed Property

-6.1

20.8

MSCI World Index

14.4

14.5

ASSET ALLOCATION
Equity

25.2%

Private Equity

4.4%

International Bonds

1.8%

International Cash

1.3%

International Equity 18.8%
Other

0.6%

Bonds

15.1%

Cash
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O L D M UT UA L MULTI - MA N AGERS
DEFE N S I V E BAL AN CE D F UN D
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 Multi-Managers 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.

8.6%

HISTORIC RETURNS
AS AT 31 MARCH 2020
FUND

9.1%
7.5%

8.8%

9.1%

5.1%

3.6%

2.5%

1.3%

9.2%

8.2%

-1.5%

BENCHMARK
-6.1%

-6.3%
1 month

3 months

1 Year

3 Years

5 Years

7 Years

10 Years

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.

CALENDAR YEAR PERFORMANCE (%)
YTD1

2019

2018

2017

2016

Fund

-6,1%

11.9%

0.9%

8.3%

4.0%

Benchmark

2.5%

7.6%

9.2%

8.6%

10.6%

12 MONTHS ROLLING RETURNS AS AT 31 MARCH 2020
FUND
CPI

35%
30%
25%
20%
15%
10%
5%
0%
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Jan 15
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Jan 14

Jul 13

Jan 13

Jul 12

Jan 12

Jul 11

Jan 11

Jul 10

Jan 10

Jul 09

Jan 09

Jul 08

Jan 08

-5%
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F UN D S P EC I F IC CO MME N TARY
O L D M UT UA L MULTI - MA N AGERS
M A N AG ED F UN D
INCEPTION DATE: April 2000

ASSETS UNDER MANAGEMENT: R2 437 866 291.60

COMMENTARY
This quarter, the Fund returned -16.48% net with the FTSE/JSE All Share Index (ALSI) returning -21.4% and the All Bond
Index (ALBI) -8.7%. The local property sector was down -48.1%.
It was an extremely negative first quarter. This is evident in the underlying manager returns, with Prudential returning
-20.23%, Coronation -16.46% and Allan Gray -14.73%. For the 12 months ending March 2020, Prudential returned -17.34%,
Coronation -12.41%, and Allan Gray -13.4%.
The Fund has returned -12.7% net over the last 12 months.

5 YEAR ANNUALISED RISK ADJUSTED RETURNS
MANAGER ALLOCATION
Coronation Balanced

29.5%

Prudential Balanced

29.5%

Foord Balanced

20.3%

Allan Gray

20.1%

OMR Private Equity 2

0.3%

OMR Private Equity 3

0.3%

Managed Fund
JSE SWIX
JSE Capped SWIX

Return (%)

Std Dev (%)

1.5

9.5

1.1

12.8

-0.5

12.8

ALBI

6.4

8.3

STeFI

7.0

0.2

SA Listed Property

-6.1

20.8

MSCI World Index

14.4

14.5

ASSET ALLOCATION
Equity

•

41.0%

Private Equity

0.6%

International Other

0.7%

International Bonds

0.1%

International Cash

1.4%

International Equities 27.0%
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O L D M UT UA L MULTI - MA N AGERS
M A N AG ED F UN D
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.

9.2%

5.1%

8.2%
3.6%

HISTORIC RETURNS
AS AT 31 MARCH 2020
FUND

8.6%

1.3%

BENCHMARK

-1.5%

2.5%

-6.3%
-6.1%
1 month

3 months

1 Year

3 Years

5 Years

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.

CALENDAR YEAR PERFORMANCE (%)
YTD

2019

2018

2017

2016

Fund

-16.5%

12.6%

-3.5%

11.8%

3.5%

Benchmark

-13.9%

10.9%

-2.0%

11.5%

3.3%

3 YEARS
ROLLING RETURNS

25%
20%

FUND
BENCHMARK

15%
10%
5%
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Feb 20

Oct 19

Dec 19

Aug 19

Apr 19

Jun 19

Feb 19

Oct 18

Dec 18

Aug 18

Apr 18

Jun 18

Feb 18

Oct 17

Dec 17

Aug 17

Apr 17

Jun 17

Feb 17

Oct 16

Dec 16

Apr 16

Jun 16

Aug 16

Feb 16

Oct 15

Dec 15

Aug 15

Apr 15

Jun 15

Feb 15

Oct 14

Dec 14

Apr 14

Jun 14

Aug 14

Feb 14

Oct 13

Dec 13

Aug 13

Apr 13

Jun 13

-5%

Feb 13

0%
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F UN D S P EC I F IC CO MME N TARY
O L D M UT UA L MULTI - MA N AGERS
M O N E Y M A RKE T F UN D
INCEPTION DATE: August 2000

ASSETS UNDER MANAGEMENT: R893 717 338.60		

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 116 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.

MATURITY PROFILE
MANAGER ALLOCATION

0-7 days

Sanlam MM

50.0%

Prescient MM

50.0%

11.6.2%

8-30 days

11.2%

31-60 days

13.8%

61-90 days

11.8%

91-120 days

10.5%

121-180 days

16.9%

181 plus days

24.3%

ASSET ALLOCATION

Cash

Q1 INSTITUTIONAL REPORT
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O L D M UT UA L MULTI - MA N AGERS
M O N E Y M A RKE T F UN D
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.				

8.2%

8.2%

HISTORIC RETURNS

7.9%
6.9%

6.9%

6.9%

7.4%
6.5%

7.2%
6.3%

AS AT 31 MARCH 2020
FUND

1.9%

BENCHMARK

1.6%

0.7% 0.6%

1 month

3 months

1 Year

3 Years

5 Years

7 Years

10 Years

1. Returns for periods greater than 1 year are annualised.
2. W
 here 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.

5 YEARS CUMULATIVE
RETURNS
FUND
BENCHMARK

145
140
135
130
125
120
115
110
105

Q1 INSTITUTIONAL REPORT

Dec 19

Mar 20

Sep 19

Jun 19

Mar 19

Dec 18

Sep 18

Jun 18

Mar 18

Dec 17

Jun 17

Sep 17

Mar 17

Dec 16

Jun 16

Sep 16

Mar 16

Sep 15

Dec 15

Jun 15

Mar 15

100
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F UN D S P EC I F IC CO MME N TARY
O L D M UT UA L MULTI - MA N AGERS
B A L A N C ED T R ACKE R F UN D
INCEPTION DATE: October 2019

ASSETS UNDER MANAGEMENT: R142.1m

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.

60%

LIKELY FUND RANGE OF RETURNS AND
CURRENT RETURN*

50%
40%
30%
20%

The graph shows the strategy’s likely fund range of
returns over different investment periods, based on
the research team’s investigation and modelling.

10%
0%
-10%
-20%

1

2

3

5

10

YEAR/S TO 31 MARCH 2020

PERFORMANCE DATA TO 31 MARCH 2020

Old Mutual Multi-Managers Balanced Tracker Fund
Strategy Return Target

1 MONTH

3 MONTHS

-13.3%

-14.9%

1.4%

2.8%

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.

PERFORMANCE AGAINST
STRATEGY OBJECTIVE*
(SINCE INCEPTION)

OLD MUTUAL MULTI-MANAGERS
BALANCED TRACKER FUND
STRATEGY RETURN TARGET

The graph illustrates the
Strategy’s performance against
it’s performance target.

Q1 INSTITUTIONAL REPORT

INDEXED TO R1 SINCE 31 OCTOBER 2019

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).

R2.00

R1.50

R1.00

R0.50
Oct 19

Nov 19

Dec 19

Jan 20

Feb 20

Mar 20

36

O L D M UT UA L MULTI - MA N AGERS
B A L A N C ED T R ACKE R F UN D
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.

ASSET CLASS HOLDINGS
40%

36.2%

35%

32.5%

30%
25%
18.5%

20%
15%

11.5%

10%
5%

1.3%

0%
SA Equity
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0.0%
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Equity
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F UN D S P EC I F IC CO MME N TARY
O L D M UT UA L MULTI - MA N AGERS
M O DE R AT E T R ACKE R F UN D
INCEPTION DATE: October 2019

ASSETS UNDER MANAGEMENT: R11.7m

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.

60%

LIKELY FUND RANGE OF RETURNS AND
CURRENT RETURN*

50%
40%
30%
20%

The graph shows the strategy’s likely fund range of
returns over different investment periods, based on
the research team’s investigation and modelling.
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YEAR/S TO 31 MARCH 2020

PERFORMANCE DATA TO 31 MARCH 2020

Old Mutual Multi-Managers Moderate Tracker Fund
Strategy Return Target

1 MONTH

3 MONTHS

-12.3%

-13.3%

1.3%

2.5%

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.

PERFORMANCE AGAINST
STRATEGY OBJECTIVE*
(SINCE INCEPTION)

OLD MUTUAL MULTI-MANAGERS
MODERATE TRACKER FUND
STRATEGY RETURN TARGET

The graph illustrates the
Strategy’s performance against
it’s performance target.

