
Allan Gray Balanced Fund performance commentary – 1 January to 18 March 2020  
  
The recent market sell-off has been widespread and extreme, with prices across almost all asset classes 
falling. The Allan Gray Balanced Fund (AGBF) is down approximately 20% since the start of the year, with 
all asset classes – except the local hedged equity component – contributing negatively to returns. This 
compares to the benchmark which is down by 18.5%. The biggest driver of the Fund’s negative return 
was its exposure to South African equities, which accounted for more than 80% of the negative return 
over the year-to-date. We fully recognize that this recent performance over this period is disappointing 
and not what we aim to deliver. Below, we outline some of the key drivers of performance year to date. 
Please note that the performance within and across asset classes is extremely volatile with attributions 
and returns changing materially on a day-to-day basis. We will continue to update you so that you 
remain informed and are able to answer questions from your clients.  
  
Performance of local equities  
Local equities within AGBF declined by ~34% since the start of 2020 which compares to the ALSI which is 
down ~32%. In absolute terms Sasol has been the biggest detractor, on the back of the oil price collapse, 
followed by Naspers and Standard Bank. Our overweight positions in Sasol and Glencore, and 
underweight in Richemont, detracted from our returns relative to the market. Being overweight British 
American Tobacco added positively on a relative basis. However, we would encourage clients not to 
focus on these specific stocks too much, as it is a very short period and things remain extreme fluid and 
volatile. As such the biggest contributors and detractors on a stock level could change materially from 
one week to the next.  
  
Unlike the 2008 GFC crash, there have been very few shares that have been shielded from this 
indiscriminate market sell off. In 2008 the diversified miners were initially expensive and sold off 
sharply, whilst gold, SAB and British American Tobacco held up relatively well. In 2020, no area of the 
market seems to have been spared. Please see Andrew Lapping’s recent commentary in which he 
elaborates on the performance of local equities.  
The local hedged equity component added positively to returns as the local equity market sold off. As at 
the end of February AGBF had 3.2% local hedged equity, after increasing by close to 2% since the end of 
January. Prior to the recent market movements, we were of the view that many South African equities 
were already trading on attractive valuations. The global developments over the course of February, 
however, increased the risk of negative market movements and hence we increased the hedged 
component slightly. The South African (SA) stock market, despite its lower starting valuations, has been 
impacted along with global equity markets. In fact, SA has underperformed other developed markets, 
falling by 45% in dollar terms compared to the MSCI World Index which has fallen by 29%. We expect 
this is driven by liquidity concerns as people have withdrawn from emerging markets. Notwithstanding 
the uncertain local and global outlook, there have been few occasions in the past to purchase South 
African shares at these valuations. We recognize there are still risks but on a relative basis, the downside 
risks appear to be higher in certain global markets, particularly the US, where shares still trade at a 
premium to other regions.  
  
Commodities  
At the end of February, commodity exposure represented 3.4% of AGBF. After a very strong 2019, 
commodity prices have broadly fallen this year. Oil has more than halved and platinum and palladium 
sold off ~19%. Even gold has been weak more recently falling ~5% since end February, albeit roughly flat 
on a year-to-date basis. AGBF had a bigger exposure to platinum and palladium than to gold at the end 



of February. The combined commodity exposure declined ~12% over the period detracting ~0.5% from 
the total Fund return.  
  
Fixed Interest  
The fixed interest component declined modestly by ~4%, but outperformed the All Bond Index (ALBI) 
which declined by 11%. As noted above, the exodus from emerging markets has also impacted our bond 
market  
with yields on the long end of the curve increasing to more than 12%. While the bonds held in the Fund 
declined in value as yields spiked, they outperformed the broader bond market as a result of the lower 
duration being maintained in the Fund relative to the All Bond Index (ALBI). We have taken advantage of 
the higher yields on offer in the longer end of the curve, marginally adding to our bond exposure and 
increasing the duration slightly. As Andrew outlines in his recent article, time will tell, but we believe we 
are locking in great future returns at these yield levels.  
  
Currency and offshore  
The rand weakened from R14/$ at the start of 2020 to R17.1/$ on 18 March. This has supported the 
returns from the Orbis and Africa funds when measured in rand terms.  
Overall, the Orbis funds fell ~11% in rands as global markets sold off. AGBF is predominantly exposed to 
the Orbis Global Balanced Fund (OGBF). Disappointingly, OGBF underperformed its benchmark over the 
period. This has partly been as a result of OGBF having no exposure to government bonds, at a time 
when global bonds have outperformed global equities with bond yields continuing to fall (bond prices 
and yields are inversely correlated so a fall in yields represent an increase in the price) from extremely 
low levels. We, and Orbis, continue to believe that global government bonds look very expensive, and 
see these as a very poor long-term source of value particularly against the backdrop of the 
unprecedented level of quantitative easing (and consequent fiscal burden) that developed world 
governments are committing to take on to restore public confidence and support their local economies.  
  
A significant driver of OGBF’s relative underperformance can also be attributed to its energy holdings 
across both equities and fixed income. Energy has been hit particularly hard as oil prices are down by 
half year-to-date. OGBF’s stockmarket hedging, in the form of sold put options, provided downside 
protection during the period to reduce the impact of the market correction. The Fund has for some time 
also hedged much of its US stockmarket exposure, while leaving its exposure to Asia ex-Japan 
stockmarkets largely unhedged. As the US markets fell more than markets in Asia over the period, 
having more hedging in the US was beneficial.  
  
Portfolio positioning and attractiveness  
Given the sharp moves we have seen in markets over the past two weeks, and in local equity prices in 
particular, many of our local companies are now trading on incredibly cheap valuations. We recognise 
that the evolving situation surrounding COVID-19 may have a genuine negative impact on some of these 
businesses – a widespread and protracted closure of large parts of the economy will not be good for 
business and unfortunately, in this environment, some businesses may fail. However, we are being 
offered the opportunity to buy South African companies at extremely low prices, and we are focusing on 
allocating capital to those businesses that we think will survive. This should bode well for future returns 
– as we have often said, “The biggest determinant of future returns is the price you pay for an asset”.  
The same approach applies for Orbis, who are also busy evaluating new opportunities that have arisen 
amid the extreme volatility, starting with their pipeline—companies that they know well, but which, 
until recently, were not available at the right prices. That said, their view is that the bar for new 



positions to be added to the portfolio is high given the conviction they continue to have in our existing 
stocks.  
  
As painful as the recent performance has been, a long-term history of investing would suggest that 
remaining invested and staying patient at times like this has been very rewarding. We do not know how 
long this situation will persist for, and we should all expect continued volatility over the coming weeks 
and months. Fear and negative sentiment are at record high levels, and our aim in this environment is, 
as always, to continue remaining focused on what we can control: the long-term value and returns on 
offer and cautiously taking advantage of opportunities as they arise.  
 


