
1

26 January 2023  Issue 263

Was 2022 a secular turning point and if so, what does it mean for the years ahead?  

In a complex environment of tight financial conditions, it is important 
to remember that successful investing involves not solely aiming to 
generate above-average returns, but also managing risk in a changing 
world. In his first investment update of 2023, Duncan Artus discusses 
the current investment context and how it differs from the past, shares 
a review of 2022 and describes how the portfolios are tilted to protect 
against risk and benefit from long-term trends. As we approach our 
50th anniversary, he also explains how we can lean into our experience 
to navigate the current cycle. Watch the 11-minute video and read the 
commentary below.

My first investment update of 2022 began by referencing the 
pandemic and its effect on everyday life and asset prices. Just as 
we thought we were getting some respite, Russia invaded Ukraine, 
amplifying already-escalating geopolitical and fiscal risks. In a world 
where asset prices, many of which could politely be called speculative 
in nature, had been supported by expansion in central bank balance 
sheets, low interest rates and fiscal stimulus, what could possibly go 
wrong? A lot, it turned out. 

Allan Gray will celebrate its 50th anniversary in 2023. We are proud 
of our long-term track record having managed our clients’ assets 
and the firm through several geopolitical, financial and performance 
cycles. There are many ways to manage money. In my view, you 
must find a way that you believe in and trust because if there is one 
certainty in markets, it is that your belief in your philosophy and 
process will be tested – sometimes severely so. In turbulent times 
such as the last two years, we can look back over our history and 
draw confidence from the firm’s ability to successfully navigate 
cycles for our clients.

Not only were markets extremely volatile in 2022, but the regulator 
also relaxed exchange controls for South African investors 
by increasing the maximum allowable amount to be invested 
offshore to 45%: another variable thrown into an already complex 
environment. This is a positive long-term outcome for local 
investors. I believe that, together with our offshore partner, Orbis, 
we are well placed to take advantage of the increased opportunities 
and risks in constructing appropriate portfolios and offer a 
compelling investment proposition.

A passive portfolio invested 60% in the MSCI World Index and 40% 
in the JPM World Bond Index would have lost 18% in dollars and 
25% in real terms after accounting for US inflation of 7.1% – nearly 
the worst in 100 years. Against this backdrop, the South African 
equity market, as represented by the FTSE/JSE All Share Index 
(ALSI), returned 3.6% in 2022, underperforming both cash at 5.2% 

and inflation of 7.4%. The Capped SWIX All Share Index, which many 
funds use as a more representative equity benchmark, returned 
4.4%. The resource index outperformed the financial and industrial 
index but is well off its relative peak. The FTSE/JSE All Bond Index 
returned 4.3%. Internationally, the FTSE World Index returned 
negative 12.1% and the FTSE World Government Bond Index 
negative 12.6% in rands, respectively. The rand weakened 6.6% 
against the US dollar, which was strong against most currencies. 
The US dollar traded below parity to the euro, almost reached parity 
with the pound and appreciated 30% at one stage against the yen. 

The extent and speed of the rise in interest rates globally were not 
good news for long-duration and leveraged assets, such as growth 
equities, profitless companies, Australian house prices and liability-
driven investment funds in the UK. Nowhere were the consequences 
of the end of free money highlighted more vividly than in the broader 
crypto universe. As with any bubble, all the malfeasance in crypto 
is being exposed as prices collapse. The Nasdaq fell 33% after 
many years of price leadership. Several speculative disruptor shares 
fell far more. What hurt many portfolios was not the collapse of 
the disruptor shares but the broad decline of the mega-cap tech 
companies, which dominate the makeup of most offshore portfolios. 
For example, Amazon halved, and Meta (Facebook) declined more 
than 60%. Tesla, which was mentioned in last year’s commentary, lost 
65% of its value. I believe there is a reasonable possibility that many 
mega-cap tech shares have made secular relative peaks. 

We continue to be underweight large-cap US shares but are 
relooking at their valuations. For more detail, please refer to the 
Orbis President’s letter and the factsheet commentaries of the 
underlying funds, available via our website. Orbis remains optimistic 
about the value gap between the shares they own and the market, 
which they believe has only partially been closed. We continue to 
find locally listed multinationals, such as British American Tobacco 
and Anheuser-Busch InBev (AB InBev), attractive both in absolute 
and relative terms. 

