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BUSINESS UPDATE
TREVOR PASCOE
MD | Old Mutual Multi-Managers

When I wrote my last business update, I had indicated that we were in the middle of lockdown, or so I hoped. Little did we
know that we would now be wondering whether lockdown will ever end? What is apparent though is that there are no clear
answers and many problems don’t seem to have a win-win solution – save lives or save the economy; ban alcohol sales or
flood the trauma units of hospitals; and the uncertain debate about selling tobacco products or protecting one’s health.
It is very clear that the Wisdom of Solomon is required to navigate the tough decisions that need to be made. We definitely
don’t want the outcome to be one where the baby is cut in half and nobody wins. Our government definitely needs to take
some bold decisions, and I really hope there is urgency around what needs to be done with regard to SOEs, policies that will
facilitate growth and labour policies that encourage investment from both domestic and international players.
What I am pleased about is that Liverpool has eventually won the English Premier League again, and I hope I don’t have to
mention anything about Liverpool again. However, I would like to take a few learnings out of their success that is important
for us as a multi-manager. As asset manager selection is critical for us, we need to appoint a team (underlying asset manager)
that has good leadership; a team where each member brings a different skill, but benefits the other members; a strategy that
works for the team and that will bring about the investment performance that is targeted.
Sometimes there is the temptation to sell an under-performing player; but if they bring something special to the team that
will enhance the long-term performance, being patient is often worth the wait. I saw this with the Liverpool captain who had
struggled in previous seasons, but was a giant this season. Likewise one or two of our asset managers did struggle in recent
years, but have now recovered well and are lifting our overall performance.
Bringing in critical changes to the team is also important. Knowing one’s weaknesses and fixing them is crucial in achieving
success. Liverpool knew that they needed to fix their central defence and goalkeeper and brought in the right talent to do
this. In a similar vein, our local and, to a lesser extent, our offshore equity in the inflation plus funds has struggled. The changes
that we made last year are already paying benefits. What we have is a great line-up and we are well positioned tactically with
our asset allocation to make the most of the current market environment.
In conclusion, I think that we should pray for our president and his cabinet to have the Wisdom of Solomon to lead the
country forward. I also think that some of the answers come from taking a leaf out of Liverpool’s book in making changes
that will lead to a greater consistency in outcomes, getting the right team members on board and making the right decisions
(applying good tactics) to make us a winning nation.
Thanks once again for all your support. If there is any way in which we can support you better, please let us know.
All the best and stay well
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 Tracker 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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ON MANAGER
SELECTION

ON MANAGER SELECTION
BARRY VAN ZYL
Investment Analyst

Any assessment of the likelihood that a given manager will outperform depends not only on the actual skill set of
the manager and its people and processes, but also on our own uncertainty about the quality of these aspects of the
manager. If we are honest with ourselves, we can only ever make a probabilistic assessment on whether the manager
is truly skilful and its processes will deliver outperformance, on average in the long term. Lastly, due to the random and
unpredictable nature of the investment environment, even with near perfect and deep knowledge about a skilful manager,
we can still not be certain that that skill will translate into outperformance, especially over a relatively short period of say
one to three years.
However, the overall uncertainty can be broken into the component parts above, its total magnitude is evident in how
managers jockey for position over time, and how difficult it is to pick winners ahead of time. On average, a global equity
manager’s 12-month outperformances show only a 0.04 correlation from year to year, statistically not incompatible with
pure chance. We have to accept that if there is such a thing as a skilful manager with good processes, either those qualities
are ephemeral or they do not reliably translate into outperformance from one year to the next. Either way, picking winners
is challenging, to say the least.
In order to investigate the optimal choice of managers under this uncertainty, we performed several simulations from
the historical data of more than 572 global equity funds*. For every month-end between 30 April 2015 and 31 March 2020
we ran 1000 iterations: randomly select a number of managers and calculate the rolling 36-month return of an equally
weighted portfolio of these managers for the given end date. These returns are compared to the MSCI All Countries’
returns over the same period. All of the iterations (60 000) are combined to construct a very detailed distribution of the
36-month returns of random, equally weighed combinations of managers.
By selecting from 36-month periods (rather than say one-month periods), we ensure that our simulated combination
performances realistically capture the extra-monthly dependencies that typically affect the return series of managers over
time (for example momentum and mean reversion). 36 months is also broadly representative of the period of time that
investors would typically stick with even struggling managers. By including 60 different month ends in history, we ensure
that the conclusions we reach are not limited to just one 36-month period and its peculiarities. Focussing on global funds
gives us a very large sample to work with, and allows us to construct smoother distributions of manager returns with
finer granularity.
A direct consequence of our framing of the manager selection problem as including a knowledge component (i.e. our
own uncertainty about the true skills of manager), is that the optimal solution depends on the individual or team doing
the choosing. No two people have the same knowledge set. We all know different managers to varying degrees, and
perhaps it’s a case rather the devil you know, so long as the devil’s virtues are deemed virtuous enough.
We model this imperfect knowledge aspect (as well as the uncertainty that true skill will translate into outperformance)
by adjusting the probabilities that govern the random selection of managers in our simulation.
Firstly, if there is zero skill, the manager selection occurs with pure chance. Secondly, we model skill by giving a higher
probability that better performing managers will be chosen. This is achieved by ordering all the manager returns for a
given 36-month period from lowest (0th percentile) to highest (100th percentile), with the median (50th percentile) in the
middle. We can model skill in different ways using this setup by decreasing the probability of selecting percentiles below
the median and increasing the probability of selecting percentiles above the median. Lastly, we adjust the probabilities
after each manager selection, to account for the decline in our conviction in each successive manager’s skill.

*Our dataset consists of the gross returns of all global equity funds with a returns history of at least 8 years.
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ON MANAGER SELECTION
MANAGER SELECTION WITHOUT SKILL
We’ll start with the simplest case: someone who has zero knowledge of managers, or at least no knowledge that, in
probability, will lead to outperformance of the pack. Most persons on the street likely occupy this position. Arguably,
perhaps even most armchair investors, and even (gasp) some professionals.
The resultant distributions for increasing numbers of managers are shown in Figure 1:
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While the mean outperformance (1.1% p.a.) naturally stays the same (since we always select from the same pool of managers
and completely randomly), the distribution around this mean becomes narrower and narrower. This effect is visible even
when we shift from 10 managers to 15 managers. This narrowing can also be expressed as a reduction in tracking error,
from 5.8% on average for one manager, all the way down to 1.9% for 15 managers.

TABLE 1
1 MANAGER

2 MANAGERS

3 MANAGERS

5 MANAGERS

10 MANAGERS

15 MANAGERS

1.1%

1.1%

1.1%

1.1%

1.1%

1.1%

Tracking error

5.8%

4.2%

3.4%

2.8%

2.2%

1.9%

Information ratio

0.19

0.27

0.33

0.40

0.52

0.57

STDEV p.a. of
3-year returns

7.8%

6.7%

6.3%

6.0%

5.8%

5.7%

Mean active
return p.a.

Since the average outperformance is unchanged when we increase the number of managers, the information ratio (IR),
i.e. the ratio of outperformance to tracking error, naturally also continuously increases. If we continue to add managers, the
IR ultimately converges (in the second decimal) to 0.86 at around 400 managers. In other words, risk-averse investors in
managers get a free lunch with diminishing returns by increasing the number of managers.
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ON MANAGER SELECTION
Table 2 below shows the same information slightly differently. It depicts the proportion of active 36-month returns below
various thresholds:

TABLE 2 - PROPORTION OF SIMULATED ACTIVE 36-MONTH RETURNS LESS THAN VARIOUS THRESHOLDS
ACTIVE RETURN
THRESHOLD

1 MANAGER

2 MANAGERS

3 MANAGERS

5 MANAGERS

10 MANAGERS

15 MANAGERS

-10%

0.38%

0.00%

0.00%

0.00%

0.00%

0.00%

-7%

1.00%

0.20%

0.01%

0.00%

0.00%

0.00%

-5%

2.65%

0.70%

0.30%

0.01%

0.00%

0.00%

-3%

8.45%

3.74%

2.03%

0.53%

0.08%

0.00%

-2%

14.30%

8.52%

5.47%

2.37%

0.51%

0.12%

-1%

22.64%

17.81%

13.45%

8.59%

4.21%

2.03%

0%

34.39%

31.36%

28.90%

24.55%

19.18%

16.01%

So for example, the proportion of returns more than 2% below the benchmark reduces from an unnerving 14.30% when for
one manager, all the way down to 0.12% for 15 managers. That’s an incredible improvement achieved by simply randomly
adding more managers.
It is often implied that appointing too many equally skilled managers would result in a watered-down portfolio. However,
it is a matter of simple arithmetic to verify that if you appoint 10 managers each with an expected outperformance of
say 1% that the expected outperformance of the overall portfolio would still be 1%. The claim that your overall portfolio is,
ex-ante, weakened by adding more and more similarly skilled managers is mathematically wrong (arguably the worst kind
of wrong).
“Watering-down” is thus exactly the wrong analogy. A more apt metaphor is a filter: adding more and more managers of
similar skill-levels creates a finer and finer filter, as only overlapping stock bets remain fully intact and non-overlapping
bets are given less weight. While the bet sizes will necessarily be smaller than those of the constituent managers, the
quality of the bets are enhanced. The result is a smaller tracking error that packs more IR, pound-for-pound. This is the
principle behind our simulation results above.
As a side note, in contrast to outperformance, individual manager tracking error persists on average with a correlation of
around 0.5 from one year to the next, so selectors of managers with higher risk appetite could potentially select from only
high tracking error managers to ratchet up the relative risk of the overall portfolio.
It is important to realise that the diversification benefits are not seen in only benchmark relative returns. Improvements
can also be seen in the absolute return distributions of 36-month returns, as is evident from the decline in standard
deviations in Table 1 above. Table 3 below shows the proportion of absolute returns less than various thresholds:

TABLE 3 - PROPORTION OF SIMULATED ABSOLUTE 36-MONTH RETURNS LESS THAN VARIOUS THRESHOLDS
ACTIVE RETURN
THRESHOLD

1 MANAGER

2 MANAGERS

3 MANAGERS

5 MANAGERS

10 MANAGERS

15 MANAGERS

-10.0%

0.10%

0.00%

-5.0%

0.36%

0.02%

0.00%

0.00%

0.00%

0.00%

0.01%

0.00%

0.00%

0.00%

0.0%

1.73%

0.76%

0.59%

0.29%

0.15%

0.10%

2.5%

5.19%

3.00%

2.37%

1.46%

1.29%

1.28%

5.0%

14.30%

12.23%

11.11%

9.98%

8.80%

8.30%

7.5%

34.62%

33.87%

33.02%

32.67%

32.58%

32.55%

The proportion of annualised returns less than 5% decreases from 14.3% for one manager to 8.3% for 15 managers. The
improvement is not as stark as for relative returns, but it is certainly material, nonetheless.
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ON MANAGER SELECTION
MANAGER SELECTION WITH SKILL
It is very difficult to quantify manager selection skill. We’ve established that the potential benefits are a matter of
probabilities, but how exactly do our probabilities improve if we are able to skilfully select managers? We will look at 6
different “skill settings”, each adjusting the odds of selecting a manager from within different performance brackets based
on percentiles:

TABLE 4

<- high/low returns ->

PERFORMANCE BRACKET
(PERCENTILES)

NO SKILL

SKILL 1

SKILL 2

SKILL 3

SKILL 4

SKILL 5

0% to 5%

1

5% to 12.5%

1

0.00

0.00

0.00

0.50

0.16

1.05

0.00

0.00

0.50

0.21

12.5% to 25%

1

1.05

1.14

0.00

0.50

0.32

25% to 50%

1

1.05

1.14

1.33

0.50

1.00

50% to 75%

1

1.05

1.14

1.33

1.50

1.00

75% to 87.5%

1

1.05

1.14

1.33

1.50

1.29

87.5% to 95%

1

1.05

1.14

1.33

1.50

1.94

95% to 100%

1

1.05

1.14

1.33

1.50

2.58

These skills settings can be briefly summarised as:
• No skill: Completely random (all funds have the same odds of being selected, which we will define as 1).
• Skill 1: No chance of selecting bottom fifth percentile fund, slightly better than random chance of selecting any
other fund
•	
Skill 2: No chance of selecting bottom 12.5th percentile fund, somewhat better than random chance of selecting any
other fund
• Skill 3: No chance of selecting bottom quartile fund, materially better than random chance of selecting any other fund
• Skill 4: A 25% chance of selecting a fund in the bottom half and 75% of selecting a fund in the top half
•	
Skill 5: The higher the percentile bracket, the better the chance of selecting a fund, with the chance of selecting
second or third quartile managers being completely random (i.e. odds of 1).