Q1 INSTITUTIONAL REPORT

INDEXED TO R1 SINCE 31 OCTOBER 2019

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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R0.50
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O L D M UT UA L MULTI - MA N AGERS
M O DE R AT E T R ACKE R F UN D
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.

ASSET CLASS HOLDINGS
35%
30%

28.6%

25%

21.4%

25.3%

23.1%

20%
15%
10%
5%

1.6%

0.0%

0%
SA Equity
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F UN D S P EC I F IC CO MME N TARY
O L D M UT UA L MULTI - MA N AGERS
CO N S ERVATIV E T R ACKE R F UND
INCEPTION DATE: October 2019

ASSETS UNDER MANAGEMENT: R0.1m

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.

60%

LIKELY FUND RANGE OF RETURNS AND
CURRENT RETURN*

50%
40%
30%
20%

The graph shows the strategy’s likely fund range of
returns over different investment periods, based on
the research team’s investigation and modelling.
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YEAR/S TO 31 MARCH 2020

PERFORMANCE DATA TO 31 MARCH 2020

Old Mutual Multi-Managers Conservative Tracker Fund
Strategy Return Target

1 MONTH

3 MONTHS

-5.8%

-4.8%

1.1%

2.0%

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.

PERFORMANCE AGAINST
STRATEGY OBJECTIVE*
(SINCE INCEPTION)

OLD MUTUAL MULTI-MANAGERS
CONSERVATIVE TRACKER FUND
STRATEGY RETURN TARGET

The graph illustrates the
Strategy’s performance against
it’s performance target.
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INDEXED TO R1 SINCE 31 OCTOBER 2019

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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O L D M UT UA L MULTI - MA N AGERS
CO N S ERVATIV E T R ACKE R F UND
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.

ASSET CLASS HOLDINGS
60%
51.0%

50%
40%
30%

20.9%

20%
10%

20.7%

6.4%
1.1%

0%
SA Equity
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F UN D S P EC I F IC CO MME N TARY
ABSOLUTE DEFENSIVE MANAGED FUND
The Absolute Defensive Fund returned -6.3% over the quarter, -1.52% over one year and 5.11% annualised over five years.

SIM

For the period 1 March to 23 March, the S&P 500 Index crashed by a stunning 24%, a slump in stock prices reminiscent of the
global financial crisis (GFC). The VIX index, a measure of US equity market volatility, topped a level of 82, higher than anything
witnessed even during the GFC.
Stock markets the world over followed suit. The rout in equities was accompanied by an equally ferocious sell-off in other risky
asset classes, with corporate credit and emerging market assets faring particularly poorly, as well as a freezing up of liquidity in
many markets.
The South African economy had been on its knees well before COVID-19 made its appearance. With this backdrop, and with its
inflation forecasts having reduced significantly, the SARB lowered its repo rate by a substantial 1.00% in March, given the likely
impact of the COVID-19 pandemic on an already limping economy.
The Fund’s local equity position fell in March as a result of the steep decline in stock prices, which fell through the sold calls of
the call spread structures in place, rendering them less effective than usual. SIM did add a new protective structure however,
which gives at-the-money protection while still providing generous upside participation. The Fund’s bond allocation rose as a
result of a physical purchase of R186 bonds early in the month.
In the Fund’s offshore allocation, SIM reduced the physical equity allocation and also traded a new protective structure on
equities. Within fixed income, the manager added two corporate credit instruments when spreads widened significantly, a
CLN referencing Sappi and the Tier 2 bonds of FirstRand Bank. The Fund’s offshore cash allocation increased as a result of rand
weakness to the US dollar.

CORONATION

The JSE SWIX declined 26.6% in March 2020, thereby dragging five-year rolling returns for the overall market into negative
territory. No asset class was left unscathed, but the economically sensitive sectors such as property -48% and financials -39%
bore the brunt of the pain as they sold off aggressively. Industrials -8% and resources -25% performed relatively better. Fixed
income assets did not fare better as the All Bond Index ended the quarter down 8.7% and the inflation-linked bond index down
almost 17%. Only cash generated a positive return of 1.6%. Internationally, global stock markets are down 20%-25%, emerging
market currencies are down 10%-13%, and global property is down 28%-33%.
Going into this crisis, the Fund was reasonably conservatively positioned. Coronation was sitting at a below maximum weighting
in risk assets and below the maximum 30% offshore exposure. From a global perspective, Coronation believes that global equity
markets were expensive and global bond yields were negligible or negative real returns. Within SA equity exposure, the bulk
of our holdings sat in the global rand hedge shares such as Naspers/Prosus and British American Tobacco/Reinet. Further local
fixed income bonds were offering us attractive real returns. Unfortunately, this positioning was not nearly cautious enough and
did not provide the capital protection or stability in returns that were expected. Extreme global risk aversion led to a scramble
for safe-haven assets and punished not just traditional risk assets, but led to wholesale outflows from emerging market bond
funds. The volatility in the SA bond space can be demonstrated by the 10-year SA government bond yield swinging from a 9.5%
yield at the beginning of March to a high of almost 13% on 24 March.
Based on the movements the markets have recently experienced, Coronation has increased their SA fixed income allocation. The
fixed income allocation is now sitting at a yield close to 11% which is extremely attractive when compared to a return from cash
of 4.25% by the end of this year. Lower growth will contribute to an increased government debt burden and a widening fiscal
deficit. Coronation thinks SA bonds have more than priced in these risks. Spreads look attractive versus SA cash and real yields
look compelling when compared to emerging market and developed market peers. Once the contagion comes under control,
global equities could start to look past the short-term economic hit, especially with the support from large quantitative easing
programmes, fiscal stimulus and low oil prices.
Within local equities, equity selection will be critical. After struggling with a muted economy for many years, the ability to cut costs
and capital expenditure even further is simply not there or will materially hamper their recovery prospects. Coronation’s current
basket of SA equity holdings gives us an upside to fair value of north of 60% - very much skewed to the global rand hedge shares.
Coronation’s expectation from this point is for asset prices to normalise, which will allow the Fund to recover materially. It has
been a volatile time in markets, but attractive valuations and yields cannot be ignored. The manager remains committed to only
adding assets to clients’ portfolios they believe offer a sufficient margin of safety and are adequately priced for the underlying risk.
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NINETY ONE

It is precisely during these challenging times when the merits of the Quality investment philosophy manifest. While the portfolio
delivered a negative absolute return, we are pleased with how it held up amid the turmoil in global financial markets over the
quarter.
Offshore equities and Gold provided double-digit returns in rand and outperformed broader market indices as well as returns
in excess of local cash. Within the offshore equity component, absolute performance was largely driven by quality companies
such as Microsoft, Nestlé and Verisign. Locally, listings such as Assore, Naspers and British American Tobacco also contributed
to performance. In addition, a depreciating rand resulted in an extra boost in gains for our offshore and rand-hedge holdings.
Ninety One’s meaningful commodity holding in the NewGold exchange-traded fund (ETF) provided counter-correlated
performance as bullion benefitted from the risk-off environment. The cash holding in the portfolio also added value. These positive
gains were more than offset by the negative performance of our local equity holdings, namely Sasol, Bid Corp, Standard Bank
and Distell. The significant sell-off of local bonds over the period also resulted in our bond component detracting from absolute
performance.
During this quarter, the manager opportunistically added to existing positions in Naspers, Mondi, PSG and Bid Corp. The small
remaining position in Sasol was sold. The movement in bond yields surprised to the upside with record real yields on offer.
Ninety One used the spike in bond yields as an opportunity to increase the Fund’s holding in South African government bonds.
The preferred asset class remains global equities with a bias to high-quality companies that have enduring competitive
advantages, form barriers to entry and provide pricing power. This in turn enables these companies to generate long-term
growth and generate sustainably high levels of profitability. The outlook for the South African economy has worsened further.
Locally, Ninety One believes the best opportunity remains SA government bonds. With yields of around 11%, these instruments
offer higher risk-adjusted return potential than most SA stocks. The manager has been increasing allocation to domestic equities,
remains cautious and believe the local equity market may not be adequately pricing in the risks that companies may face in the
coming months.
As at the end of March 2020, exposure to asset classes for the Absolute Defensive Balance Fund was as follows: domestic equities
21.5%, domestic bonds 23.5% and 23.0% 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 -0.4%, Coronation -9.2% and Ninety One 3.0%.
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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 -31.1% over the last year, underperforming its benchmark by 6.6% on
a net basis. Prudential’s underperformance, relative to the benchmark, was driven by underperforming overweight positions
in Sasol, Sappi, Sun International and ABSA, as well as an underweight to the gold mining sector. Prudential notes that in the
current environment the market has rewarded companies with strong balance sheets, globally diversified income streams
and business models which are resilient to the current, hopefully temporary, conditions. Their portfolio has retained its large
absolute weight in globally diversified, multinational companies such as Naspers, British American Tobacco and Anglo American.
Conversely, Prudential also believes that there are potentially exceptional opportunities in companies whose operations have
been disrupted by the current lockdowns, but are mindful of the risks in these companies and remains disciplined in limiting
portfolio exposure appropriately. Prudential has retained their overweight position in South African banks, where their research
suggests that these companies are well capitalised and well provisioned and valuations are attractive. Prudential remains
optimistic regarding SA equity market returns over the medium term due to the prevailing excessive levels of pessimism reflected
in share prices and valuations. While the Coronavirus is likely to mean lower dividends over the next year or two for the South
African market, Prudential believes that earnings and dividends should show a return to growth over the medium term.
PRUDENTIAL TOP 10 HOLDINGS
Rank