Performance

Relative performance improved meaningfully across most of our 
funds with a strong contribution from the offshore portion, which has 
for some time looked very different from many of our peers. However, 
I often reflect on whether we could have made some different 
decisions during the sharp 2020 pandemic sell-off. Our portfolios 
tend to outperform when the market is falling, which was not the 
case in the first quarter of 2020.

https://www.allangray.co.za/latest-insights/local-investing/was-2022-a-secular-turning-point-and-if-so-what-does-it-mean-for-the-years-ahead/
https://www.allangray.co.za/latest-insights/local-investing/preparing-for-more-uncertainty-and-volatility/
https://www.allangray.co.za/latest-insights/markets-and-economy/understanding-the-impact-of-the-ukraine-crisis-on-your-investments/
https://www.allangray.co.za/latest-insights/personal-investing/should-i-invest-45-of-my-portfolio-offshore/
https://www.allangray.co.za/latest-insights/personal-investing/should-i-invest-45-of-my-portfolio-offshore/
https://www.orbis.com/bm/private-client/home
https://www.orbis.com/bm/private-client/insights/insights/presidents-letter-2022
https://www.allangray.co.za/what-we-offer/unit-trusts/#1,panel-our-offshore-unit-trusts
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The Balanced Fund returned 8.1% for the year, outperforming its 
benchmark by 8%. The Stable Fund returned 6.3%, in line with its 
absolute benchmark and ahead of its peer group. The Equity Fund 
returned 7.8% just ahead of its benchmark.

Within equities, detractors from alpha included being underweight 
Naspers and Absa. The largest contributors were being overweight 
Glencore and British American Tobacco. Other positive contributors 
included Woolworths and Nedbank.

The Orbis Global Equity Fund returned negative 10.3% in dollars 
for the year, outperforming the FTSE World Index by 7.2%. While 
pleasing, the three- and five-year numbers remain below the levels 
Orbis expects. The Orbis Global Balanced Fund returned 4.9%, 
outperforming its 60/40 benchmark by a significant 22.5%. The 
Orbis Optimal SA Fund, which hedges out equity market risk, had a 
strong year, producing double-digit positive absolute dollar returns of 
16.6% in a year where fixed income provided little protection in asset 
allocation portfolios.

Positioning

While we are bottom-up investors, we want to be on the right side of 
long-term secular trends. This allows us to tilt the portfolio to protect 
against the risks of, and benefit from, these trends. We have for some 
time been highlighting four key trends, which we believe will endure 
for now:

	� A higher inflationary and interest rate environment globally 
(especially in developed markets)

	� An energy-short world caused by years of underinvestment and 
regulatory policy

	� A world increasingly dividing along geopolitical lines, with a 
specific focus on China

	� Longer-term risks in the South African economy that are 
compounding in the wrong direction

We continue to search for cheap and reasonably priced hedges 
against a broad sell-off in Chinese-related equities, commodities and 
technology stocks.  This is not as simple as it sounds.

Conclusions

After a calendar year of historic losses across asset classes 
(around US$37 trillion, according to Bloomberg estimates), one 
would naturally expect a rebound from these oversold conditions 
in the short term. Inflation has probably peaked but I believe it will 
be structurally higher than in the past. The resultant tightening in 
financial conditions poses many potential risks. Handling these is part 
of successful portfolio management. Investing involves not solely 
looking to generate above-average returns, but also managing risk. 

The Investment team is applying the same philosophy and process 
we have for the last 49 years in managing your hard-earned savings. 
We aim to make incremental improvements to our process every 
year that, when compounded over time, will enhance our ability to 
generate alpha in what is a very competitive industry. The increase 
in the foreign investment allowance provides more opportunity to 
diversify and I believe that, together with Orbis, we are well positioned 
to navigate this on your behalf. 

As always, I encourage you to focus on your long-term financial plans 
and goals rather than worrying about the daily news cycle, as hard as 
that is these days. On behalf of the Investment team, I thank you for 
the trust you have placed in us. 

Adapted from the chief investment officer’s comments, which will appear in the Allan Gray Unit Trust Annual Report, 2022.  

Commentary contributed by Duncan Artus, chief investment officer, Allan Gray

https://www.allangray.co.za/fund-pages/balanced-fund/
https://www.allangray.co.za/fund-pages/stable-fund/
https://www.allangray.co.za/fund-pages/equity-fund/
https://www.allangray.co.za/globalassets/documents-repository/fund/factsheet/Orbis%20Global%20Equity%20Fund%20(USD)%20(Class%20RRFA)/Latest/Orbis%20Global%20Equity%20Fund%20(USD)%20(Class%20RRFA)%20Latest.pdf
https://www.allangray.co.za/globalassets/documents-repository/fund/factsheet/Orbis%20SICAV%20Global%20Balanced%20Fund%20(USD)%20(Class%20RRFA)/Latest/Orbis%20SICAV%20Global%20Balanced%20Fund%20(USD)%20(Class%20RRFA)%20Latest.pdf
https://www.allangray.co.za/globalassets/documents-repository/fund/factsheet/Orbis%20Optimal%20SA%20Fund%20(USD)%20(Class%20A)/Files/OSDHWA%20-%202022-12.pdf
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Allan Gray Proprietary Limited is an authorised financial services provider.