TABLE 5
NO SKILL
Mean active return p.a.
Tracking error
Information ratio
5% percentile
20-year growth relative to no skill

SKILL 1

SKILL 2

SKILL 3

SKILL 4

SKILL 5

1.11%

1.47%

1.82%

2.36%

2.25%

2.80%

2.79%

2.58%

2.43%

2.34%

2.73%

2.84%

0.40

0.57

0.75

1.01

0.82

0.99

-1.43%

-0.88%

-0.33%

0.32%

-0.19%

0.29%

1.00

1.37

1.76

2.41

2.27

2.98

So avoiding the lower fifth, 12.5th and 25th percentiles of outcomes yield respectively 0.36%, 0.71%, 1.25% and improvements
to 36-month active returns (skills 1 to 3). If we are twice as likely to select above median than below median funds (skill 4),
we increase the mean active return by 1.14%. Lastly, the final skill level (skill 5), improves our mean active return the most,
namely 1.69% p.a.
The last line in table 5 gives the growth (relative to the growth if there is no skill) if we project the mean active return for
20 years: An investor in managers with skill level 5 will end up with almost three times as much in assets as an investor
with no skill.
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ON MANAGER SELECTION
Table 6 shows the same information but instead of selecting five managers, we select 15 managers.

TABLE 6
NO SKILL

SKILL 1

SKILL 2

SKILL 3

SKILL 4

SKILL 5

Mean active return p.a.

1.11%

1.47%

1.82%

2.36%

2.25%

2.80%

Tracking error

2.19%

2.03%

1.98%

1.91%

2.09%

2.20%

0.51

0.72

0.92

1.24

1.08

1.27

-0.92%

-0.38%

0.05%

0.65%

0.35%

0.81%

1.00

1.37

1.76

2.41

2.27

2.98

Information ratio
5% percentile
20-year growth relative to no skill

Once again, a larger number of managers gives the same means but reduces the tracking error, thereby improving the IR.
This trend continues for even large numbers of managers, not surprisingly, since the skills-odds attached to successively
chosen manager is the same.

SKILL DISSIPATION AFTER EACH MANAGER SELECTION
However, the question arises, given the uncertainties of manager skill, how many managers could we realistically pinpoint
that meet our own criteria to warrant these favourable probabilities? Surely there must be some dissipation in our certainty
after each successive manager is selected. So we may think that the first manager warrants these probabilities, but the
second manager is say 25% less skilled, and so on. We could model this as moving 25% closer to the “completely random”
odds after each manager selection.
For example, this “reversion to the mean” (so to speak) for skill setting 5 is depicted in Table 7.

TABLE 7

0% ; 5%

FIRST
MANAGER

SECOND
MANAGER

THIRD
MANAGER

FOURTH
MANAGER

FIFTH
MANAGER

0.16

0.245

0.321

0.389

0.450

5% ; 12.5%

0.22

0.294

0.364

0.428

0.485

12.5% ; 25%

0.32

0.390

0.451

0.506

0.556

25% ; 50%

1.00

1.000

1.000

1.000

1.000

50% ; 75%

1.00

1.000

1.000

1.000

1.000

75% ; 87.5%

1.29

1.261

1.235

1.212

1.190

87.5% ; 95%

1.94

1.842

1.758

1.682

1.614

95% ; 100%

2.58

2.423

2.280

2.152

2.037

Q2 INSTITUTIONAL REPORT

11

ON MANAGER SELECTION
By the selection of the fifth manager, the odds of choosing a manager in the bottom 5% has more than quadrupled,
increasing from 0.16 to 0.73. If we now repeat our simulations with manager selection for “dissipation” parameters of 25%
(Table 8) and 50% (Table 9):

TABLE 8 - SKILL DISSIPATION OF 25% AFTER EACH SELECTION
1 MANAGER

2 MANAGERS

3 MANAGERS

4 MANAGERS

5 MANAGERS

10 MANAGERS

Mean active
return

2.77%

2.75%

2.55%

2.30%

2.13%

1.64%

Tracking error

5.85%

4.15%

3.57%

3.20%

2.84%

2.20%

Information ratio
5% percentile

0.47

0.66

0.72

0.72

0.75

0.75

-1.58%

-0.71%

-0.45%

-0.49%

-0.42%

-0.29%

TABLE 9 - SKILL DISSIPATION OF 50% AFTER EACH SELECTION
1 MANAGER

2 MANAGERS

3 MANAGERS

4 MANAGERS

5 MANAGERS

10 MANAGERS

Mean active
return

2.80%

2.73%

2.36%

2.12%

1.87%

1.49%

Tracking error

5.89%

4.18%

3.60%

3.14%

2.80%

2.09%

Information ratio
5% percentile

0.48

0.65

0.65

0.67

0.67

0.71

-1.52%

-0.69%

-0.70%

-0.63%

-0.69%

-0.43%

The mean active return reduces as we increase the number of managers, as one would expect: each manager we add has
poorer odds attached to it than the previous, by design.
More surprising is that the IR continues to increase as we add more and more managers. It is interesting that even with our
assessment of a quite severe drop-off of the prospects of each successively chosen manager, the power of diversification is
such that the quality of the tracking error of the overall portfolio, as measured by the IR, actually still ends up improving.

IN CONCLUSION
Our simulations of manager combinations using actual global equity manager 36-month rolling returns from 30 April 2015
and 31 March 2020 show that more managers resulted in improved information ratios, much lower benchmark relative risk,
and somewhat lower absolute risk, regardless of whether managers are chosen at random or with some probabilistic skill.
Surprisingly, even when each successively chosen manager is deemed materially less certain than the previous to achieve
the same performance level (be it due to the limits of our knowledge of the manager or due to our assessment of lower
skill), more managers have strong general tendency to increase the information ratio owing to the accruing diversification
benefits. However, with such probabilistic skill dissipation the expected outperformance does decrease with the addition of
managers.
These results point to the possibility that the most compelling limiting factors for the number of managers in an equity
portfolio may not be directly performance related considerations. Such considerations may include the resources required in
ongoing manager research and regular monitoring and engagements, bulk advantages in fee negotiations, and our ability to
form a coherent understanding of the overall portfolio, to mention but a few.
One way of framing manager selection, is as a process of allocating between managers that we are familiar with and
understand to varying degrees, and the rest of the field. No one person or team can ever directly know all managers on a
deep level. Nevertheless, a decision must be made, and any such decision implies a belief about the strength of the field,
and must also account for the benefits of diversification – benefits that may hold up even when diversifying to the unknown.
Arguably only a diverse team of specialists with collective knowledge and expertise honed through many years of relevant
experience stands a chance of bridging this divide. Assessing the probabilities of manager outperformance is very difficult,
but the framework we sketch here is at least instructive as a conceptualisation of the manager selection problem in a context
of imperfect knowledge – both about our knowledge of managers’ skill and how manager skill will or will not translate into
outperformance. Much is made in the investment world of having the courage of one’s convictions. But perhaps our best,
honest assessment of the true uncertainties we face, is the thing that we should have conviction in.
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LOCAL AND
INTERNATIONAL
MARKET
COMMENTARY

LOCAL AND INTERNATIONAL
MARKET COMMENTARY
IZAK ODENDAAL
Investment Strategist

SYNOPSIS:

• Global equities positive in the month and up strongly in the quarter.
• Local equities outperformed global markets in the second quarter.
• Local bonds are off their worst levels, but were negative in the month.
GLOBAL
Global equities were positive in June, despite a late-month wobble caused by fears over rising coronavirus cases in the US.
This sealed the best quarter in more than 20 years, following one of the worst quarters on record.
The S&P 500 returned 2% in June, pushing second quarter returns above 20%. However, the Index is still 3% in the red yearto-date. On a 12-month view, the S&P 500 is up 7.5%, which, all things considered, is a good outcome.
The Eurostoxx 600 Index gained 3% in euros in June, and 13% in the second quarter. It is still 11% below where it was at the
start of the year, and 3.8% lower than a year ago. The picture is similar for the Japanese Nikkei 225, but it has delivered a
positive 7% return over 12 months.
The MSCI Emerging Markets Index had a very strong month, returning 7.5% in dollars. About 1% of this came from currency
appreciation. This limits the year-to-date loss to 9.7%, still behind developed markets. South Africa, India and China were
strong performers in June.
The MSCI All Country World Index – which combines developed and emerging equities – returned 3.2% in June and 17% in
the second quarter. Year to date, its return is -6%, but the one-year return is now marginally positive at 2.6%.
Global listed property was also positive in June and the second quarter. The FTSE EPRA/NAREIT Developed Index returned
2.7% in the month. However, the Index is still down 21% year to-date, and 16% over 12 months, lagging equities by some
distance.
Global fixed income returns were positive in the month, largely due to credit spreads tightening. There was little movement
in sovereign bond yields. The benchmark US 10-year government bond yield ended the month pretty much where it started
at 0.65%. The Bloomberg Global Aggregate Bond Index returned 0.89% in June, and is ahead of equities year to date with a
3% return.
The gold price hit new seven-year highs during the month, as plunging interest rates make it a more attractive investment.
The price of bullion closed the month at $1 783 per ounce, closing in on the all-time record of $1 856 per ounce, set in 2011.

LOCAL
The JSE delivered the best quarter in almost 20 years, and local equities beat global. The FTSE/JSE All Share Index returned
7.7% in June, and 23% in the second quarter. However, the Index was still 3% in the red year to date, and over one year. The
FTSE/JSE Capped Swix similarly returned 7% in June, and 21% in the quarter, but is still down 11% since the start of the year.
It lags the All Share with a higher exposure to financials.
Resources delivered the best return, namely in the month and quarter (8.7% and 41% respectively) with gold and platinum
miners leading the way. This performance has put resources into positive territory year to date.
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LOCAL AND INTERNATIONAL MARKET COMMENTARY
Industrials returned 8.3% in June and 17% in the second quarter. The sector is positive year to date with a 6.7% return, largely
thanks to Naspers/Prosus and British American Tobacco which are strongly positive in 2020, supported by the weak rand.
Companies focused on the local economy such as retailers and food producers were positive in June, but still have some way
to go to recover the first quarter losses.
Financials were positive in June and the second quarter, with a 4% and 13% return respectively, but is still 31% lower than the
start of the year. JSE-listed financial companies are more locally- than globally-orientated, and it shows in their performance.
South African listed property had a particularly strong month, with the FTSE/JSE All Property Index returning 12.9% in June.
The year-to-date loss is still substantial at 38% though.
Local bonds were negative in June and the 10-year government bond yield increased from 9% to 9.47% during the month.
The All Bond Index returned -1.2% in June, and is flat year to date. It is positive over one year with a 3% return, but lags cash.
Inflation-linked bonds similarly lost 1% in June but is still negative year-to-date and over one year.
The rand gained 1% against the US dollar to end the month at R17.37 against the dollar. Still, the 24% year to date decline has
boosted the return from global assets for South African investors.