%

Rank

1

Naspers Ltd

Security

15.0

6

Absa Group Ltd

Security

4.2

%

2

British American Tobacco Plc

8.4

7

Prosus NV

4.0

3

Standard Bank Group Ltd

6.6

8

MultiChoice Group Ltd

3.8

4

Anglo American Plc

6.1

9

Exxaro Resources Ltd

3.8

5

MTN Group Ltd

5.2

10

Remgro Ltd

3.3

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 -17.5% over the last year, outperforming
its benchmark by 7.1% 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, Prosus and Quilter. Coronation’s
portfolio remains skewed to rand hedge stocks and high quality SA stocks such as the food retailers, as the manager believes
that these stocks are best placed to weather the very tough SA macro environment. Coronation believes that the resources sector
offers compelling value at current levels. Their preference is for the major diversified miners, such as Anglo American, that have
diversified commodity mixes, low cost positions and strong balance sheets. Within the financials sector, while Coronation believes
that banks look cheap, they remain cautious. The manager believes that future earnings for the banks will come under pressure as
they struggle to grow advances and net interest margins contract. The banks may also come under further pressure in the form of
higher credit losses as consumers and businesses take strain from being leveraged in a very weak economy.
CORONATION TOP 10 HOLDINGS
Rank

Security

%

Rank

Security

%

1

Naspers Ltd

17.1

6

Shoprite Holdings Ltd

5.3

2

British American Tobacco Plc

10.7

7

FirstRand Ltd

4.0

3

Prosus NV

7.4

8

The Spar Group Ltd

3.2

4

Anglo American Plc

7.1

9

Aspen Pharmacare Hldgs Ltd

3.0

5

Quilter Plc

6.0

10

Impala Platinum Holdings Ltd

2.4
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SOUTH AFRICAN EQUITY – NINETY ONE
Ninety One’s investment process looks to identify companies that have upward earnings revisions
that are trading at reasonable valuations. Ninety One was added as a manager in November 2019
and performance will be reported on over time as a longer track record develops. Ninety One expects the world to experience a
significant shock to growth in the first half of this year, while in South Africa they expect the economic contraction to be more
pronounced. In such an environment, they believe it is paramount to remain focused on their disciplined investment process
through the cycle, even in the face of such event risks. In an environment of broad-based negative earnings revisions, Ninety One
believes that the ability to find corporates that are receiving poorly assessed earnings forecasts presents exciting investment
opportunities as those equities become mispriced. However, the manager also believes that avoiding stocks with high balance
sheet risk is just as important as finding the outperformers in this environment.
NINETY ONE TOP 10 HOLDINGS
Rank

Security

%

Rank

Security

%

1

Naspers Ltd

16.2

6

Sanlam Ltd

3.7

2

British American Tobacco Plc

7.4

7

Anglo American Plc

3.7

3

Prosus NV

6.4

8

Impala Platinum Holdings Ltd

3.4

4

FirstRand Ltd

4.6

9

MTN Group Ltd

3.2

5

BHP Group Plc

4.1

10

Sibanye-Stillwater Ltd

3.1

SOUTH AFRICAN EQUITY – MAZI CAPITAL
Mazi Capital follows a long-term, fundamental investment approach with a bias for quality
companies. Mazi returned -29.3% over the last year, underperforming its benchmark by 4.8% 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 MTN and some of the strong performing gold and platinum miners. Based
on extensive research and information that Mazi have gathered, their view is that the virus is likely to have a short- to mediumterm economic impact and therefore is not likely to be a permanent factor in the long term. Based on this view and the resulting
uncertainty and volatility, Mazi has taken the stance of positioning the portfolio to primarily protect the downside. They are
maximising their cash holding by selling out of companies that are most negatively impacted by the current situation, which
includes consumer facing companies and companies with weak balance sheets and poor cashflow generation. Mazi believes
that defensive companies and those companies with stronger balance sheets will be the ones best able to weather the impact of
the virus and an economic recession. As information emerges and the situation improves, Mazi will look to cautiously utilise the
available cash in the portfolio to increase their investment in quality companies in line with their investment philosophy.
MAZI TOP 10 HOLDINGS
Rank
1

Security
Naspers Ltd

%

Rank

Security

%

18.2

6

Standard Bank Group Ltd

4.9

2

Anglo American Plc

8.3

7

MTN Group Ltd

4.6

3

British American Tobacco Plc

5.9

8

Quilter Plc

4.3

4

FirstRand Ltd

5.6

9

Compagnie Fin Richemont

3.9

5

Prosus NV

5.4

10

Old Mutual Ltd

3.6

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 -26.6% over the last year, underperforming its benchmark by 2.1% 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, Vodacom and Goldfields. Looking ahead, Sentio believes that the
outlook is very much driven by the success of battling Covid-19, as well as the degree and pace of the subsequent expected global
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recovery, coupled with some political events. They expect significant volatility in the short term as the market is focused on the
war against the virus, and the manager believes that they cannot rule out another significant sell off in financial markets in the
coming months with caution being warranted on market rallies. Sentio is positioning their portfolio with a balanced “barbell”
exposure, with higher exposure to gold and defensive assets offset with cheap cyclical exposure. The portfolio is tilted towards lower
beta defensive equities.
SENTIO CAPITAL TOP 10 HOLDINGS
Rank

%

Rank

1

Naspers Ltd

Security

14.3

6

Sanlam Ltd

Security

4.0

%

2

British American Tobacco Plc

7.7

7

Anglogold Ashanti Ltd

3.9

3

Prosus NV

5.6

8

The Spar Group Ltd

3.5

4

FirstRand Ltd

5.5

9

Standard Bank Group Ltd

3.3

5

Anglo American Plc

4.5

10

Absa Group Ltd

2.8

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 down
5.0% during the first quarter and 21.6% ahead of the Capped SWIX equity benchmark. The biggest contributors to returns were
short positions in Capitec, Truworths and Kumba, while long positions to Woolworths, AB InBev and Famous Brands detracted.
The Fund was up 2.7% for the one-year period to March 2020, 27.2% 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
1.0% and outperformed the Capped SWIX by 17.7% during the first quarter, largely on the back of short positions in Capitec,
Hyprop and Massmart, while long positions to Impala Platinum, Zambezi Platinum and PSG Group detracted. The Fund was up
9.4% over the last 12-month period to March 2020, 33.9% 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 8.9% and 17.7% ahead of the Capped SWIX at the end of the
first quarter. The biggest contributors to returns were long positions in Capital & Regional, Naspers and New Gold, while long
positions in Tsogo Sun, Sasol, Super Group and Mpact were the biggest detractors. The Fund recorded a 12-month return of
-12.1% to March 2020, 12.5% ahead of the local equity market (Capped SWIX).
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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 down 23.2% and 3.4% ahead of the Capped SWIX equity
index during the first quarter. The biggest detractors were exposures to Tsogo Sun Gaming, Tsogo Sun and Sun International, while
short positions in Hammerson, Discovery, Famous Brands and Hyprop contributed positively to returns. The Fund posted -15.9% for
the 12-month period to March 2020, 8.6% ahead of 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 -3.03% return during the first quarter, 23.6% ahead of the local equity market. The
Fund was up 16 basis points and 24.7% ahead of the equity market over the 12-month period to March 2020.

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. SA Listed Property recorded the
lowest total return (-48.15%) for the quarter ended March 2020 and the Catalyst portfolio was 53 basis points (bps) ahead of the
benchmark on a net basis. An overweight allocation to Nepi and Cash and underweight allocation to Attacq, Redefine and Intu
contributed positively to performance, while overweight allocation to Hyprop, Vukile and Rebosis and underweight allocation
to Ninety One Australia and Sirius contributed negatively to performance for the quarter. The Fund was 50 bps behind the All
Property benchmark over a 12-month period, with the benchmark down 48.92%. According to Catalyst, given the weak property
fundamentals, the recent sovereign rating’s downgrade by Moody’s in March and revised GDP growth outlook of -2.5% for 2020,
the risk of direct property valuations declining is real as the SA 10-year bond yield is currently 10.96% as at 31 March. The long-term
impact on valuations is unknown and will be determined by the duration of the economic shutdown together with the impact
that has on demand/supply imbalances, market rentals and long-term vacancies. The decision by the South African Reserve
Bank to cut its policy rate by 100 bps on 19 March could provide some much-needed reprieve to the sector. The sector screens as
attractive, while it is always difficult to call the bottom of any market. They expect continued volatility in the short to medium term
as government and private sector navigate through the impact of COVID-19 on the economy and their respective businesses. Most
funds are expected to reduce, defer, or not pay dividends to meet short-term cashflow requirements. This will be driven by the
ability or affordability to pay and potential rules relaxation by regulators regarding tax and REIT status.

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 first quarter of
2020, Sesfikile outperformed the All Property Index by 5.2% on a net basis. This was mostly at the back of underweight exposure
to Redefine and Hyprop as well as overweight positions in Cash and Vukile. Over the last 12 months, the portfolio was down 42.1%
and 6.9% ahead of the benchmark on a net basis. Despite relatively stable lease-based cash flows and strong balance sheets, REITs
have underperformed, due largely to tightening credit conditions and the prospect of sharply weaker property fundamentals.
Forecasting the impact of the lockdown on REITs in their view is challenging. Not only are there many different variables, the
estimation error is high given the unprecedented nature of the Pandemic. In very basic terms, the impact on earnings is driven
by the length of the lockdown and the rental concessions given by landlords. They believe that a more realistic outcome would
be three-month lockdown with approximately 60% rental concession for non-essential retail, resulting in a 21% decline to REITs’
distributable earnings. With REITs having lost just under 50% of their value this quarter, they believe the market is pricing in a
much direr outcome. They maintain a cautiously optimistic outlook, premised on cheap valuations.

Q1 INSTITUTIONAL REPORT

48

ASS E T M A NAG E R R E V IE W

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. While the Fund
outperformed the benchmark by 2.8% during the quarter, it was the worst performing building block manager. Over the last 12
months, the BlackRock portfolio was down 19.8%, 4.1% ahead of the benchmark. Geographically, the BlackRock portfolio was
broadly in line with the benchmark, but slightly underweight to the EMEA region and the US.
They mention that businesses with shorter contracts and higher financial leverage are at the greatest risk, namely lodging (due
to reduced business and personal travel) and retail (social distancing to reduce brick and mortar visits). These have seen and
will continue to see immediate impact on revenues. There is a chance that this event could hasten structural changes they have
been talking about for a while e.g. shopping for groceries online, office - working from home, etc. They maintain an underweight
allocation to these.

INTERNATIONAL PROPERTY – CATALYST FUND MANAGERS
During the fourth quarter, Catalyst returned -22.52% and 6.0% ahead of the benchmark. Over the
last 12 months, the Fund was down 16.6% net of fee rebates and 7.4% 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, overweight the US, while in Europe, they favour the UK, but are underweight France. The portfolio is currently
underweight to the Asia-Pacific region, with a slightly overweight allocation to Hong Kong.
Most pertinent for them amid this pandemic is to stay away from stocks they believe will be significantly impacted by COVID-19.
These are companies with poor balance sheets, meaning high leverage, near term debt maturities and poor cashflow generation.
They state that social gathering exposed stocks like restaurants, movie theatres, etc. will also come under excessive pressure. Lastly,
they believe that sectors with structural challenges may see an acceleration of these due to COVID-19, for example physical retail
which was already facing headwinds from e-commerce. They however believe that the Fund is well positioned for these short- and
long-term structural changes within real estate, due to their robust, fundamentals based investment methodology.

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 down 18.9% during the first quarter, net of fee rebates, and 9.6% ahead of the benchmark. The Fund
outperformed the benchmark on the back of underweight exposure to the retail sector and overweight allocation to data centres
and towers and industrial sectors. The Fund is overweight to America and UK and underweight to Europe Ex UK and the AsiaPacific region relative to the benchmark. Over the last 12 months, the Fund was down 14.0% and 9.9% ahead of the benchmark.

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 March 2020, the portfolio returned -8.5% (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

Microsoft Corp

3.2

6

Alphabet-CI A

1.0

2

Apple Inc

3.2

7

Johnson & Johnson

1.0

3

Amazon.com

2.3

8

Nestle SA

0.9

4

Facebook

1.1

9

JPMorgan Chase & Co

0.8

5

Alphabet-CI C

1.0

10

Procter & Gamble

0.8
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INTERNATIONAL EQUITY – ORBIS
Orbis is a contrarian, long-term, value manager that follows a bottom-up stock selection process.
The portfolio returned -15.0% during the past 12-month period ending 31 March 2020, underperforming the MSCI All Country World Index by -3.8%. 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 first quarter of 2020 saw a major bear market ensue after the COVID-virus spread globally, shutting many
businesses globally. Asia is seemingly further down the road of recovery with most of China’s economy reopened, while most
western countries are in the midst of some form of lockdown. While the full extent of the economic impact is yet to be seen,
there is clearly an extensive impact not only on short-term earnings, but also on the longer-term viability of some businesses. 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
Apache (-2.0%), Imperial Brands (-1.7%) and Autohome (-0.8%). The largest contributors to alpha were Celgene (4.1%), Tsuruha
Holdings (0.6%) and British American Tobacco (0.6%). In terms of portfolio activity, Fomento Económico Mexicano was added.
TOP 10 HOLDINGS
Rank

Security

%

Rank

Security

%

1

Netease

9.9

6

Bayerische Motoren Werke

3.6

2

British American Tobacco

7.7

7

Anthem

3.6

3

AbbVie

5.0

8

UnitedHealth Group

3.1

4

XPO Logistics

4.5

9

Newcrest Mining

2.9

5

Honda Motor

4.1

10

Autohome

2.9

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 the will grow earnings faster than the market
average. The portfolio returned -5.3% during the past 12-month period ending 31 March 2020, outperforming the MSCI All
Country World Index by 6.0%. The COVID-crisis affected world equity markets in an unprecedented economic halt. As most major
economies imposed strict lockdowns, business operations came under severe pressure and unemployment rose sharply across the
globe. While Asian countries (who generally experienced the virus impact earlier) have mostly contained the virus for now, many
western countries are yet to experience the peak of the curve, but somewhat benefit from the Asian response. From a portfolio
perspective, there is still a variety of uncertainties around how companies will operate in this environment as governments are still
figuring out the most constructive way to open economic activity without burdening their healthcare systems. An underweight
in Consumer Discretionary was the largest contributing sector. North America and Asia Pacific were the largest regional positive
contributors while UK was the largest detracting region. While at a stock level, the largest relative contributors were Teladoc (0.7%),
Tesla (0.6%), Amazon.com (0.5%), Alibaba (0.4%) and Sysmex (0.3%). The largest detractors included EOG Resources (-0.5%), Kirby
(-0.5%), Banco Bradesco (-0.5%), ICIC Bank (-0.4%) and Prudential (-0.3%). New purchases included Hoshizaki Corp., SEA Ltd
SoftBank and Ubisoft Entertainment, while complete sells included Apache and MarketAxess.
TOP 10 HOLDINGS
Rank

Security

%

Rank

Security

%

1

Amazon.com

3.9

6

Microsoft

2.4

2

Alibaba

3.1

7

Mastercard

2.4

3

Naspers

3.0

8

Prudential

2.4

4

Moody’s

2.8

9

AIA

2.2

5

Alphabet

2.8

10

Anthem

2.2
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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 -24.6% during the 12-month period ending 31 March 2020, outperforming the MSCI All Country World
Index by 13.3%. The global economy was hard hit over the quarter as the COVID-virus cause most major economies to shut down.
The widespread impact of most people staying home has dire implication for many businesses. While the economic fallout is
still in progress, the manager is finding strong buying opportunities for stocks that are likely to thrive in the new world, but are
priced otherwise. Within the Fund, the US, UK and Germany were the largest regional detractors to outperformance. At a stock
level, the only two positive contributors were Prudential (UK) and Prosus (Netherlands). While the largest detractors included
Lloyds Banking Group (UK), CNH Industrial (UK), Daimler (Germany), Bank of America (US) and General Motors (US). New additions
to the fund included EOG Resources, a US energy company. Envista Holdings is another addition, they are a US-based dental
manufacturer selling specialty products to dental surgeons. The third US purchase was Pinterest, a visual social media platform
with strong advertising revenue. The final purchase was the healthcare provider Prudential. Although they are based in the UK, a
large portion of their value is derived from their Asian franchise. Two sales over the quarter were Prosus (Naspers spinout) after it
performed well and finally Under Armour was sold to harvest a tax loss and reallocate to better relative opportunities.
TOP 10 HOLDINGS
Rank

Security

%

Rank

Security

%

1

Mastercard

6.2

6

Bank of America Corp

3.9

2

Alphabet

6.0

7

Daimler

3.8

3

Credit Suisse Group

4.3

8

CNH Industrial

3.7

4

Tyco Electronics

4.2

9

General Motors Co.