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 - June 2020 (not annualised if less than 1 year)
YTD

3 MONTHS

1 YEAR

2 YEARS

3 YEARS

4 YEARS

5 YEARS

10 YEARS

JSE AllShare (J203T)

-3.16%

23.18%

-3.30%

0.48%

5.11%

4.25%

4.16%

10.89%

JSE SWIX (J403T)

-6.33%

22.09%

-6.09%

-2.52%

2.00%

1.57%

2.08%

10.61%

JSE Capped SWIX (J433T)

-10.68%

21.64%

-10.78%

-5.02%

-0.81%

-0.80%

0.07%

0.37%

24.18%

-0.55%

1.98%

6.68%

5.38%

4.82%

11.23%

JSE FINI (J580T)

-31.68%

12.87%

-34.50%

-16.81%

-8.55%

-5.87%

-5.26%

7.92%

JSE INDI (J257T)

6.75%

16.59%

4.04%

0.10%

2.52%

2.32%

3.34%

14.62%

JSE RESI (J210T)

6.23%

40.63%

11.69%

15.02%

24.13%

18.29%

9.55%

4.64%

JSE Midcaps (J201T)

-25.67%

15.37%

-17.60%

-6.90%

-3.50%

-3.34%

-0.62%

8.00%

JSE Smallcaps (J202T)

-20.95%

17.21%

-22.93%

-17.13%

-11.59%

-8.29%

-5.85%

6.54%

JSE Gold Mining (J150T)

75.79%

68.03%

149.08%

117.88%

61.44%

21.71%

38.62%

8.03%

JSE Value (J330T)

-16.38%

19.13%

-18.75%

-8.30%

-0.24%

-0.40%

-1.59%

6.48%

JSE Growth (J331T)

9.47%

26.20%

12.15%

8.45%

10.12%

8.41%

8.81%

14.05%

ALBI

0.36%

9.94%

2.85%

7.09%

8.11%

8.06%

7.49%

8.30%

STeFI

3.18%

1.46%

6.86%

7.08%

7.17%

7.29%

7.20%

6.48%

JSE All Property Index (J803T)

-38.35%

18.73%

-40.24%

-24.67%

-19.75%

-15.19%

-11.04%

3.78%

FTSE 100 INDEX

-5.20%

5.45%

-0.61%

-2.10%

2.10%

0.99%

1.25%

8.91%

COMPOSITE DAX INDEX

15.91%

24.04%

21.91%

10.08%

10.03%

11.62%

11.08%

16.55%

NIKKEI 225 INDEX

17.92%

14.70%

28.90%

14.04%

15.39%

12.72%

12.33%

16.01%

MSCI World Index

17.44%

16.30%

27.40%

18.39%

17.87%

14.88%

15.50%

20.00%

SA CPI

1.32%

-0.17%

2.68%

3.57%

3.84%

4.24%

4.63%

5.00%

JSE Top 40 (J200T)

Currency: ZAR
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INDUSTRY UPDATES
BAILLIE GIFFORD
Baillie Gifford announced the retirement of Charles Plowden as the firm’s Joint Senior Partner and Portfolio Manager on their
Global Alpha fund with effect from 30 April 2021.
Charles’ successor as Joint Senior Partner will be Malcolm MacColl, which will be effective from 1 May 2021. The Joint Senior
Partner role is one mainly of governance, which leaves Malcolm well-placed to continue to fully contribute as a Portfolio Manager
and Analyst on the Global Alpha strategy.
At the end of May 2020, Helen Xiong joined the Global Alpha team from Baillie Gifford’s US Equity team. After a period of
familiarisation and handover, she will become a Portfolio Manager on 1 May 2021 as Charles retires.

FEDERATED HERMES
Following the announcement in November 2019 of Gary Greenberg’s retirement from the international business of Federated
Hermes on 30 June 2022, the manager has provided a further update of this transition process. From 1 September 2020, whilst
remaining as Head of Global Emerging Markets, Gary will take a step back from the day-to-day running of portfolios and Kunjal
Gala will become the Lead Portfolio Manager for the Hermes Global Emerging Markets Fund. As Head of Global Emerging Markets,
Gary will continue to oversee the team, asset allocation and stock selection across the team until his retirement.
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MARKET
INSIGHT

MARKET INSIGHT
IZAK ODENDAAL
Investment Strategist

WHAT STOOD OUT IN Q2 2020?
In our research, commentary and weekly investment meetings, the following attracted particular attention.

A FRAGILE RECOVERY UNDERWAY
The International Monetary Fund expects the global economy to contract by 4.9% this year in real terms, the worst performance
of the post-World War II era. It estimates that the global economy will lose $12 trillion in economic activity in total compared
to a no-pandemic scenario. But most economies are on the road to recovery as they exit, sometimes haltingly, lockdowns.
Those who can, have returned to work, and consumers are spending more. However, consumer spending remains below precrisis levels, despite significant government support in some countries.
The virus is by no means beaten. Among the major economies, China and Europe have been the most successful in containing
new infections. Japan somewhat less so. Worryingly, US cases are rising rapidly in the South and West of the country, and
it looks as if opening up was premature in many places. Though only representing a small slice of humanity, what happens
the US has an outsized impact on global financial markets. However, new infections in the important North-Eastern region
(including New York) were still under control. It seems unlikely that a nationwide lockdown will be re-imposed in the US or
elsewhere, but regional measures are more likely. There is very little appetite among the broader population for this. We also
know more about the virus than we did even three months ago and can better manage its spread. But the damage done in
terms of job losses and business closures suggests it will be a gradual recovery at best.

AN UNEVEN MARKET RALLY
Equity markets reacted very positively to unprecedented fiscal and monetary stimulus, the easing of lockdown restriction
and the return to growth. From preliminary data, it appears that April was the low point of economic activity in Europe
and the US, and that the slow road to recovery is underway. Added to a renewed sense of optimism has been news of early
successes in vaccine trials. It is clear that without the global roll-out of an effective vaccine or at least an effective treatment
of COVID-19, the disease caused by the coronavirus, life cannot return to normal.
The 20%-plus equity returns in the second quarter do not convey the scale of economic carnage. For many, this a sign of how
out of touch markets are with the fate of ordinary people. But even for investors in the market, there is an unease that equities
have run too far, too fast.
Digging a bit deeper into the performance of equity markets, it quickly becomes apparent that investors are not uniformly
betting on a strong economic rebound. Clear distinctions are being drawn between winners and losers. E-commerce, IT
platforms and social media have been the undoubted winners of this crisis as more people have shopped, worked and
entertained themselves at home. The biggest losers have been anything related to travel, tourism and gatherings of large
groups of people.
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On the local market too, there has been a sharp divergence, this time between the local and global orientation of JSE-listed
companies. The industrials sector is somewhat mislabelled, as it is dominated by global consumer-facing companies. Still, it is
in positive territory year to date driven largely by Naspers/Prosus and a weaker rand. The Resources sector also benefited from a
weaker currency, as well as a surging gold price. Other relevant commodity prices have lagged gold but have held up reasonably
well. On the other hand, the financials sector is largely exposed to the local economy, and lost a third of its value in 2020.

BUDGET BLUES
South Africa was in a weak fiscal position going into the crisis (hence the downgrades) and the drastically altered economic reality
has necessitated a Supplemental Budget which laid bare our budget blues. Because the Treasury expects a 7.2% real contraction,
tax revenue in the current fiscal year will be R302 billion less than was projected in February. The net result is that the main budget
deficit – the difference between spending and revenue – will almost double from the February projection to R709 billion (or 14.7%
of GDP). All this borrowing in turn means debt will accumulate rapidly. The public debt ratio is expected to jump from 63% last
year to 82% next year. Government plans to introduce measures to raise economic growth and reduce borrowing, such that debt
peaks at 87% in the 2023 fiscal year. This is somewhat optimistic, but the intention is good.
With the collapse in tax revenues this year, 21 cents of every tax rand collected will go towards interest payments. And it will remain
there if all goes according to plan in the next few years. This returns us to the situation of the 1990s, where interest payments also
consumed around 20% of tax revenue on average in the 1990s (some years much more). It declined to 10% by 2008 as debt and
interest rates fell, but then quickly rose to 15% by the end of last year. The increase in the debt service burden will leave less money
for spending in other important areas, but is not a crisis on its own. What will be important is how the remaining 79 cents is spent.
There can be no tolerance for waste, and the state needs to be relentless on getting value for money.
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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: R826.9m

COMMENTARY
This quarter, the Fund returned 13.1% net with the FTSE/JSE All Share Index (ALSI) returning 23.2% and the All Bond Index (ALBI)
9.9%. The local property sector was down 18.7%.
Over the last 12 months, the Fund returned -1.9% net and the local bond market returned 2.8%. Local listed property returns have
remained volatile and are -40.2% lower for the 12 months to end June 2020. Local cash has returned 6.9% for the last 12 months.
The JSE All Share Index (ALSI) delivered -3.3%.

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.
The diamonds indicate the current actual historical
return over each period of the fund.
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SINCE INCEPTION

Old Mutual Multi-Managers Max 28 Fund

-1.1%

0.1%

3.2%

4.0%

8.0%

12.2%

12.4%

Strategy Return Target

9.5%

10.2%

10.4%

11.2%

11.4%

11.5%

12.3%

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).

(SINCE INCEPTION)

OLD MUTUAL MULTI-MANAGERS
MAX 28 FUND
STRATEGY RETURN TARGET

The graph illustrates the
Strategy’s performance against it’s
performance target.
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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
60%

50%

49.5%

40%

30%
23.6%
20%

10%
4.3%
0%

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: 31 October 1999

ASSETS UNDER MANAGEMENT: R728.4m

COMMENTARY
The Inflation Plus 1-3% strategy returned 6.4% per annum over the recommended minimum investment period of three years.
Over the last 12 months, this strategy returned 5.3%.

60%
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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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Old Mutual Multi-Managers Inflation Plus 1-3% Strategy

6.0%

6.3%

7.0%

7.2%

8.9%

10.9%

12.5%

Strategy Return Target

5.0%

5.7%

5.9%

6.7%

6.9%

7.0%

7.8%

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.
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%

40.8%

40%
35%
30%
24.9%

25%
20%

17.5%

15%
10%
5%

5.8%

4.2%
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3.1%
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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
IN FL AT I O N PLUS 3 - 5% ST R ATEGY
INCEPTION DATE: 30 June 2003

ASSETS UNDER MANAGEMENT: R4.2bn

COMMENTARY
The Inflation Plus 3-5% strategy returned 5.3% per annum over the recommended minimum investment period of five years.
Over the last 12 months, this strategy returned 2.0%.
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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.
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Old Mutual Multi-Managers Inflation Plus 3-5% Strategy

2.8%

2.9%

5.1%

5.9%

8.4%

11.5%

13.3%

Strategy Return Target

7.0%

7.7%

7.9%

8.7%

8.9%

9.0%

9.4%

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
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: 31 October 1999

ASSETS UNDER MANAGEMENT: R12.1bn

COMMENTARY
The Inflation plus 5-7% strategy returned 7.2% per annum over the recommended minimum investment period of seven years.
Over the last 12 months, this strategy returned 0.8%.

60%

LIKELY FUND RANGE OF RETURNS
AND CURRENT RETURN*

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

1.6%

1.7%

4.4%
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Strategy Return Target
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10.9%

11.0%
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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).

(SINCE INCEPTION)
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The graph illustrates the
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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: R724 426 072.70

COMMENTARY
This quarter, the Fund returned 8.3% net with the FTSE/JSE All Share Index (ALSI) returning 23.2% and the All Bond Index (ALBI)
9.9%. The local property sector was down 18.7%.
As at the end of June 2020, exposure to asset classes for the Absolute Defensive Balance Fund was as follows: domestic equities
21.5%, domestic bonds 22.5% and 26.0% in cash. Offshore is close to 23%. The Fund has also maintained exposure to alternative
asset classes such as private equity at 3.2%.
Over the past quarter, SIM returned 7.9%, Coronation 13.7% and Ninety One 10.2%.

5 YEAR ANNUALISED RISK ADJUSTED RETURNS

MANAGER ALLOCATION
Absolute - Coronation

30.2%

Absolute - Ninety One

30.5%

Absolute - SIM

36.2%

Private Equity

3.1%

Return (%)

Std Dev (%)

6.6

6.2

JSE SWIX

2.1

15.2

JSE Capped Swix (J433T)

0.1

15.1

ALBI

7.5

8.9

STeFI

7.2

0.1

SA Listed Property

-9.1

23.0

MSCI World Index

15.9

16.6

OMMM Defensive
Balanced Fund

ASSET ALLOCATION
Equity

21.2%

Private Equity

3.2%

International Bonds

2.5%

International Cash

2.0%

International Equity 20.7%
Other

0.6%

Bonds

17.3%

Cash
Index-linked Bonds
Property
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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.

8.3%

8.6%

7.8%

HISTORIC RETURNS

6.4%

AS AT 30 JUNE 2020

8.4%

8.9%

9.7%

9.0%

6.6%

6.3%

5.0%

FUND
1.4%

BENCHMARK

0.6%

0.1%
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

1.7%

11.9%

0.9%

8.3%

4.0%

Benchmark

3.0%

7.6%

9.2%

8.6%

10.6%

12 MONTHS ROLLING RETURNS AS AT 30 JUNE 2020
FUND
CPI
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Jun 13

Dec 12

Jun 12

Dec 11

Jun 11

Dec 10

Jun 10

Dec 09

Jun 09

Dec 08

Jun 08

Dec 07

-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 2010

ASSETS UNDER MANAGEMENT: R2 846 259 856.80

COMMENTARY
This quarter, the Fund returned 16.8% net with the FTSE/JSE All Share Index (ALSI) returning 23.2% and the All Bond Index
(ALBI) 9.9%. The local property sector was down 18.7%.
It was a very good second quarter, this is evident in the underlying manager returns, with Prudential returning 19.6%,
Coronation 16.6%, Allan Gray 15.3% and Ninety One 14.9%. For the 12 months ending June 2020, Prudential returned -2.4%,
Coronation 2.7%, and Allan Gray 2.9%.
The Fund has returned 2.0% net over the last 12 months.