3.7

5

Bayer

4.0

10

Julius Baer

3.6

INTERNATIONAL EQUITY: NINETY ONE 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 -2.1% during the 12-month period ending 31 March 2020, outperforming the MSCI All Country World Index by 9.1%. Global
markets suffered severe and broad-based drawdowns as COVID led to most countries closing their economies in some form of
lockdown. Investors fled risk assets in search of safe havens while the negative impact started materialising with high death rates
in Italy and exceptionally large unemployment in the US. Quality as a style held up relatively well as strong cash flow companies
were seen as defensive during the volatile market movements. The manager outperformed the benchmark through meaningfully
different sector exposure to industries that suffered during the drawdown, notably a large underweight to Energy and Banks,
while a large overweight to Technology contributed to outperformance. On stock-specific basis, the largest positive contributors
included VeriSign (domain name registration), Roche (Healthcare) and Moody’s (credit rating agency). The largest detractors to
relative performance included Booking Holdings (travel bookings), Amadeus (technology company creating software for the
travel industry) and St. James’s Place (wealth management) and finally Anheuser-Busch InBev (beverage and brewery).
TOP 10 HOLDINGS
Rank
1

%

Rank

Visa Inc

Security

8.6

6

Security
Nestle SA

%
4.5

2

Microsoft Corp

6.3

7

Booking Holdings Inc

4.4

3

Moody's Corp

5.7

8

Philip Morris International

4.0

4

Verisign Inc

5.4

9

Johnson & Johnson

4.0

5

Roche Holding AG

5.0

10

ASML Holding NV

3.8
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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 -13.9% for the 12-month period ending 31 March 2020, which is 3.8% above the MSCI Emerging Market Index. Emerging
markets fell heavily as the global economy came to abrupt halt during COVID -ockdowns. Most major economies went in defensive
mode as they attempted to grapple with the health and economic impact of their population staying indoors. China, which led
the outbreak of the virus, has also reopened most of their economy after strict lockdown measures during the first quarter. Most
of Asia are more familiar and prepared for pandemic viruses given their experience. The opposite is true for most of the western
world and Emerging economies outside of Asia. Volatility spikes and a sell-off of risk assets were widespread through the first
quarter. Emerging currencies characteristically sold off, adding to the USD decline of assets. During the first quarter of 2020,
largest positive contributors were JD.com (0.8%), Wuliangye Yibin (0.34%), New Phillip Morris (0.33%), Ping An Insurance Group
(0.25%) and Yum China (0.25%). To add, the fund doesn’t own Petrobras which added 0.40% relative performance as the stock
declined sharply on the back of the falling Brazilian market and lower oil price. In terms of detractors, an underweight in Tencent
led to a relative loss of performance (-1.1%) only partially offset by holdings in Naspers and Prosus which add (+0.78%). Airbus
was the single largest bet detractor (-0.85%). Indian financials HDFC (mortgages) and HDFC Bank (full-service banking) together
led to just less than 1% detraction. In an active quarter, new buys included Shoprite, Spar and Pepkor at a total weight of 1.9%.
Indian Tobacco company ITC and Brazilian payments provider Stone Co. Sales included Cogna (Kroton), Taiwan Semincondutor,
Samsung and 51 Jobs (the Chinese recruitment business).
TOP 10 HOLDINGS
Rank

Security

%

Rank

Security

%

1

58.com

5.1

6

Alibaba Group

4.2

2

Ping An Insurance Group (China)

4.7

7

Prosus na

3.4

3

Naspers Ltd

4.4

8

JD.Com Inc

3.3

4

Philip Morris

4.3

9

Wuliangye Yibin

3.2

5

Housing Dev Finance Corp

4.2

10

Formento economico mexicano

3.2

INTERNATIONAL EQUITY (EMERGING MARKETS) – HERMES INVESTMENT MANAGEMENT
Hermes employs a highly active and concentrated approach that balances 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
-15.1% for the 12-month period ending 31 March 2020, which is 2.6% above the MSCI Emerging Market Index. COVID caused an
aggressive sell off of markets as the virus spread globally. Emerging Markets were affected earlier as China, the largest weight
in emerging markets, went through lockdown (and subsequent reopening) before the rest of the world. India (and respective
holdings) were particularly hard hit as the benchmark index dropped 15% and the Rupee hit record lows against the dollar. Oil
related companies were dragged down as the oil price dropped heavily given the global economy and the ill-timed disagreement
between major oil producers Saudia Arabia and Russia. Brazil continues with their controversially relaxed approach to the virus.
Unlike Asia, the impact of their later stage progression of the virus is yet to unfold. Over the quarter, the largest positive contributors
were Tencent (1.2%), NCSodt Corp (0.7%), Nari Technology (0.6%), Accton Technology (0.4%) and China Communication Services
(0.39%), while the largest detractors were NMC Health (-2.2%), Samsonite International SA (-0.67%), Motherson Sumi Systems
(-0.58%), Duratex (-0.54%) and Sberbank (-0.49%). The fund has a relative overweight to India, China and Russia, with meaningful
underweights to Saudi Arabia, South Africa and Thailand.
TOP 10 HOLDINGS
Rank
1

%

Rank

Alibaba ADR

Security

9.6

6

AIA

Security

%
3.1

2

Tencent

9.0

7

Delta Electronic

2.9

3

Samsung

7.7

8

Techtronic

2.6

4

Taiwan Semiconductor

5.7

9

NC Soft Corp

2.3

5

Nari Technology

3.6

10

KB Financial

2.2
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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 March 2020, the portfolio returned -2.1% (net of fees), underperforming the US dollar:euro cash benchmark by 2.2%. The first
quarter of 2020 was remarkably bearish with global markets selling off severely during the COVID-pandemic. The vast majority
of countries around the world implemented some form of social restrictions which limited business operations on both the
demand and supply side. This unprecedented level of economic slowing caused extreme moves in almost every asset class
among heightened volatility and large pricing swings. Within the portfolio, gold and government bonds were the only two asset
classes with positive returns, while bonds and equities sold off sharply. During the volatility, the manger was particularly active.
Buys included Diageo, Intercontinental Exchange and Thermo Fisher. The manager took the opportunity to increase exposure to
Unilever. The manager sold down exposure that had reached their estimate of fair value, including Adidas, Blackstone and Apollo.
In credit, the manager took exposure on two established corporates, Berkshire Hathaway and GlaxoSmithKline. A key detractor
was fixed income exposure outside of government bonds. Credit risk was severely penalised as the market sold off. The manager
has kept more exposure (resulting in only a marked to market loss) while making some rotations into opportunities with better
risk return profiles.

AFRICA EX SA – RUDIARIUS
The portfolio returned -3.6% for the 12-month period ending 31 March 2020, outperforming the
MSCI Emerging Frontier Africa Markets Index (excluding South Africa) by 16.4%. African equity
markets suffered severe pressure as the COVID-virus pulled down the global economy. Investors fled risk assets, selling down
equities and higher-risk regions like African Frontier markets. The full virus impact is still unknown and in progress. While African
countries have mostly recorded relatively lower cases, this may be understated due to lower testing capacity. Notably Most
African economies have a fraction of healthcare capacity compared to the rest of the world, adding to the risks of their limited
financial capacity. Egypt has relatively more reserves to deal with the crisis, but suffered (among other issues) a large drop in
Tourism. Besides capital outflows and large pressure on African currencies, a further negative driver was an exceptionally large
drop in the price. This is positive for oil importers like Kenya but particularly negative for oil exporters such as Nigeria. The Nigerian
economy is heavily reliant on oil exports, notably for the inflow of foreign currency. Such severe drops in the oil price therefore put
meaningful amounts of pressure on the Nigerian economy. The top three detractors over the period were CIB (Egypt), Guaranty
Trust (Nigeria) and A Attijariwafa (Morocco). The largest contributors to relative value included Fawry (Egypt), Rameda (Egypt) and
Capricorn (Namibia). Portfolio activity over the period included slowly accumulating exposure to Nestle Foods Nigeria PLC which
was subsequently turned around into a reduction as the Russi and Suadia Arabia oil dispute caused the manager to become
concerned over the local Nigerian economy (being highly dependent on oil exports). There were many portfolio reductions over
the period, including BK Group (Rwanda), Dangote Cement (Nigeria), First National Bank (Namibia), Guaranty Trust Bank (Nigeria),
Stanbic IBTC Bank (Nigeria), Zenith Bank (Nigeria).