5 YEAR ANNUALISED RISK ADJUSTED RETURNS
MANAGER ALLOCATION
Coronation Balanced

29.8%

Prudential Balanced

30.1%

Ninety One Balanced

20.0%

Allan Gray

19.8%

OMR Private Equity 2

0.2%

OMR Private Equity 3

0.1%

Return (%)

Std Dev (%)

Managed Fund

5.1

10.4

JSE SWIX

4.3

14.1

JSE Capped SWIX

2.7

14.1

ALBI

7.7

8.7

STeFI

7.0

0.2

SA Listed Property

-3.0

21.3

MSCI World Index

16.6

15.2

ASSET ALLOCATION
Equity

42.2%

Private Equity

0.5%

International Other

0.7%

International Bonds

0.4%

International Cash

0.8%

International Equities 27.2%
Other

3.1%

Cash

5.2%

Property

2.3%

Index-linked Bonds

0.7%

Bonds
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17.0%
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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.

16.8%

10.9%

HISTORIC RETURNS
AS AT 30 JUNE 2020

4.9%

FUND

2.6%

BENCHMARK

3.8%

5.1%

4.5%

2.0%
0.4%
-1.2%

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

-2.5%

12.6%

-3.2%

12.5%

4.0%

Benchmark

-4.5%

10.9%

-2.0%

11.5%

3.3%

3 YEARS
ROLLING RETURNS

25%
20%

FUND
BENCHMARK

15%
10%
5%
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Mar 20

Jun 19

Sep 19

Mar 19

Dec 18

Jun 18

Sep 18

Dec 17

Mar 18

Jun 17

Sep 17

Mar 17

Dec 16

Jun 16

Sep 16

Mar 16

Dec 15

Jun 15

Sep 15

Mar 15

Dec 14

Jun 14

Sep 14

Mar 14

Dec 13

Jun 13

Sep 13

-5%

Mar 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: R890 394 372.35

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 113 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%

3.2%

8-30 days

15.6%

31-60 days

11.1%

61-90 days

20.8%

91-120 days

12.4%

121-180 days

17.0%

181 plus days

19.9%

ASSET ALLOCATION

Cash
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100.0%
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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.

8.0%

7.8%

HISTORIC RETURNS

7.9%
6.8%

6.5%

6.8%

7.4%
6.5%

7.2%
6.3%

AS AT 30 JUNE 2020
FUND

1.7%

BENCHMARK

1.3%

0.5% 0.4%
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.
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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: R167.8m

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 30 JUNE 2020

PERFORMANCE DATA TO 3O JUNE 2020
1 MONTH

3 MONTHS

6 MONTHS

Old Mutual Multi-Managers Balanced Tracker Fund

2.1%

16.9%

-0.5%

Strategy Return Target

0.2%

1.1%

4.1%

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.
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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
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
45%

41.5%

40%
35%
29.3%

30%
25%
20%

17.7%

15%
9.7%

10%
5%

1.8%

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
M O DE R AT E T R ACKE R F UN D
INCEPTION DATE: October 2019

ASSETS UNDER MANAGEMENT: R42.4m

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 30 JUNE 2020

PERFORMANCE DATA TO 30 JUNE 2020
1 MONTH

3 MONTHS

6 MONTHS

Old Mutual Multi-Managers Moderate Tracker Fund

1.6%

15.5%

0.1%

Strategy Return Target

0.1%

0.6%

3.1%

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.
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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
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
40%
35%

34.3%
29.2%
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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: R0.3m

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*
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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.
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YEAR/S TO 30 JUNE 2020

PERFORMANCE DATA TO 30 JUNE 2020
1 MONTH

3 MONTHS

6 MONTHS

Old Mutual Multi-Managers Conservative Tracker Fund

0.5%

8.5%

3.4%

Strategy Return Target

-0.1%

0.1%

2.1%

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%
48.3%
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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 8.3% over the quarter, 4.9% over one year and 6.6% annualised over five years.

SIM

Economic data in much of the world continued to surprise positively. Perhaps the most notable of these was the June Non-farm
Payroll print in the US, which showed that the country had created 4.8 million jobs in the month. Further evidence of a fasterthan-expected recovery could be seen in the manufacturing PMI numbers of the US, the Eurozone and China all coming in
above the market’s expectations. The US Federal Reserve maintained rates at 0.00% to 0.25% at its June meeting, while the ECB
announced an expansion of its Pandemic Emergency Purchase Programme (PEPP) by EUR600 billion to EUR1.35 billion.
SA stocks rallied in the month, with the FTSE/JSE Shareholder Weighted Index (SWIX) climbing 8.1% on a total return basis. The
rally was led by the industrials sector (+11.9%), headlined by Naspers jumping 13.5%, although meaningful contributions were seen
from resources (+8.6%), and financials (3.1%). Listed property stocks also had a bumper month, returning 13.4%. It wasn’t a good
month for bonds, however, with the FTSE/JSE All Bond Index (-1.1%), and the CILI Index of inflation-linked bonds (-0.8%) both
losing ground. Cash returned 0.5% for the month.
The Fund’s effective equity position fell over the month, mainly due to the impact of derivative structures where returns get
locked-in as markets move strongly higher. The inflation-linked bond allocation was unchanged, while the listed property
allocation increased on the back of strong performance from that sector in the month. Cash and short-term interest bearing
instrument holdings were also higher. SIM participated in a private placement of Standard Bank’s Tier II 10 non-call five-year notes
late in the month, which were issued at a spread of three-month Jibar +375 bps.
In the Fund’s offshore allocation, the equities and bond allocations were largely unchanged, as ZAR strength counteracted the
returns seen in these asset classes in USD (the ZAR strengthened by 1.1% against the USD over the month). Cash holdings were
lower owing to ZAR strength, while the property allocation was unchanged.

CORONATION

The strongest performance in the portfolio this quarter came from the platinum-group metals (PGM) miners. With producers
Northam Platinum and Impala Platinum having fallen 44% and 46% respectively – this reversed in the second quarter, with
the shares rising 69% and 54% respectively. Coronation continues to forecast meaningful deficits in the coming years, which
underpins their expectations of strong PGM pricing. The diversified miners also performed strongly over the quarter. Anglo
American and Exxaro increased by over 30%. China accounts for over 50% of demand for many of the commodities supplied by
these diversified majors. China’s recovery in economic activity as they emerged from lockdown was sharper and faster than most
expected. Other trades implemented within domestic equities included adding to Bidcorp and Anheuser-Busch InBev positions.
These two companies operate in the global space and should reap some benefits of the recovering global economy. Domestic
holdings remain concentrated in the higher-quality South African stocks such as the food retailers (Shoprite, Spar), whose more
resilient business models are best placed to weather the very tough South African macroeconomic environment.
The manager acknowledges that many of the more cyclical domestic businesses look cheap, but is concerned that the long-term
headwinds they face are considerable and strengthening. Weak revenue prospects due to an already weak economy are now
expected to be compounded by rising retrenchments, which will ultimately feed through to consumer demand. An underweight
in domestic stocks continued to benefit the Fund. Listed property has been the “ground zero” of the economic impact of the
global lockdowns. Impacting retail centres and office blocks as shelter-in-place instructions have seen massively changed
behaviour. Companies with sufficiently strong balance sheets or defensively positioned assets with defendable levels of rental
will survive. Coronation added to bonds during the crisis in March, and reversed some of those purchases during this quarter as
long-term bond rates recovered, however, bond exposure still makes up over a third of the portfolio. Although real yields appear
very attractive, the risk has also increased, and the manager will not add more duration risk at this point. In the global portion of
the Fund, the manager bought some put protection on the view that the markets had raced up too fast and a second wave of the
pandemic was not priced in. On the global bond side, Coronation remains very underweight government bonds. Currently 90%
of the world’s developed market bonds by value are trading with yields below 1%.

NINETY ONE

Despite many countries suffering record blows to economic output, stock markets have bounced back strongly from their March
2020 lows. A large contributor to the buoyancy of global financial markets is the massive monetary and fiscal stimulus unleashed
by central banks and governments. Central banks around the world are buying large quantities of bonds, flooding these markets
with liquidity and bidding up asset prices. Following the sharp spike in the yield of the benchmark SA 10-year government bond to
13% in March, local bonds rallied in the second quarter, with the 10-year bond yield ending June at 9.2% (yields fall as prices rise).
The JSE All Bond Index generated a return of 9.9% over the quarter.
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The portfolio participated meaningfully in the rebound of financial markets over the quarter and generated a strong absolute
performance. The offshore equities component was the largest contributor to absolute performance over the quarter with the
likes of Software Company, Microsoft’s shares rallying amid increasing demand for the company’s cloud products over the
period. The local equity component contributed meaningfully to absolute performance. With online services and entertainment
becoming the new normal during lockdowns, Naspers benefited handsomely, bolstering returns. Other rand-hedges, including
British American Tobacco, Bid Corp and Richemont rallied with the increase in positive market sentiment over the period. Alcohol
beverage company, Distell Group, was a marginal drag on performance over the quarter. The Fund’s holdings in South African
government bonds on the mid-to-longer dated areas of the yield curve were particularly beneficial to absolute returns. The
commodity holding in the New Gold ETF added to absolute performance over the quarter.
Ninety-One’s preferred asset class remains global equity with a preference for high-quality companies that have enduring
competitive advantages that form barriers to entry and provide pricing power.
Locally, the best opportunity remains South African government bonds. With yields of around 9%, these instruments offer higher
risk-adjusted return potential than most South African shares. While the manager has been increasing the allocation to select
domestic equities, Ninety One remains cautious and believes the local equity market may not be adequately pricing in the risks
that companies may face in the coming months. One important knock-on effect of the SARB lowering short-term interest rates,
is the lower expected future return from cash. In the recent past, cash rates in the region of 7% meant the opportunity cost of
holding a sizeable cash weighting in a balanced portfolio was low. The significantly lower prospective return from cash has now
increased this opportunity cost meaningfully.
As at the end of June 2020, exposure to asset classes for the Absolute Defensive Balance Fund was as follows: domestic equities
21.5%, domestic bonds 23.% and 26.0% in cash. Offshore is close to 22.5%. The Fund has also maintained exposure to alternative
asset classes such as private equity at 3.2%.
Over the past year, SIM returned 5.5%, Coronation 1.8% and Ninety One 12.2%.
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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 -16.1% over the last year, underperforming its benchmark by 5.3% on
a net basis. Prudential’s underperformance, relative to the benchmark, was driven by underperforming overweight positions
in Sasol, Sun International, Standard Bank and ABSA, as well as an underweight to the gold mining sector. 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. Going into the Coronavirus pandemic, Prudential viewed the South African equity market as
already undervalued and it has now fallen to levels which they see as exceptionally attractive. While the economic impact of the
Coronavirus is likely to mean lower dividends over the next year or two for the South African market, Prudential expects earnings
and dividends should show a return to growth over the medium term. This is based mainly on a return to more normal profit
margins amongst the mining companies and related industries. The manager continues to try to build a portfolio of companies
that have proven dividend and cash flow track records and which can withstand the normal upheavals that occur in markets
over time.
PRUDENTIAL TOP 10 HOLDINGS
Rank

Security

1

Naspers Ltd

2

Anglo American Plc

%

Rank

13.2

6

MTN Group Ltd

Security

4.8

%

7.1

7

Impala Platinum Holdings Ltd

4.4

3

British American Tobacco Plc

5.7

8

Exxaro Resources Ltd

4.0

4

Standard Bank Group Ltd

5.7

9

Absa Group Ltd

4.0

5

Prosus NV

5.3

10

MultiChoice Group Ltd

3.6

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 -0.9% over the last year, outperforming
its benchmark by 9.9% 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, Aspen and Quilter. Underweight
positions in Standard Bank and ABSA also contributed to the relative outperformance. Coronation’s portfolio remains skewed
to rand hedge stocks, which they believe are attractive for stock-specific reasons and should also benefit from exposure to
economies that are expected to rebound more rapidly. During the quarter, they added meaningfully to positions in Bidcorp and
Anheuser-Busch InBev, as both had sold off meaningfully. This was largely funded by a reduction in the size of Naspers and British
American Tobacco’s holdings, both of which have performed well. Domestic holdings remain concentrated in the higher quality
South African stocks such as food retailers, whose more resilient business models are best placed to weather the very tough local
macroeconomic environment. While Coronation acknowledges that many of the more cyclical domestic businesses look cheap,
they are concerned that the long-term headwinds they face are considerable and strengthening. The portfolio’s resources exposure
remains concentrated in the diversified miners (particularly Anglo American), Exxaro and the platinum shares. The Coronation
portfolio does not own gold equities given their high cost nature, high capital intensity and poor free cash flow conversion, which
have resulted in poor historical returns to investors.
CORONATION TOP 10 HOLDINGS
Rank

%

Rank

Naspers Ltd

15.6

6

FirstRand Ltd

2

Anglo American Plc

9.6

7

Aspen Pharmacare Hldgs Ltd

4.1

3

British American Tobacco Plc

7.1

8

Bid Corporation Ltd

3.9

4

Prosus NV

6.5

9

Impala Platinum Holdings Ltd

3.7

5

Quilter Plc

5.9

10

Shoprite Holdings Ltd

3.5

1

Security

Q1 INSTITUTIONAL REPORT

Security

%
5.3

45

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.
In the seven-month period since appointment, the Ninety One portfolio returned -3.6%, outperforming the benchmark by 4.3%
over this time period. Ninety One believes that we are now past the point of maximum pessimism, with markets and authorities
appearing relatively better informed and better at dealing with the threat of coronavirus as it has played out. While many people
may argue that markets have potentially recovered too far, too fast from their March lows, Ninety One believes that the strategic
outlook from here is looking rather promising. In terms of positioning, the portfolio maintains a bias to the general miners and
PGM miners, which is well balanced with a large exposure to gold and rand hedge defensive stocks. The portfolio’s “SA Inc”
exposure remains with the banks and other select financials. In the current investment climate, Ninety One emphasises the
importance of not deviating from their disciplined investment process. In an environment of broad-based negative earnings
revisions, the ability to find corporates receiving overly bearish expectations presents an investment opportunity to take advantage
of, as it leads to mispriced valuation.
NINETY ONE TOP 10 HOLDINGS
Rank

Security

%

Rank

Security

%

1

Naspers Ltd

14.5

6

BHP Group Plc

4.4

2

Prosus NV

6.1

7

Sanlam Ltd

4.3

3

Anglo American Plc

6.0

8

Impala Platinum Holdings Ltd

3.7

4

British American Tobacco Plc

5.2

9

Standard Bank Group Ltd

3.4

5

FirstRand Ltd

4.5

10

MTN Group Ltd

3.2

SOUTH AFRICAN EQUITY – MAZI CAPITAL
Mazi Capital follows a long-term, fundamental investment approach with a bias for quality
companies. Mazi returned -15.6% 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, Old Mutual and The Foschini Group, as well as underweight positions in some of the strong performing gold and platinum
miners. In the current environment, Mazi are constructing their portfolios primarily to take advantage of opportunities presented
by attractive share prices relative to their assessment of long-term fundamental value. In addition, a key consideration is downside
protection in order to limit the loss of capital in the portfolios. As a result, they are careful to invest in those companies that
retain strong fundamentals in line with their investment philosophy. They remain invested in high conviction ideas with sound
fundamentals – with companies such as Naspers/Prosus, MTN, Anglo American, platinum companies, Quilter, Dischem, Shoprite,
Investec and Libstar being significant positions in this regard. In terms of risk management, the manager has selectively adjusted
portfolio positioning given the expected returns and volatility of companies in the portfolio, to position the portfolio to have a
balanced approach to generating returns against the risk being taken.
MAZI TOP 10 HOLDINGS
Rank
1

Security
Naspers Ltd

%

Rank

18.8

6

MTN Group Ltd

Security

4.8

%

2

Anglo American Plc

9.1

7

Sibanye-Stillwater Ltd

4.2

3

Prosus NV

5.8

8

Quilter Plc

4.2

4

British American Tobacco Plc

5.5

9

FirstRand Ltd

3.3

5

Impala Platinum Holdings Ltd

5.1

10

Compagnie Fin Richemont

3.2
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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 -14.0% over the last year, underperforming its benchmark by 3.3% on a gross basis. Their
underperformance, relative to the benchmark, was driven by underperforming overweight positions in ABSA and The Foschini
Group, as well as underweight positions in strong performers such as Sibanye, Goldfields, Impala Platinum and Aspen. From a
valuation standpoint, Sentio believes that South Africa seems well-placed for a rerating catch-up trade within Emerging Markets.
Research shows that SA is trading at a 19% discount to MSCI EM, its cheapest level since 1999. Sentio also notes that, while SA’s real
GDP growth has flatlined over the past 10 years, corporate SA has still managed to deliver an earnings growth rate higher than EM
peers over this time. Against the backdrop of the potential risks in the market, the Sentio portfolio remains constructively positioned,
as the manager believes that the current market rally can continue in the short-term. The portfolio has added to local beta and value,
guided by attractive valuations and combined with corporate balance sheets that can withstand the expected volatile economic
and business environment.
SENTIO CAPITAL TOP 10 HOLDINGS
Rank

%

Rank

1

Naspers Ltd

Security

11.0

6

Anglogold Ashanti Ltd

Security

4.1

%

2

British American Tobacco Plc

6.4

7

Sanlam Ltd

3.9

3

Prosus NV

4.9

8

Absa Group Ltd

3.3

4

Anglo American Plc

4.8

9

MTN Group Ltd

2.9

5

FirstRand Ltd

4.5

10

BHP Group Plc

2.8

SOUTH AFRICAN LONG/SHORT EQUITY – CORONATION
Karl Leinberger took over the management of the Fund from Gavin Joubert effective April 2020.
Karl manages the hedge fund alongside Quinton Ivan. The Fund is long-term, bottom-up, valuation
driven, investing predominantly in Large Caps. Presidio was up 13.9% during the quarter compared to the Capped SWIX equity
benchmark which was up 22.6%. The biggest contributors to returns were long positions to Naspers, Prosus and Aspen, while
short positions Kumba and African Rainbow detracted. For the 12-month period to June 2020, the Fund recorded a stellar return,
up 17.5%, while the benchmark was down 10.8%.

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 3.7% and lagged
the Capped SWIX Index which was up 21.6% during the quarter. This was largely on the back of positions in Resilient, Anglo
American and Mr Price which traded up during the quarter, while long positions to Naspers, Impala Platinum, and Gold Fields
contributed positively to returns. The Fund was up 13.9% over the 12-month period to June 2020, and 24.7% ahead of the Capped
SWIX Index.
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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 up 13.2% and lagged the Capped SWIX Index which was up 21.6% at the end
of the second quarter. The biggest contributors to returns were exposures to Naspers, Prosus and Rand Marchant, while long
positions to Shoprite, Remgro and Astral Foods detracted. The Fund was up 71 basis points over the last 12 months to June 2020,
11.5% ahead of the Capped SWIX Index.

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
reopened to flows in 2018 at the back of disinvestments, which freed up capacity. The Fund differs from the large cap offering in
that it may invest in small cap and fledgling stocks. The Fund was up 13.7% during the second quarter and underperformed the
Capped SWIX equity index. The biggest contributors to returns were long positions in Capital Appreciation, Quantum Foods, Tsogo
Sun Gaming and Tsogo Sun Hotels. The biggest detractors were exposures to Trencor, African Rainbow, and RECM & CALIBRE.
The Fund was down 5.0% over the 12-month period to June 2020, 5.8% 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 2.0% return during the second quarter, lagging the local equity market and largely on the back
of very low net exposure to the market. The Fund was up 40 basis points and 11.2% ahead of the equity market over the 12-month
period to June 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 clawed back some
of the losses incurred during the first quarter, and finished the quarter up 18.7%. The Catalyst portfolio was up 16.7% and 2.1%
behind the benchmark on a net basis. An overweight allocation to SA Corporate, Octodec and cash and an underweight allocation
to Redefine and Investec Australia contributed negatively to performance for the quarter. The Fund was 1.3% behind the All
Property benchmark over a 12-month period, with the benchmark down 40.2%. According to Catalyst, property returns have been
materially impacted by the imposed “hard” lockdown during March 2020 which had a devastating impact on the SA economy
including commercial real estate. SA Listed Property recorded a total return of -36.57% in the month of March alone. Downgrades
to the country’s sovereign credit rating by Moody’s to junk status further explains some of the weakness in property returns YTD.
The ALPI sectoral exposure is heavily weighted toward the retail subsector, which experienced limited trading during lockdown.
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 have either reduced, deferred, or cancelled dividends to
meet short-term cash flow requirements, while the FSCA has approved a 2-month extension to the company’s stipulated dividend
payment timelines. Their 5-year annualised nominal return forecasts for the sector range between 16% and 20%.
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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 second quarter of
2020, Sesfikile outperformed the All Property Index by 31 basis points on a net basis. This was mostly at the back of underweight
exposure to Lighthouse Capital as well as overweight positions to Echo Polska, Investec Australia and Cash. Over the last 12 months,
the portfolio was down 33.1% and 7.2% ahead of the benchmark on a net basis. Sesfikile is of the view that the recent rally was
warranted for valuation reasons, but still faces several significant headwinds, namely COVID-19, the high unemployment now
at 30.1%, a weaker consumer, and Eskom. Therefore, they believe economic or political shocks in either direction are possible,
implying the path to their total return targets will not be smooth. As lockdowns ease and business returns to some level of
normality, they are gaining further clarity on the impact on REITs’ rental collections over the past quarter. On an overall sector
level, LTV and ICR covenant breaches remain a low risk in their view. Their estimates show that debt covenants could be breached
should valuations decline by approximately 40% or earnings decline by 50%. Their rolling 12-month return expectation for the
sector is c.20%. They believe that, while the market is not confident in the operational aspects of the sector, this has already been
priced in, not only over the first quarter of the year, but also the two years preceding that.

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. Blackrock was up
12.2% and 2.1% ahead of the benchmark during the second quarter. Over the last 12 months, the BlackRock portfolio was down
10.7% and outperformed the benchmark by 5.6%. They hold the view that the current economic contraction will accelerate the
longstanding challenges afflicting brick-and-mortar retail, leading them to remain highly selective and invested only in businesses
with the balance sheet and strategic acumen to succeed. In June, their exposure to US and Eurozone retail as well as UK student
accommodation went up, while they reduced exposure to Hong Kong and Japanese developer, Singapore REIT, Hong Kong REIT,
UK residential and UK healthcare. In Office, they increased exposure to US Office and sold down Eurozone and UK Office.

INTERNATIONAL PROPERTY – CATALYST FUND MANAGERS
During the second quarter, Catalyst returned 9.12% and 95 basis points behind the benchmark. Over
the last 12 months, the Fund was down 9.9% net of fee rebates and 6.3% 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, and are underweight France. The portfolio is currently
underweight to the Asia-Pacific region.
They mentioned that while the listed real estate sector on average benefits from long-term leases, healthy leverage ratios and
debt maturity profiles, as well as high-quality portfolios, it is not immune to economic adversities. Certain property sub-sectors are
facing structural challenges, amplified to some extent by the global pandemic. On the other hand, some sub-sectors are seeing
increased benefits and are gaining momentum. This phenomenon is reflected in the divergence and volatility of returns year
to date as investors gauge an uncertain economic future and resultant impact on cash flows. They maintain an investment bias
towards best-in-class management teams, assets and balance sheets and believe the Fund is well positioned 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 up 8.4% during the second quarter net of fees and 1.7% ahead of the benchmark. Over the last 12 months
to June, the Fund was down 6.5% and 9.7% ahead of the benchmark. As at end of June, the Fund had overweight exposure to
residential, data centers and industrial, self-storage, healthcare sectors, and cash. The Fund maintains an underweight exposure
to diversifieds, retail, office, and hotel sectors. They believe it is too early to access COVID-19 impacts, but are pleased the debt and
equity markets remain open for the better quality REITs, while REIT balance sheets were strong pre-COVID-19.