AFRICA FRONTIERS – CORONATION FUND MANAGERS
The portfolio returned -22.2% for the 12-month period ending 31 March 2020, underperforming the
MSCI Emerging Frontier Africa Markets Index (excluding South Africa) by 2.2%. African equity sold off
sharply alongside almost every other risk asset globally. The COVID-pandemic causes global economies to temporarily lockdown
most business operations. This unprecedented economic halt has had far reaching consequence for most markets, particular
Africa. As expected, both local asset prices and currencies suffered as large outflows were experienced while global investors fled
to safe haven assets like gold and USD cash. The fund was most negatively affected by Nigeria where oil is a crucial part of the
local economy. The global recession severely pulled down oil demand while concurrent oversupply issues were being driven by a
disagreement between two major producers, Russia and Saudi Arabia. The Nigerian government set their budgets using a $60 oil
price which naturally creates large shortfalls when the oil price is at $30. The added risk in Nigeria is their behaviour of protecting
the currency with a (increasingly less stable) peg. On a positive note, both Kenya and Morocco benefit from the lower oil price (as
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net importers) – in Morocco the oil price savings mostly offset the decline in tourism. While Egypt has experienced the full impact
of the global slowdown, they do have liquid currency markets and meaningful reserves to cushion their economy going forward.
The manager is positioned in well-capitalised companies and believe all countries (except Nigeria) benefit from the lower oil price.
Valuations of portfolio positions were already priced with relatively large margins of safety to maintain operations over a six-month
lockdown base case.

	SOUTH AFRICAN FIXED INCOME – PRUDENTIAL PORTFOLIO MANAGERS
SA assets and the rand were hit harder by the global sell-off than most emerging markets (EM). The
SA economy was already in a fragile state given that we entered into a recession in the fourth quarter
of last year with gross domestic product (GDP) shrinking 1.4% (q/q) annualised. Further, on the 27th of March, we saw ratings agency
Moody’s downgrade us to non-investment grade.
Prudential was already modestly overweight SA nominal bonds in their portfolios when long-dated maturities (15-20 years) were
offering real yields of 4.5%-5%. These yields are much higher than their long-term assumptions of 2%. These bonds today are priced
at very attractive real yields between 6%-8%. A weak economy means that inflation is unlikely to surprise for some time to come.
Prudential has been adding modestly to their active positions in bond portfolios. The manager is neutral inflation -linked bonds
where real yields of 6% are guaranteed if held to maturity.
SA listed property stocks have sold off more than other asset classes during the quarter. The risks around property company
earnings have worsened given the deterioration in the economic outlook. Some of the companies in the portfolio are now priced
at extreme levels of cheapness, with quality listed property companies offering forward dividend yields in excess of 20% and prices
at less than 50% of their book value.
The Prudential Flexible Fixed Income Fund returned -10.1% for the quarter ending March 2020. As at the end of March 2020, the
Fund has a modified duration of 5.2 years and a Fund yield of 10.7%.

SOUTH AFRICAN FIXED INCOME – CORONATION FUND MANAGERS
It’s been a particularly trying quarter across the asset classes within fixed income markets, with all
sectors but cash delivering materially negative returns. March was a torrid month for investors: the
All Bond Index was down 9.7%, inflation-linked bonds (ILBs) were down 7.1%, listed property down 36.3%, preference shares
-27.0% and the rand weakened about 12% against the US dollar. Moves of these magnitudes have not been seen since the great
financial crisis (GFC) (2008/9) with market moves being quick and painful.
The oil price war and the rapid spread of Covid-19 has sent shockwaves of fear and panic globally, causing governments around
the world to enforce social distancing or more severe isolations via lockdowns. In times of crisis, when cash is often required to
meet margin calls on less liquid assets and to satisfy redemptions, government bonds are used as the natural funding source.
The aggressiveness of the sell-off in global risk markets and the outflows globally from emerging market bond funds have meant
that foreign investors into the local bond market have had to sell their holdings for this exact purpose. This created the first leg
of the sell-off in our bond market. The SARB played a crucial role by stepping in and injecting liquidity into the market, restoring
some calm.
Coronation expects inflation to average below 4% in SA over the next two years. Growth in 2020 is likely to be anywhere between
-4% to -7% rebounding to about 3% in 2021. It is very likely that debt-to-GDP will increase toward 80% and the fiscal deficit will
widen between -8% to -10% of GDP.
The spread between SA government bonds and cash is widest since 2001. Government bond yields are in excess of 10% - a very
high margin of safety as we are getting over 6% (real yield) above inflation. Coronation sees this as very attractive and has a healthy
allocation of these in their fixed income funds.
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Fundamentally, Coronation believes that South African corporate credit spreads should already have been under pressure, given
the poor economic fundamentals of the country and the clear evidence that the probability of default for many borrowers is on
the rise. A clear indication of this was shown in the rising credit loss ratios reported by all local banks during their last updates.
The economic fallout of the Covid-19 crisis will add further stress to balance sheets of SA companies, hence lowering their credit
quality. It is reasonable to expect a widening of credit spreads just based on the fundamental deterioration. The funds current
holdings of credit instruments are shorter-dated in nature, predominantly issued by the big four banks and are listed on the JSE,
making them tradable in some part.
At the end of February, shorter-dated fixed-rate negotiable certificates of deposit (NCDs) traded at 6.89% (3 year) and 8.25%
(5 year). Shorter-dated NCDs have pulled lower due to the significant cut in interest rates by the South African Reserve Bank
(SARB), while the five-year levels have pushed wider, due to the widening in credit spreads and sell-off in bond yields. The spreads
of floating rate NCDs has shifted wider between 35 and 45 basis points (bps), putting five-year floating rate NCDs at 3m J+150bps
and one-year floating rate NCDs at 3mJ+112bps.
The local listed property sector was down 36.3% in March, bringing its return for the rolling 12-month period to -48.1%. Listed
property has been the largest drag on the Fund’s performance. In the last five years, many have chosen to diversify away from SA
and enter highly leveraged plays on offshore property. This has resulted in a general rise in balance sheet risk across the sector.
The current crisis will reduce rental income, put pressure on asset values, and increase the cost of borrowing for lower-quality
businesses. Currently, dividend yields are eye-watering, touching close to 30% in some of the large cap names.
Coronation views 10-year SA government bonds as the most attractive asset in the fixed income universe, with inflation-linked
bonds coming in a close second. Listed property looks attractive, but allocations need to be made on a stock-specific basis.
The Coronation Flexible Fixed Income Fund returned -13.9% for the quarter ending March 2020. As at the end of March 2020, the
Fund has a modified duration of 6.5 years and a Fund yield of 12.09%.