Q1 INSTITUTIONAL REPORT

49

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 30 June 2020, the portfolio returned 2.6% (net of manager fees), underperforming the benchmark by 0.2%. A passive portfolio
will often lag its benchmark performance due to costs and fees.
TOP 10 HOLDINGS
Rank

%

Rank

1

Apple Inc

Security

3.9

6

Alphabet-CI A

Security

%

2

Microsoft Corp

3.6

7

Johnson & Johnson

0.9

1.1

3

Amazon.com

3.1

8

Nestle SA

0.8

4

Facebook

1.4

9

Visa Inc

0.7

5

Alphabet-CI C

1.1

10

Procter & Gamble

0.7

INTERNATIONAL EQUITY – ORBIS
Orbis is a contrarian, long-term, value manager that follows a bottom-up stock selection process. The
portfolio returned 4.5% during the past 12-month period ending 30 June 2020, outperforming the
MSCI All Country World Index by 2.4%. 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. In spite
of economic uncertainty, the market rebounded throughout the quarter after the COVID-19 pandemic caused a sharp sell-off
earlier in the year. Most of the losses from the first quarter market fall were made up as classes broadly rose. Most outperformance
was concentrated in larger tech companies, seen as the beneficiaries of new consumer demand in a post-COVID-19 world of
lockdowns.
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 (-1.0%), Sberbank (-0.8%) and Sumitomo (-0.7%). The largest contributors to alpha were NetEase (4.9%), XPO Logistics
(1.9%) and British AbbVie (1.6%). Portfolio activity, was particularly active with Comcast being bought and both S&P and Dollar
General being sold. Two increases included Howmet Aerospace and Newcrest Mining. Positions trimmed included, Alphabet,
NetEase, Bristol-Myers Squibb, Reckitt Benckiser Group and AbbVie. The manager locked in gains to reallocate to more relatively
attractive opportunities.
TOP 10 HOLDINGS
Rank
1

%

Rank

Netease

Security

10.2

6

AbbVie

Security

4.1

%

2

British American Tobacco

8.0

7

Anthem

3.9

3

XPO Logistics

5.9

8

Bayerische Motoren Werke

3.9

4

Naspers

4.5

9

UnitedHealth Group

3.1

5

Newcrest Mining

4.1

10

Honda Motor

2.8

INTERNATIONAL EQUITY: BAILLIE GIFFORD
The Baillie Gifford Global Alpha Fund was added to the global equity strategy in December 2015 to
achieve more balance in this building block, particularly from an investment style perspective. Baillie
Gifford’s philosophy stems from the belief that share prices ultimately follow earnings. They achieve this by identifying companies
they believe enjoy sustainable, competitive advantages in their industries and that will grow earnings faster than the market
average. The portfolio returned 13.4% during the past 12-month period ending 30 June 2020, outperforming the MSCI All Country
World Index by 11.0%. Despite negative economic data, global stock markets rallied through the second quarter and offset most of
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the prior quarter’s drop. The COVID-19 pandemic has caused technology stocks to strongly outperform most other sectors, as the
market rewarded companies though to flourish in the new lockdown environment that most major economies experienced this
quarter. This on the back of strong technology outperformance over the last several years.
In terms of fund performance attribution, the largest relative contributors were Tesla (1.7%), Shopify (1.5%), Seattle Genetics (0.9%),
SEA ltd (0.9%) and Moody’s (0.8%). The largest detractors included Apple (-1.6%), Banco Bradesco (-0.7%), EOG Resources (-0.6%),
Prudential (-0.6%) and Kirby (-0.4%). New purchases included Adidas, Booking Holdings Inc, Cbre Group Inc, Lyft Inc and Estee
Lauder, while complete sells included Banco Bradesco, Bank of Ireland, Bureau Veritas, Chipotle, M&G PLC and Myriad Genetics.
TOP 10 HOLDINGS
Rank

Security

%

Rank

Security

%

1

Amazon.com

4.3

6

Mastercard

2.3

2

Naspers

3.6

7

Alibaba

2.3

3

Moody’s

2.9

8

Shopify

2.3

4

Alphabet

2.8

9

Prudential

2.2

5

Microsoft

2.5

10

Anthem

2.2

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 -13.0% during the 12-month period ending 30 June 2020, outperforming the MSCI All Country World Index
by 15.1%.
Within the Fund, Mastercard, CoreLogic, TE Connectivity, Alphabet and Daimler were the largest individual contributors. The
largest stock detractors included Rolls-Royce Holdings, Southwest Airlines, Grupo Televisa, Lloyds Banking Group and Compass
Group. Portfolio activity included selling out of Reckitt Benckiser and Hirose to buy positions in Alibaba and Compass Group. This
activity together with relative outperformance from US holdings led the portfolio weight to US stocks up to 47% (still a relative
underweight to the benchmark at portfolio level).
TOP 10 HOLDINGS
Rank

%

Rank

1

Mastercard

Security

6.2

6

Daimler

Security

4.3

%

2

Alphabet

5.8

7

CNH Industrial

4.2

3

Credit Suisse Group

4.6

8

General Motors Co.

3.7

4

Lloyds banking group

4.5

9

Bank of America Corp

3.6

5

TE Connectivity

4.4

10

Charter UW

3.3

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 10.3% during the 12-month period ending 30 June 2020, outperforming the MSCI All Country World Index by 8.2%.
During the second quarter, global equity markets rallied strongly, contrasting the previous quarter where markets dropped heavily
due to COVID-19. Market prices were led up by governments around the world committing substantial amounts of stimulus, to
support consumers and businesses as they emerged from differing forms of lockdown. Tech and healthcare benefitted as the
world experienced a large shift to online and strong public focus on health respectively. The manager’s quality style held up and
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generated positive absolute returns however, lagged the benchmark index over the quarter. The manager maintains a material
overweight to software & services, and the largest underweight is banks. On stock-specific basis, the largest positive contributors
included S&P Global (+0.37%), ASML (0.59%) and Moody’s (0.6%). The largest detractors to relative performance included
Roche (-0.51%), Apple (-0.6%) and Philip Morris (-0.71%).
TOP 10 HOLDINGS
Rank

Security

%

Rank

Security

%

1

Visa Inc

8.7

6

ASML Holding NV

4.5

2

Microsoft Corp

6.8

7

Booking Holdings Inc

4.4

3

Moody's Corp

6.2

8

Nestle SA

4.1

4

Verisign Inc

5.3

9

Johnson & Johnson

3.6

5

Roche Holding AG

4.5

10

Beiersdorf

3.6

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 functions of stock selection. The portfolio
returned -1.1% for the 12-month period ending 30 June 2020, which is 2.3% above the MSCI Emerging Market Index. Emerging
markets rose substantially over the quarter following global markets up. China experienced the virus first and were arguably
first to recover economically including removal of lockdowns, as well as resumption of most manufacturing and trade. Global
tech also benefited as most consumers globally were under some form of lockdown. Asia’s high weight to tech was driven up by
returns from these companies. The tensions between the US and China seemed to take a backseat while the markets outside of
Asia battled with economic data surprised on the upside. During the first quarter of 2020, the 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%).
The Fund also 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 added (+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

%

Rank

1

Naspers Ltd

Security

5.1

6

Prosus na

Security

3.7

%

2

Alibaba Group

5.0

7

Housing Dev Finance Corp

3.7

3

JD.Com Inc

4.3

8

Formento economico mexicano

3.1

4

Wuliangye Yibin

4.1

9

Magnit

3.1

5

Ping An Insurance Group

3.9

10

Philip Morris

3.0

INTERNATIONAL EQUITY (EMERGING MARKETS) – HERMES INVESTMENT MANAGEMENT
Hermes employs a highly active and concentrated approach balancing bottom-up fundamental
analysis that enables them to find quality companies trading at attractive valuations and a top-down
framework that allows them to identify the conditions that will support and drive the growth of the high-value companies they
select. Their process includes capturing opportunities and mitigating risk through a range of ESG strategies. The portfolio returned
-0.1% for the 12-month period ending 30 June 2020, which is 3.3% above the MSCI Emerging Market Index. While major uncertainty
exists around the global economy, China fared relatively better, which was promising for other economies at a different stage of
tacking the virus. Over the second quarter, emerging market economies recovered substantially as businesses and consumers
emerged from lockdowns. China led virus infections and was one of the first countries to emerge with no new cases. This led to
a relatively early reopening of their economy and forward view for the rest of the world. Other Asian regions had relatively good
efforts to contain the virus and its impact economically. This Asian-led recovery, together with risk on investor sentiment, led
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to substantial inflows to emerging market equities. Government stimulus plans and vaccine progress also supported investor
confidence as they drove up equities across markets. Finally, large tech companies saw an additional boost from the shift to online
over this year. Over the quarter, the largest positive contributors were ACCton Technology (0.37%), Tencent (0.39%), Yandex (0.39%),
Delta Electronics (0.5%) and Techtronic (0.73%), while the largest detractors were KB Financial (-.28%), Shenzen International
(-0.31%), AIA (-0.38%), Nari technology (-0.41%) and China Communications (-0.42%). 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

Security

1

Tencent

%

Rank

9.7

6

Techtronic

Security

3.1

%

2

Alibaba ADR

9.1

7

Nari Technology

2.7

3

Samsung

7.4

8

Sberbank

2.7

4

Taiwan Semiconductor

5.9

9

AIA

2.6

5

Delta Electronic

3.2

10

KHDFC Bank

2.3

INTERNATIONAL MULTI-ASSET CLASS – CORONATION FUND MANAGERS
The portfolio aims to reduce volatility, focus on risk-adjusted returns and outperform its cash-related
benchmark by 3.0% per year over a three- to five-year horizon. This is achieved by a high allocation to
cash (or other low volatility investments) and a modest exposure to equity markets. Risk is further diversified by including exposure
to unconventional assets (gold, commodities, inflation-linkers, etc.) to generate returns. Over the past 12 months, ending 30 June
2020, the portfolio returned 2.6% (net of fees), outperforming the US dollar:euro cash benchmark by 2.5%. The second quarter of
2020 saw global markets rally across asset classes. Off the low base created by COVID-19 during the last quarter, markets rallied
strongly as some countries appeared to flatten their curve of new daily cases. Added to the positive sentiment were many major
regions downscaling lockdown restrictions to reopen their economies, coupled with meaningful amounts of government stimulus
globally. Within the portfolio, all classes gave positive performance, with global property and equity leading. Gold returned 10.5%
over the quarter, bringing the year-to-date performance to a substantial 26%. Most equity holdings contributed to performance,
particularly tech-related holdings as consumers moved online during lockdowns. On the detractors, Philip Morris was down -2.6%.
The portfolio is structured with 40% allocation to risk assets, 22% equity, 4% property, 13% in higher yield bonds and convertibles.
60% of the portfolio is allocated to more defensive assets, including 11% hedged equity, 7% in commodities and 42% in sovereign
or investment grade bonds.

AFRICA EX SA – RUDIARIUS
The portfolio returned 2.6% for the 12-month period ending 30 June 2020, outperforming the MSCI
Emerging Frontier Africa Markets Index (excluding South Africa) by 16.4%. African equity markets
recovered with global equity markets as foreign investment flows restarted. Risk-on sentiment was led by many major economies
emerging from lockdown, together with large packages from governments to support consumers and businesses. African equity
lifted but didn’t fully retrace the prior quarter’s losses. A variety of local risks and challenges still provide headwinds to equity
re-ratings. Notably, the Nigerian central bank (and presumably government) has placed heavy restrictions on capital outflow
which has caused forex outflows to dry up. Investors are naturally concerned about the declining ability to take money out of the
country. Kenya is contrastingly a positive economic story, however, a persistent current account deficit together with declining
growth and a large public debt burden proving to be a severe headwind for the relatively expensive market. Beside Zimbabwe’s
skewed returns (+258%), Egypt (+34%) and Nigeria (14.7%) were the largest return drivers within the Fund. It should be noted that
the Nigerian equity rally is partially due to the lack of forex repatriation, where investors can’t get their money out of the country
and choose to park their funds in equities as a relative safe haven. Stock level contribution saw Centamin, Fawry and CIB being the
largest contributors – notably from Egypt. Detractors were all from Namibia, being Nambrew, FNB Namibia and Capricorn Group.
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AFRICA FRONTIERS – CORONATION FUND MANAGERS
The portfolio returned -17.6% for the 12-month period ending 30 June 2020, underperforming the
MSCI Emerging Frontier Africa Markets Index (excluding South Africa) by 4.4%.
African equity rose in line with global risk-on sentiment as world economies emerged from differing forms of lockdown.
Government stimulus packages, together with slowing new daily COVID-19 cases led investors to become more optimistic about
equities. This optimism spread across most African equity markets and the Fund was up 5% over the quarter. The manager’s
current core concern is Nigeria, where political interference has led to currency markets closing for repatriation. The manager
has marked down Nigerian assets and reduced exposure to the lowest level in the Fund’s history. The local Nigerian market
rallied, however, this is due to the negative effect of investors parking funds in equities because few alternate options exist. The
currently unfolding situation in Nigeria appears to be quite similar to the Zimbabwean market. Zimbabwe continues to make
progress and mistakes concurrently, their government’s decision to hold a currency auction was widely approved. However, a later
decision to ban all mobile money transactions offset any praise from the auction. Equities within the regions continue to perform,
highlighting their resilience despite horrific economic circumstance. Zimplats was the largest contributor to performance, adding
2.2%. Centamin (an Egyptian gold mine) was the second-largest contributor, adding 1.1% to performance. Kenya returned 3%
over the quarter, adding to the strong previous quarter. The manager down-weighted Kenyan exposure from 20% to 13% due to
expensive valuations.