	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 March 2020 and about 8.2% over the last 12 months, outperforming the
STeFI three-month benchmark return of 6.9%.
The Fund’s maturity position at the end of March was at 116 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 – NINETY ONE 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. Ninety One 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
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It’s been a particularly trying quarter across the asset classes within fixed income markets, with all
sectors but cash delivering materially negative returns. March was a torrid month for investors: the
All Bond Index was down 9.7%, inflation-linked bonds (ILBs) were down 7.1%, listed property down 36.3%, preference shares
-27.0% and the rand weakened about 12% against the US dollar. Moves of these magnitudes have not been seen since the great
financial crisis (GFC) (2008/9) with market moves being quick and painful.
The oil price war and the rapid spread of Covid-19 has sent shockwaves of fear and panic globally, causing governments around
the world to enforce social distancing or more severe isolations via lockdowns. In times of crisis, when cash is often required to
meet margin calls on less liquid assets and to satisfy redemptions, government bonds are used as the natural funding source. The
aggressiveness of the sell-off in global risk markets and the outflows globally from emerging market bond funds have meant that
foreign investors into the local bond market have had to sell their holdings for this exact purpose. This created the first leg of the
sell-off in our bond market. The South African Reserve Bank (SARB) played a crucial role by stepping in and injecting liquidity into
the market, restoring some calm.
Coronation expects inflation to average below 4% in SA over the next two years. Growth in 2020 is likely to be anywhere between
-4% to -7% rebounding to about 3% in 2021. It is very likely that debt-to-GDP will increase toward 80% and the fiscal deficit will
widen between -8% to -10% of GDP.
The spread between SA government bonds and cash is widest since 2001. Government bond yields are in excess of 10% - a very
high margin of safety as we are getting over 6% (real yield) above inflation. Coronation sees this as very attractive and has a healthy
allocation of these in their fixed income funds.
Fundamentally, Coronation believes that South African corporate credit spreads should already have been under pressure, given
the poor economic fundamentals of the country and the clear evidence that the probability of default for many borrowers is on
the rise. A clear indication of this was shown in the rising credit loss ratios reported by all local banks during their last updates.
The economic fallout of the Covid-19 crisis will add further stress to balance sheets of SA companies, hence lowering their credit
quality. It is reasonable to expect a widening of credit spreads just based on the fundamental deterioration. The funds current
holdings of credit instruments are shorter-dated in nature, predominantly issued by the big four banks and are listed on the JSE,
making them tradable in some part.
At the end of February, shorter-dated fixed-rate negotiable certificates of deposit (NCDs) traded at 6.89% (3 year) and 8.25%
(5 year). Shorter-dated NCDs have pulled lower due to the significant cut in interest rates by the SARB, while the five-year levels
have pushed wider, due to the widening in credit spreads and sell-off in bond yields.
The spreads of floating rate NCDs has shifted wider between 35 and 45 basis points, putting five-year floating rate NCDs at
3m J+150bps and one-year floating rate NCDs at 3mJ+112bps.
The local listed property sector was down 36.3% in March, bringing its return for the rolling 12-month period to -48.1%. Listed
property has been the largest drag on the Fund’s performance. In the last five years, many have chosen to diversify away from SA
and enter highly leveraged plays on offshore property. This has resulted in a general rise in balance sheet risk across the sector.
The current crisis will reduce rental income, put pressure on asset values, and increase the cost of borrowing for lower-quality
businesses. Currently, dividend yields are eye-watering, touching close to 30% in some of the large cap names.
Coronation views 10-year SA government bonds as the most attractive asset in the fixed income universe, with ILBs coming in a
close second. Listed property looks attractive, but allocations need to be made on a stock-specific basis.
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PRUDENTIAL FIXED INCOME
SA assets and the rand were hit harder by the global sell-off than most emerging markets (EM). The
SA economy was already in a fragile state given that we entered into a recession in the fourth quarter
of 2019 with GDP shrinking 1.4% (q/q) annualised. Further, on the 27th of March we saw ratings agency Moody’s downgrade us to
non-investment grade.
Prudential was already modestly overweight SA nominal bonds in their portfolios when long dated maturities (15-20 years) were
offering real yields of 4.5%-5%. These yields are much higher than their long-term assumptions of 2%. These bonds today are
priced at very attractive real yields between 6%-8%. A weak economy means that inflation is unlikely to surprise for some time to
come. Prudential has been adding modestly to their active positions in bond portfolios. The manager is neutral inflation-linked
bonds where real yields of 6% are guaranteed if held to maturity.
SA listed property stocks have sold off more than other asset classes during the quarter. The risks around property company
earnings have worsened given the deterioration in the economic outlook. Some of the companies in the portfolio are now priced
at extreme levels of cheapness, with quality listed property companies offering forward dividend yields in excess of 20% and prices
at less than 50% of their book value.

PRUDENTIAL ABSOLUTE RETURN
Prudential has been overweight global equities for some time now and this positioning has benefited
the portfolio over the quarter. The manager was underweight the more expensive US market in
favour of select European and emerging market equities. Although global equities were already more expensive than SA prior
to the downturn, they have fallen less than the local market. This implies a larger valuation differential between domestic and
offshore equities. SA equities are now even cheaper than global equities and the manager has taken advantage of this by reducing
some global equity positions in favour of high quality SA equities and SA nominal bonds.
Prudential has been underweight developed market government bonds given the negative real yields prevailing. With a flight to
safety and aggressive monetary easing by central banks, these yields have moved even more negative. Prudential continues to
hold US and European investment grade corporate bonds and select EM bonds (Mexico, Indonesia and Brazil) all in dollars.
The SA equity market was already trading at a very attractive price-book value ratio of 1.5X in February, and subsequently fell to
around 1.0X by the end of March, some 20% cheaper than it was during the GFC. SA equity is now priced some 30% cheaper.
Prudential believes that this provides a “once in a generation”-opportunity to acquire selected, good quality domestic stocks that
they are now taking advantage of. The portfolio continues to hold resources stocks with exposure to global growth and foreign
currency earnings like Anglo American and Exxaro, as well as global giants such as Naspers (and Prosus) and British American
Tobacco (BAT).
Prudential was already modestly overweight SA nominal bonds in their portfolios when long dated maturities (15-20 years) were
offering real yields of 4.5%-5%. These yields are much higher than their long-term assumptions of 2%. These bonds today are
priced at very attractive real yields between 6%-8%. A weak economy means that inflation is unlikely to surprise for some time to
come. Prudential has been adding modestly to their active positions in bond portfolios. The manager is neutral inflation-linked
bonds where real yields of 6% are guaranteed if held to maturity.
SA listed property stocks have sold off more than other asset classes during the quarter. The risks around property company
earnings have worsened given the deterioration in the economic outlook. Some of the companies in the portfolio are now priced
at extreme levels of cheapness, with quality listed property companies offering forward dividend yields in excess of 20% and prices
at less than 50% of their book value.
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CORONATION ABSOLUTE RETURN
The JSE SWIX declined 26.6% in March 2020, thereby dragging five-year rolling returns for the overall
market into negative territory. No asset class was left unscathed, but the economically sensitive
sectors such as property -48% and financials -39% bore the brunt of the pain as they sold off aggressively. Industrials -8% and
resources -25% performed relatively better. Fixed income assets did not fare better as the All Bond Index ended the quarter down
8.7% and the inflation-linked bond index down almost 17%. Only cash generated a positive return of 1.6%. Internationally, global
stock markets are down 20%-25%, emerging market currencies are down 10%-13%, and global property is down 28%-33%.
Going into this crisis, the Fund was reasonably conservatively positioned. Coronation was sitting at a below maximum weighting
in risk assets and below the maximum 30% offshore exposure. From a global perspective, Coronation believes that global equity
markets were expensive and global bond yields were negligible or negative real returns. Within SA equity exposure, the bulk of
our holdings sat in the global rand hedge shares such as Naspers/Prosus and British American Tobacco/Reinet. Further local fixed
income bonds were offering us attractive real returns. Unfortunately, this positioning was not nearly cautious enough and did not
provide the capital protection or stability in returns that were expected. Extreme global risk aversion led to a scramble for safehaven assets and punished not just traditional risk assets but led to wholesale outflows from emerging market bond funds. The
volatility in the SA bond space can be demonstrated by the 10-year SA government bond yield swinging from a 9.5% yield at the
beginning of March to a high of almost 13% on 24 March.
Based on the movements the markets have recently experienced, Coronation has increased their SA fixed income allocation. The
fixed income allocation is now sitting at a yield close to 11% which is extremely attractive when compared to a return from cash
of 4.25% by the end of this year. Lower growth will contribute to an increased government debt burden and a widening fiscal
deficit. Coronation thinks SA bonds have more than priced in these risks. Spreads look attractive versus SA cash and real yields
look compelling when compared to emerging market and developed market peers. Once the contagion comes under control,
global equities could start to look past the short-term economic hit, especially with the support from large quantitative easing
programmes, fiscal stimulus and low oil prices.
Within local equities, equity selection will be critical. After struggling with a muted economy for many years, the ability to cut costs
and capital expenditure even further is simply not there or will materially hamper their recovery prospects. Coronation’s current
basket of SA equity holdings gives us an upside to fair value of north of 60% - very much skewed to the global rand hedge shares.
Coronation’s expectation from this point is for asset prices to normalise, which will allow the Fund to recover materially. It has
been a volatile time in markets, but attractive valuations and yields cannot be ignored. The manager remains committed to only
adding assets to clients’ portfolios they believe offer a sufficient margin of safety and are adequately priced for the underlying risk.

NINETY ONE ABSOLUTE RETURN
It is precisely during these challenging times when the merits of the Quality investment philosophy
manifest. While the portfolio delivered a negative absolute return, we are pleased with how it held
up amid the turmoil in global financial markets over the quarter.
Offshore equities and Gold provided double-digit returns in rands, and outperformed broader market indices as well as returns
in excess of local cash. Within the offshore equity component, absolute performance was largely driven by quality companies
such as Microsoft, Nestlé and Verisign. Locally, listings such as Assore, Naspers and British American Tobacco also contributed
to performance. In addition, a depreciating rand resulted in an extra boost in gains for our offshore and rand-hedge holdings.
Ninety One’s meaningful commodity holding in the NewGold exchange-traded fund (ETF) provided counter-correlated
performance as bullion benefitted from the risk-off environment. The cash holding in the portfolio also added value. These positive
gains were more than offset by the negative performance of our local equity holdings, namely Sasol, Bid Corp, Standard Bank
and Distell. The significant sell-off of local bonds over the period also resulted in our bond component detracting from absolute
performance.
During this quarter the manager opportunistically added to existing positions in Naspers, Mondi, PSG and Bid Corp. The small
remaining position in Sasol was sold. The movement in bond yields surprised to the upside with record real yields on offer.
Ninety One used the spike in bond yields as an opportunity to increase the Fund’s holding in South African government bonds.
The preferred asset class remains global equities with a bias to high-quality companies that have enduring competitive
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advantages, form barriers to entry and provide pricing power. This in turn enables these companies to generate long-term growth
and sustainably high levels of profitability. The outlook for the South African economy has worsened further. Locally, Ninety One
believes the best opportunity remains SA government bonds. With yields of around 11%, these instruments offer higher riskadjusted return potential than most SA stocks. The manager has been increasing allocation to domestic equities, remains cautious
and believes the local equity market may not be adequately pricing in the risks that companies may face in the coming months.