	SOUTH AFRICAN FIXED INCOME – PRUDENTIAL PORTFOLIO MANAGERS
At its policy meeting on 21 May, the SARB cut the repo rate by a further 50 bps to 3.75%, a historic
low. This brought the total reduction to 275 bps for end June 2020. This was reinforced by the latest
inflation data, as April CPI came in at 3.0% y/y, its lowest level since 2005. The SARB also lowered its GDP growth forecast to -7.0%
for the year, while expecting 3.8% growth in 2021 and 2.9% growth in 2022. In addition to this, the central bank bought back large
amounts of government bonds for the first time to support the market during the quarter.
Prudential remains underweight developed market government bonds, although less so now than at the beginning of the quarter,
as they established a position in 30-year US Treasury bonds as a risk diversifier for the portfolio. Prudential remains overweight
US and European investment-grade corporate bonds and selected emerging-market government bonds, which offer attractive
real yields. The portfolios have already benefitted from a rebound in many of these assets during the quarter, after having sold off
indiscriminately in March.
In SA nominal bonds, the manager has been buying mostly long-dated bonds with maturities of 20+ years out. Yields will more
than compensate investors for the risk associated with the government debt burden. If inflation averages 4.5% y/y (the mid-point
of the SARB’s targeted inflation range) going forward, bonds offer investors a prospective real return that is well over their historic
average of 2.5% p.a. – somewhere around 6.5% p.a. At the end of March, ILBs were offering a very attractive future return for investors
of over 6.0%, which is guaranteed if they are held to maturity. During the second quarter, ILBs recovered some ground, with 10-year
real yields falling to around 4.5%. With real cash yields currently around 0%, the gap between ILB and cash real yields has never
been wider. Cash is the one SA asset class where prospective returns are now much lower than before the Coronavirus market
crash, due to the large interest rate cuts from the SARB.
Concern around property reflects the significant macroeconomic uncertainty exacerbated by the pandemic in South Africa, and
surrounding the outlook for distributions, as well as the relatively high debt levels in the sector. The risks around property company
earnings remain high given the deterioration in the economic outlook, although share prices did rebound over the quarter.
The Prudential Flexible Fixed Income Fund returned 8.3% for the quarter ending June 2020. As at the end of June 2020, the Fund
has a modified duration of 5.9 years and a fund yield of 10.4%.
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SOUTH AFRICAN FIXED INCOME – CORONATION FUND MANAGERS
The local economic backdrop is concerning, but valuations were considerably cheaper by the end of
the first quarter. Bond performance continues to be driven by bonds in the 0-7 year area of the yield
curve. The longer end of the curve (12+ area) has continued to underperform due to the deterioration in government finances and
increased public sector borrowing requirements. Inflation-linked bond (ILB) performance has been dismal. However, ILBs have still
outperformed cash over the last seven years. The rand was stronger, as it gained 2.9% (QTD) against the US dollar, ending June at
US$1/R17.40.
EM debt crises have traditionally occurred in countries that predominantly have foreign- denominated debt, face an accelerated
decline in their currency resulting in an increased debt burden that they are unable to service, and an inflationary problem that
re-enforces the downward spiral in their currency. South Africa is somewhat different in that inflation will remain modest over the
next two to three years, and offshore debt remains relatively low as a portion of total debt. Consumer price inflation will average
2.7% over the next year and 3.5% over the next two years.
At the end of June, shorter-dated fixed-rate negotiable certificates of deposit (NCDs) traded at 5.06% (three-year) and 6.32%
(five-year), much lower than the previous month. Shorter-dated NCDs have pulled lower due to the significant interest rate cuts,
recovery in bond yields and tightening of credit spreads. SA government bonds do embed a decent risk premium, although this
premium has reduced slightly post the recovery in the second quarter. South Africa is on the brink of a debt trap and, although
promises have been made to restore the country to a more sustainable debt trajectory, the implementation risks remain elevated.
Listed property has been the largest drag on the fund’s performance. 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, increase the cost of borrowing for lowerquality businesses, and test inexperienced management teams. It is entirely possible that most of the companies will require
additional capital and that dividends are suspended to preserve capital.
Coronation considers the 10-15 year SAGBs as the most attractive asset among the fixed income asset classes and would look to
increase duration into weakness, albeit in a measured approach. The 5-10 year ILBs are the next most attractive asset class, and the
manager would look to cautiously add to this position at the right price. Listed property looks relatively attractive, but allocations
need to be made on a stock specific basis with careful consideration paid to evolving issues.
Coronation remains cautious in the management of the fund. They continue to invest only in assets and instruments that have the
correct risk and term premium to limit investor downside and enhance yield.
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.
The Coronation Flexible Fixed Income Fund returned 11.0% for the quarter ending June 2020. As at the end of June 2020, the Fund
has a modified duration of 6.2 years and a fund yield of 10.40%.

	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 1.6% over the quarter ending June 2020 and about 7.8% over the last 12 months, outperforming the
STeFI three-month benchmark return of 6.9%.
The Fund’s maturity position at the end of June was at 113 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.
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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 portfolios’ weighted average maturity.
Individual weighted average terms to maturity:
USD cash – 41 days
GBP cash – 48 days

CORONATION ENHANCED INCOME AND FLEXIBLE FIXED INCOME
The local economic backdrop is concerning, but valuations were considerably cheaper by the end of
the first quarter. Bond performance continues to be driven by bonds in the 0-7 year area of the yield
curve. The longer end of the curve (12+ area) has continued to underperform due to the deterioration in government finances and
increased public sector borrowing requirements. Inflation-linked bond (ILB) performance has been dismal. However, ILBs have still
outperformed cash over the last seven years. The rand was stronger, as it gained 2.9% (QTD) against the US dollar, ending June at
US$1/R17.40.
EM debt crises have traditionally occurred in countries that predominantly have foreign- denominated debt, face an accelerated
decline in their currency resulting in an increased debt burden that they are unable to service, and an inflationary problem that
re-enforces the downward spiral in their currency. South Africa is somewhat different in that inflation will remain modest over the
next two to three years, and offshore debt remains relatively low as a portion of total debt. Consumer price inflation will average
2.7% over the next year and 3.5% over the next two years.
At the end of June, shorter-dated fixed-rate negotiable certificates of deposit (NCDs) traded at 5.06% (three-year) and 6.32%
(five-year), much lower than the previous month. Shorter-dated NCDs have pulled lower due to the significant interest rate cuts,
recovery in bond yields and tightening of credit spreads. SA government bonds do embed a decent risk premium, although this
premium has reduced slightly post the recovery in the second quarter. South Africa is on the brink of a debt trap and, although
promises have been made to restore the country to a more sustainable debt trajectory, the implementation risks remain elevated.
Listed property has been the largest drag on the fund’s performance. 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, increase the cost of borrowing for lowerquality businesses, and test inexperienced management teams. It is entirely possible that most of the companies will require
additional capital and that dividends are suspended to preserve capital.
Coronation considers the 10-15 year SAGBs as the most attractive asset among the fixed income asset classes and would look to
increase duration into weakness, albeit in a measured approach. The 5-10 year ILBs are the next most attractive asset class, and the
manager would look to cautiously add to this position at the right price. Listed property looks relatively attractive, but allocations
need to be made on a stock specific basis with careful consideration paid to evolving issues.
Coronation remains cautious in the management of the fund. They continue to invest only in assets and instruments that have the
correct risk and term premium to limit investor downside and enhance yield.
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PRUDENTIAL FIXED INCOME
At its policy meeting on 21 May, the SARB cut the repo rate by a further 50 bps to 3.75%, a historic
low. This brought the total reduction to 275 bps for end June 2020. This was reinforced by the latest
inflation data, as April CPI came in at 3.0% y/y, its lowest level since 2005. The SARB also lowered its GDP growth forecast to -7.0%
for the year, while expecting 3.8% growth in 2021 and 2.9% growth in 2022. In addition to this, the central bank bought back large
amounts of government bonds for the first time to support the market during the quarter.
Prudential remains underweight developed market government bonds, although less so now than at the beginning of the quarter,
as they established a position in 30-year US Treasury bonds as a risk diversifier for the portfolio. Prudential remains overweight
US and European investment-grade corporate bonds and selected emerging-market government bonds, which offer attractive
real yields. The portfolios have already benefitted from a rebound in many of these assets during the quarter, after having sold off
indiscriminately in March.
In SA nominal bonds, the manager has been buying mostly long-dated bonds with maturities of 20+ years out. Yields will more
than compensate investors for the risk associated with the government debt burden. If inflation averages 4.5% y/y (the mid-point
of the SARB’s targeted inflation range) going forward, bonds offer investors a prospective real return that is well over their historic
average of 2.5% p.a. – somewhere around 6.5% p.a. At the end of March, ILBs were offering a very attractive future return for
investors of over 6.0%, which is guaranteed if they are held to maturity. During the second quarter, ILBs recovered some ground,
with 10-year real yields falling to around 4.5%. With real cash yields currently around 0%, the gap between ILB and cash real yields
has never been wider. Cash is the one SA asset class where prospective returns are now much lower than before the Coronavirus
market crash, due to the large interest rate cuts from the SARB.
Concern around property reflects the significant macroeconomic uncertainty exacerbated by the pandemic in South Africa, and
surrounding the outlook for distributions, as well as the relatively high debt levels in the sector. The risks around property company
earnings remain high given the deterioration in the economic outlook, although share prices did rebound over the quarter.
The Prudential Flexible Fixed Income Fund returned 8.3% for the quarter ending June 2020. As at the end of June 2020, the Fund
has a modified duration of 5.9 years and a fund yield of 10.4%.

CORONATION ABSOLUTE RETURN
The strongest performance in the portfolio this quarter came from the platinum-group metals
(PGM) miners with producers Northam Platinum and Impala Platinum having fallen 44% and 46%
respectively. This reversed in the second quarter, with the shares rising 69% and 54% respectively. Coronation continues to forecast
meaningful deficits in the coming years, which underpins their expectations of strong PGM pricing. The diversified miners also
performed strongly over the quarter. Anglo American and Exxaro increased by over 30%. China accounts for over 50% of demand
for many of the commodities supplied by these diversified majors. China’s recovery in economic activity as they emerged from
lockdown was sharper and faster than most expected. Other trades implemented within domestic equities included adding to
Bidcorp and Anheuser-Busch InBev positions. These two companies operate in the global space and should reap some benefits
of the recovering global economy. Domestic holdings remain concentrated in the higher-quality South African stocks such as
the food retailers (Shoprite, Spar), whose more resilient business models are best placed to weather the very tough South African
macroeconomic environment.
The manager acknowledges that many of the more cyclical domestic businesses look cheap, but is concerned that the long-term
headwinds they face are considerable and strengthening. Weak revenue prospects due to an already weak economy are now
expected to be compounded by rising retrenchments, which will ultimately feed through to consumer demand. An underweight
in domestic stocks continued to benefit the Fund. Listed property has been the “ground zero” of the economic impact of the
global lockdowns. Impacting retail centres and office blocks as shelter-in-place instructions have seen massively changed
behaviour. Companies with sufficiently strong balance sheets or defensively positioned assets with defendable levels of rental
will survive. Coronation added to bonds during the crisis in March, and reversed some of those purchases during this quarter as
long-term bond rates recovered, however bond exposure still makes up over a third of the portfolio. Although real yields appear
very attractive, the risk has also increased, and the manager will not add more duration risk at this point. In the global portion of
the Fund, the manager bought some put protection on the view that the markets had raced up too fast and a second wave of the
pandemic was not priced in. On the global bond side, Coronation remains very underweight government bonds. Currently 90%
of the world’s developed market bonds by value are trading with yields below 1%.
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NINETY ONE ABSOLUTE RETURN
Despite many countries suffering record blows to economic output, stock markets have bounced
back strongly from their March 2020 lows. A large contributor to the buoyancy of global financial
markets is the massive monetary and fiscal stimulus unleashed by central banks and governments. Central banks around the
world are buying large quantities of bonds, flooding these markets with liquidity and bidding up asset prices. Following the sharp
spike in the yield of the benchmark SA 10-year government bond to 13% in March, local bonds rallied in the second quarter, with
the 10-year bond yield ending June at 9.2% (yields fall as prices rise). The JSE All Bond Index generated a return of 9.9% over the
quarter.
The portfolio participated meaningfully in the rebound of financial markets over the quarter and generated a strong absolute
performance. The offshore equities component was the largest contributor to absolute performance over the quarter with the
likes of Software Company, Microsoft’s shares rallying amid increasing demand for the company’s cloud products over the
period. The local equity component contributed meaningfully to absolute performance. With online services and entertainment
becoming the new normal during lockdowns, Naspers benefited handsomely, bolstering returns. Other rand-hedges, including
British American Tobacco, Bid Corp and Richemont, rallied with the increase in positive market sentiment over the period. Alcohol
beverage company, Distell Group was a marginal drag on performance over the quarter. The Fund’s holdings in South African
government bonds on the mid-to-longer dated areas of the yield curve were particularly beneficial to absolute returns. The
commodity holding in the New Gold ETF added to absolute performance over the quarter.
Ninety One’s preferred asset class remains global equity with a preference for high-quality companies that have enduring
competitive advantages that form barriers to entry and provide pricing power.
Locally, the best opportunity remains South African government bonds. With yields of around 9%, these instruments offer higher
risk-adjusted return potential than most South African shares. While the manager has been increasing the allocation to select
domestic equities, Ninety One remains cautious and believes the local equity market may not be adequately pricing in the risks
that companies may face in the coming months. One important knock-on effect of the SARB lowering short-term interest rates
is the lower expected future return from cash. In the recent past, cash rates in the region of 7% meant the opportunity cost of
holding a sizeable cash weighting in a balanced portfolio was low. The significantly lower prospective return from cash has now
increased this opportunity cost meaningfully.