SANLAM INVESTMENT MANAGERS (SIM) ABSOLUTE RETURN
For the period 1 March to 23 March, the S&P 500 Index crashed by a stunning 24%, a slump in stock
prices reminiscent of the GFC. The VIX index, a measure of US equity market volatility, topped a level
of 82, higher than anything witnessed even during the GFC.
Stock markets the world over followed suit. The rout in equities was accompanied by an equally ferocious sell-off in other risky
asset classes, with corporate credit and emerging market assets faring particularly poorly, as well as a freezing up of liquidity in
many markets.
The South African economy had been on its knees well before COVID-19 made its appearance. With this backdrop, and with its
inflation forecasts having reduced significantly, the SARB lowered its repo rate by a substantial 1.00% in March, given the likely
impact of the COVID-19 pandemic on an already limping economy.
The Fund’s local equity position fell in March as a result of the steep decline in stock prices, which fell through the sold calls of the
call spread structures in place, rendering them less effective than usual. SIM did add a new protective structure however, which
gives at-the-money protection while still providing generous upside participation. The Fund’s bond allocation rose as a result of a
physical purchase of R186 bonds early in the month.
In the Fund’s offshore allocation, SIM reduced the physical equity allocation and also traded a new protective structure on equities.
Within fixed income, the manager added two corporate credit instruments when spreads widened significantly, a CLN referencing
Sappi and the Tier 2 bonds of FirstRand Bank. The Fund’s offshore cash allocation increased as a result of rand weakness to the
US dollar.

CORONATION MANAGED RETURN
The extreme responses of countries around the world to the pandemic saw a brutal collapse of
capital markets with almost every possible asset class collapsing, with the exception of USD cash.
The reality for the portfolio was that there was very little place to hide from the extreme sell off as even typically safe asset classes
sold off aggressively.
Combined with pent-up consumer demand when lockdown measures are over, Coronation believes that corporate profitability
could look very different in 12 months’ time. During the quarter, the manager moved from an underweight to an overweight total
equity position (closed out put options that protected from the worst of the early declines), before buying some equity exposure
at lower levels.
The manager is cognisant of the risks around SA’s worsening fiscal position but believes that SA government bonds remain a
reasonably attractive investment opportunity, given their high yields and absence of near-term inflation pressures in the SA
economy. The manager has moved from the longer end of the curve to the belly (10-12 year area) thus reducing duration and no
need to take additional term risk. ILBs sold off both in sympathy with nominal bonds and due to lower inflation expectations. This
weak price action offered an opportunity to switch a decent portion of nominal bonds into ILBs at very attractive real yields of 6%.
The two highest conviction ideas in the portfolio, Naspers/Prosus and British American Tobacco, came through strongly during the
quarter. The preferred holding of the high-quality defensive food retailers (Shoprite, Spar and Pick n Pay) together with Dis-Chem,
versus the more economically sensitive clothing retailers, was well rewarded.
Notwithstanding the uncertainties that abound, the objective remains on building diversified portfolios. Coronation will remain
focused on the long term and will seek to take advantage of this extreme market volatility to invest in attractive opportunities that
the market may presents and, in so doing, generate inflation-beating returns for investors over the long term.

Q1 INSTITUTIONAL REPORT

59

PRUDENTIAL MANAGED RETURN
Prudential’s exposure to global equities has benefited the portfolio over the quarter. The manager
was underweight the more expensive US market in favour of select European and emerging market
equities. Although global equities were already more expensive than SA prior to the downturn, they have fallen less than the local
market. This implies a larger valuation differential between domestic and offshore equities. SA equities are now even cheaper than
global equities and the manager has taken advantage of this by reducing some global equity positions in favour of high quality
SA equities and SA nominal bonds.
Prudential has been underweight developed market government bonds given the negative real yields prevailing. With a flight to
safety and aggressive monetary easing by central banks, these yields have moved even more negative. Prudential continues to
hold US and European investment grade corporate bonds and select EM bonds (Mexico, Indonesia and Brazil), all in dollars.
The SA equity market was already trading at a very attractive price-book value ratio of 1.5X in February, and subsequently fell to
around 1.0X by the end of March, some 20% cheaper than it was during the GFC. SA equity is now priced some 30% cheaper.
Prudential believes that this provides a “once in a-generation”-opportunity to acquire selected, good quality domestic stocks that
they are now taking advantage of. The portfolio continues to hold resources stocks with exposure to global growth and foreign
currency earnings like Anglo America and Exxaro, as well as global giants such as Naspers (and Prosus) and British American
Tobacco (BAT).
Prudential was already modestly overweight SA nominal bonds in their portfolios when long dated maturities (15-20 years) were
offering real yields of 4.5%-5%. These yields are much higher than their long-term assumptions of 2%. These bonds today are
priced at very attractive real yields between 6%-8%. A weak economy means that inflation is unlikely to surprise for some time to
come. Prudential has been adding modestly to their active positions in bond portfolios. The manager is neutral inflation-linked
bonds where real yields of 6% are guaranteed if held to maturity.
As SA listed property stocks have sold off more than other asset classes during the quarter. The risks around property company
earnings have worsened given the deterioration in the economic outlook. Some of the companies in the portfolio are now priced
at extreme levels of cheapness, with quality listed property companies offering forward dividend yields in excess of 20% and prices
at less than 50% of their book value.

ALLAN GRAY MANAGED RETURN
The SARB now forecasts economic growth contracting by 6.1% this year and inflation falling to 3.1%.
In response, they have cut the repo rate by 200 basis points over the last month to 4.25%. Lower
interest rates can be thought of as a lifejacket for indebted businesses and consumers who must continue to make interest
payments despite a lower stream of income. Reinvestment yields on money market instruments have fallen from approximately
7.5% at the start of the year to 5.5% today. It does, however, seem likely that cash-like investments will struggle to protect real
wealth over the coming years.
As money market returns have fallen, probable future returns from other asset classes have increased. The yield on the All Bond
Index is above 10% for the first time since the GFC and 5% higher than the short-term Jibar rate. The yield differential, or pricing
disparity, between medium-risk assets, such as bonds, and low-risk assets, such as cash, has never been higher.
The dividend yield on the equity market (ALSI) is now only marginally lower than short-term cash rates. One can earn a similar
yield from holding equities, where earnings and dividends grow over time, as holding cash, the return from which is static. While
equity dividends are volatile and will likely fall in the short term as companies adjust to current difficulties, it is probable that they
will grow over the next five years. For context, ALSI dividends have grown more than 250% over the last 10 years.
Going into 2020, Allan Gray’s offshore funds (Orbis) were overweight more cyclical/volatile areas in the market and value stocks,
and underweight growth stocks and safer/low volatility names. Towards the end of previous economic cycles or bull markets, safer
shares tended to become more attractively priced as investors got too optimistic about cyclical areas. On this occasion, the “safe”
shares led the market up. Orbis preferred to own cyclical stocks with earnings risk at low prices, rather than ‘safe’ stocks, which
the managers’ felt had valuation risk and earnings risk. This positioning has been a headwind for much of 2018 and 2019. These
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headwinds have since reasserted strongly, as concerns about the COVID-19 pandemic have led to a further flight to safety in 2020.
Stable stocks, which were already expensive, have held up better than the wider market thus far. To be specific, the fundamental
impact on a business selling consumer goods needed during the lockdown has been positive, so it makes sense they have held up
better. However, will these businesses continue in the same vein going forward? It seems unlikely, as people won’t require more
toilet paper, food and other essentials than before the virus, indefinitely.
Conversely, stocks in the most cyclical parts of the market have been punished the most as their earnings are more sensitive to
the immediate impacts. Energy stocks, in particular, have faced additional pressure, as oil prices have collapsed, driving a large
portion of the underperformance experienced in the funds. The managers are evaluating opportunities and increasing positions
into businesses which have more stable fundamentals at lower prices (Comcast, British American Tobacco) and in existing cyclical
businesses that they believe are more resilient to weather the downturn than people think (for example, BMW).
Leading into the GFC, value shares experienced the best period of performance compared to growth. Today, the overall market
is more expensive, driven by the exact opposite, as growth shares have crushed value over the past decade. While not as extreme
as in 2000, the opportunity to outperform from here is very attractive. Allan Gray appreciate that this has been a challenging
time for clients, but are increasingly excited by the value that they believe is embedded in their funds at today’s prices. While the
uncertainty may persist for some time, this creates opportunity, and typically clients who have remained invested through these
periods have shared in the rewards.

Q1 INSTITUTIONAL REPORT

61

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 longterm 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
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