SANLAM INVESTMENT MANAGERS (SIM) ABSOLUTE RETURN
Economic data in much of the world continued to surprise positively. Perhaps the most notable of
these was the June Non-farm Payroll print in the US, which showed that the country had created 4.8
million jobs in the month. Further evidence of a faster-than-expected recovery could be seen in the manufacturing PMI numbers
of the US, the Eurozone and China all coming in above the market’s expectations. The US Federal Reserve maintained rates at
0.00% to 0.25% at its June meeting, while the ECB announced an expansion of its Pandemic Emergency Purchase Programme
(PEPP) by EUR600 billion to EUR1.35 billion.
SA stocks rallied in the month, with the FTSE/JSE Shareholder Weighted Index (SWIX) climbing 8.1% on a total return basis. The
rally was led by the industrials sector (+11.9%), headlined by Naspers jumping 13.5%, although meaningful contributions were seen
from resources (+8.6%) and financials (3.1%). Listed property stocks also had a bumper month, returning 13.4%. It wasn’t a good
month for bonds however, with the FTSE/JSE All Bond Index (-1.1%), and the CILI Index of inflation-linked bonds (-0.8%) both losing
ground. Cash returned 0.5% for the month.
The Fund’s effective equity position fell over the month, mainly due to the impact of derivative structures where returns get lockedin as markets move strongly higher. The inflation-linked bond allocation was unchanged, while the listed property allocation
increased on the back of strong performance from that sector in the month. Cash and short-term interest bearing instrument
holdings were also higher. SIM participated in a private placement of Standard Bank’s Tier II 10 non-call five-year notes late in the
month, which were issued at a spread of 3-month Jibar +375 bps.
In the Fund’s offshore allocation, the equities and bond allocations were largely unchanged, as ZAR strength counteracted the
returns seen in these asset classes in USD (the ZAR strengthened by 1.1% against the USD over the month). Cash holdings were
lower owing to ZAR strength, while the property allocation was unchanged.
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CORONATION MANAGED RETURN
Having increased their exposure to global equities to an overweight position towards the end of
the first quarter, these sharp upward moves resulted in us bringing back the position to a more
neutral level. Coronation’s expectations for a faster economic rebound in more robust developed market economies and the risk
diversification benefits for South African (SA) investors continue to justify a sizeable holding. SA’s bonds continue to offer attractive
yields in a low inflation environment. However, the deteriorating fiscal position will require meaningful issuance to fund in the
coming years and increases the risk of a debt trap. While June’s supplementary budget acknowledged the challenge, it will take
considerable political will to implement the level of structural reform required. The COVID-19 related demand shock provided the
opportunity to add well-priced protection (in the form of inflation-linked bonds) against the longer-term risks of a rise in inflation.
The strategy remains skewed to rand hedge stocks, which are attractive for stock-specific reasons and should also benefit from
exposure to economies that are expected to rebound more rapidly. Early in the quarter, Coronation added meaningfully to
positions in Bidcorp and Anheuser-Busch InBev, as both had sold off meaningfully. Buying was largely funded by a reduction in
the size of Naspers and British American Tobacco holdings, both of which have performed well and remain considerable holdings
for the strategy. Domestic holdings remain concentrated in the higher-quality South African stocks such as the food retailers
(Shoprite, Spar), whose more resilient business models are best placed to weather the very tough South African macroeconomic
environment. The manager acknowledges that many of the more cyclical domestic businesses look cheap, but is concerned that
the long-term headwinds they face are considerable and strengthening. Weak revenue prospects due to an already weak economy
are now expected to be compounded by rising retrenchments, which will ultimately feed through to consumer demand. An
underweight in domestic stocks continued to benefit the fund. Resources rebounded strongly during the quarter as the demand
outlook for commodities improved due to a resurgent Chinese economy and the easing of restrictions elsewhere. COVID-19related supply disruptions also tightened markets. This benefitted the strategy’s increased exposure to resources with sizeable
positions in Anglo American and the platinum shares. Platinum miners rose as concerns over weak automotive demand subsided
and major markets reaffirmed their commitment to a reduction in emissions. The strategy remains invested in Impala Platinum
and Northam Platinum.

PRUDENTIAL MANAGED RETURN
During the quarter, Prudential reduced global equities from an overweight to a neutral position,
in favour of buying more SA nominal bonds and SA equities due to their relatively more attractive
valuations. Developed market equity valuations fell less than those in SA in March, and they took this opportunity to reduce some
global equity positions to buy more cheaply valued but high-quality SA equities and SA nominal bonds. Prudential remains
overweight US and European investment-grade corporate bonds and selected emerging-market government bonds, which offer
attractive real yields. The best investment view portfolios continue to be overweight in SA equities. After falling to an exceptionally
low price-book value ratio of around 1.0X during March, SA equity valuations rose over the quarter to trade at around 1.3X by
the end of April and 1.4X by the end of June, a still-attractive level compared to the market’s long-term average of around 2.2X.
Prudential established a position in 30-year US Treasury bonds as a risk diversifier for the portfolio. Prudential remains overweight
US and European investment-grade corporate bonds and selected emerging-market government bonds, which offer attractive
real yields.
In SA, nominal bond positioning is mostly long-dated bonds with maturities of 20+ years out. Yields will more than compensate
investors for the risk associated with the government debt burden. If inflation averages 4.5% y/y (the mid-point of the SARB’s
targeted inflation range) going forward, bonds offer investors a prospective real return that is well over their historic average of
2.5% p.a. – somewhere around 6.5% p.a. At the end of March, ILBs were offering a very attractive future return for investors of over
6.0%, which is guaranteed if they are held to maturity. With real cash yields currently around 0%, the gap between ILB and cash
real yields has never been wider. Cash is the one SA asset class where prospective returns are now much lower than before the
Coronavirus market crash, due to the large interest rate cuts from the SARB.
Concern around property reflects the significant macroeconomic uncertainty exacerbated by the pandemic in South Africa, and
surrounding the outlook for distributions, as well as the relatively high debt levels in the sector. The risks around property company
earnings remain high given the deterioration in the economic outlook, although share prices did rebound over the quarter.
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ALLAN GRAY MANAGED RETURN
The great uncertainty is how rapidly the demand for goods and services will recover. Consumers
remain cautious and some activities, such as travel and tourism, are unlikely to return to pre-COVID-19
levels until appropriate vaccines have been developed and widespread inoculation programmes have been implemented.
Accordingly, while some businesses are recovering rapidly, for others the return to normality could take years. Central banks and
governments have responded to the economic crisis with an unprecedented printing of money and expansion of fiscal deficits.
While the immediate prospects for company earnings are poor, much of this newly created money has flowed into asset markets,
boosting market indices back towards where they were in February.
The Portfolio has a higher weighting to South African equities than many of its peers: many funds hold a full weighting in offshore
equities, most of the multinationals which happen to be listed in South Africa, alongside a large position in South African longdated government bonds. This has been the correct strategy. While attuned to the risks, Allan Gray continues to find value in
selected equities. The Portfolio has a 43% local net equity weighting. Naspers, BAT, Reinet and Glencore, which have little exposure
to the fragile South African economy, represent 42% of the Portfolio’s South African equities. Glencore has substantially lagged
its mining peers BHP Billiton and Anglo American. This is because it has no exposure to the strong iron ore price, and it is dealing
with the overhang created by several regulatory investigations. The remainder of the local equity exposure includes depressed and
unloved domestic-facing businesses, including financials, retailers, and hospitality shares. The risks to the South African economy
are real, and the near-term outlook for earnings is bleak, but these factors are well known and reflected in low share prices. Many
of these shares are down over 60% when measured in US dollars. While hard to imagine now, in a more normalised economy,
several of these shares have significant upside potential and it is difficult to pick the bottom. Many local fund managers are
underweight these shares.
The Portfolio purchased long-dated South African bonds during the sell-off earlier in the year. The bonds have since rallied and
the yield on the 10-year bond is now 9% after yielding over 12% in March. Unfortunately, with the yield on short-dated cash around
4%, the steep yield curve is a dilemma facing risk-averse investors who want real returns outside of equities. When considering
the Portfolio, Allan Gray believes the most relative upside exists in the offshore portion managed by Orbis. Positioning offshore
is extreme, with most funds concentrated in technology stocks, such as the so-called “FANGAMs” (Facebook, Amazon, Netflix,
Google (Alphabet), Apple and Microsoft), as well as pharmaceutical and consumer staple companies. Any flows into the oversold
more cyclical shares could result in large outperformance relative to the benchmark. Gray aim to own a diversified portfolio of
undervalued assets and have spent a lot of time thinking about risk and how best to balance local opportunities against the
Portfolio’s effective offshore exposure. From current price levels, they would be disappointed if future real returns are not closer to
their historical average than the disappointing returns of the past few years.

NINETY ONE MANAGED RETURN
During the quarter, Ninety One initiated investments in Anheuser-Busch InBev and luxury goods
maker Richemont. Although cognisant of some of the trading headwinds the global brewer faces,
the manager believes it could produce expectation-beating results due to its “self-help” potential through cost-saving measures.
Ninety One also prefers it to some of the other consumer-facing plays in the local market. In terms of the luxury goods company,
its earnings revisions profile should follow through given the rate of recovery in China has been stronger than anticipated, while
pent-up demand should also see a stronger recovery post July. The manager also added to the positions in Anglo American,
Bid Corp and Sanlam, and reduced the allocation to British American Tobacco into share price strength as it held up well in a
volatile environment. Additionally, the tobacco company also guided down its volume outlook given the stricter-than-expected
lockdowns in countries such as Argentina, Mexico and South Africa. Exposure to the NewPlat ETF as well as ABSA Group, Motus
Holdings, Netcare and Sibanye-Stillwater were also trimmed.
The local equity composition is diversified, with some capital invested in global cyclical companies geared to the global economic
cycle and exhibiting favourable earnings revisions profiles as diversified miners and PGM investments, alongside more defensive
positions like British American Tobacco, gold miners, Naspers and Prosus. Some exposure to select “SA Inc.” plays with decent
relative earnings revisions profiles, trading at reasonable valuations and with balance sheet quality, such as FirstRand, Sanlam and
Truworths International. Ninety One has maintained the material allocation to local sovereign bonds.
Within the offshore allocation, Ninety One increased exposure to equities by unwinding the short positions in UK and US markets
following the sell-off in the first quarter as an anticipation of a rebound in global equity markets. Some cash was deployed into a
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basket of global equities in quality compounders that have high and sustainable shareholder returns with pricing power and/or
structural growth tailwinds – this includes numerous names in healthcare and tech-related sectors. These companies have a fairly
long runway for robust and sustainable earnings growth which should be beneficial in a low inflation and growth environment.
Some cash was also used to purchase positions in high-quality investment grade corporate bonds which are lowly correlated to
the domestic market, while the portfolio should also benefit from the yield pick-up. The offshore allocation remains favourably
disposed to equities, wherein the exposure is skewed towards Asian and European investments as well as corporates most likely
to provide returns commensurate with the prevalent level of risk over the medium term. Chinese and Japanese markets continue
to exhibit reasonable valuations, while earnings have substantial upside over the medium term.
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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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