Copyright notice
© 2023 Allan Gray Proprietary Limited
All rights reserved. The content and information may not be reproduced or distributed without the prior written consent of Allan Gray Proprietary Limited (“Allan Gray”).

Information and content
The information in and content of this publication/presentation are provided by Allan Gray as general information about the company and its products and services. 
Allan Gray does not guarantee the suitability or potential value of any information or particular investment source. The information provided is not intended to, nor does 
it constitute financial, tax, legal, investment or other advice. Before making any decision or taking any action regarding your finances, you should consult a qualified 
financial adviser. Nothing contained in this publication/presentation constitutes a solicitation, recommendation, endorsement or offer by Allan Gray; it is merely an 
invitation to do business.  

Allan Gray has taken and will continue to take care that all information provided, in so far as this is under its control, is true and correct. However, Allan Gray shall not be 
responsible for and therefore disclaims any liability for any loss, liability, damage (whether direct or consequential) 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 on any information provided.

Allan Gray Unit Trust Management (RF) (Pty) Ltd (the “Management Company”) is registered as a management company under the Collective Investment Schemes 
Control Act 45 of 2002, in terms of which it operates unit trust portfolios under the Allan Gray Unit Trust Scheme, and is supervised by the Financial Sector Conduct 
Authority (FSCA). The Management Company is incorporated under the laws of South Africa and has been approved by the regulatory authority of Botswana to market 
its unit trusts in Botswana, however, it is not supervised or licensed in Botswana. Allan Gray (Pty) Ltd (the “Investment Manager”), an authorised financial services 
provider, is the appointed investment manager of the Management Company and is a member of the Association for Savings & Investment South Africa (ASISA).

The trustee/custodian of the Allan Gray Unit Trust Scheme is Rand Merchant Bank, a division of FirstRand Bank Limited. The trustee/custodian can be contacted at 
RMB Custody and Trustee Services: Tel: +27 (0)11 301 6335 or www.rmb.co.za.

Performance 
Collective investment schemes in securities (unit trusts or funds) are generally medium- to long-term investments. The value of units may go down as well as up and 
past performance is not necessarily a guide to future performance. Movements in exchange rates may also cause the value of underlying international investments to 
go up or down. The Management Company does not provide any guarantee regarding the capital or the performance of the fund. Performance figures are provided by 
the Investment Manager and are for lump sum investments with income distributions reinvested. Actual investor performance may differ as a result of the investment 
date, the date of reinvestment and dividend withholding tax.

Benchmarks
FTSE/JSE Capped Shareholder Weighted All Share Index
The FTSE/JSE Capped Shareholder Weighted All Share Index is calculated by FTSE International Limited (“FTSE”) in conjunction with the JSE Limited (”JSE”) in 
accordance with standard criteria. The FTSE/JSE Capped Shareholder Weighted All Share Index is the proprietary information of FTSE and the JSE. All copyright 
subsisting in the FTSE/JSE Capped Shareholder Weighted All Share Index values and constituent lists vests in FTSE and the JSE jointly. All their rights are reserved.

FTSE/JSE All Bond Index
The FTSE/JSE All Bond Index is calculated by FTSE International Limited (“FTSE”) in conjunction with the JSE Limited (”JSE”) in accordance with standard criteria. The 
FTSE/JSE All Bond Index is the proprietary information of FTSE and the JSE. All copyright subsisting in the FTSE/JSE Capped All Bond Index values and constituent 
lists vests in FTSE and the JSE jointly. All their rights are reserved.

FTSE Russell Index   
Source: London Stock Exchange Group plc and its group undertakings (collectively, the “LSE Group”). © LSE Group 2023. FTSE Russell is a trading name of certain of 
the LSE Group companies. “FTSE®” “Russell®”, “FTSE Russell®”, is/are a trademark(s) of the relevant LSE Group companies and is/are used by any other LSE Group 
company under license. All rights in the FTSE Russell indexes or data vest in the relevant LSE Group company which owns the index or the data. Neither LSE Group 
nor its licensors accept any liability for any errors or omissions in the indexes or data and no party may rely on any indexes or data contained in this communication. 
No further distribution of data from the LSE Group is permitted without the relevant LSE Group company’s express written consent. The LSE Group does not promote, 
sponsor or endorse the content of this communication.

MSCI Index
Source: MSCI. MSCI makes no express or implied warranties or representations and shall have no liability whatsoever with respect to any MSCI data contained herein. 
The MSCI data may not be further redistributed or used as a basis for other indexes or any securities or financial products. This report is not approved, endorsed, 
reviewed or produced by MSCI. None of the MSCI data is intended to constitute investment advice or a recommendation to make (or refrain from making) any kind of 
investment decision and may not be relied on as such.

J.P. Morgan Index
Information has been obtained from sources believed to be reliable but J.P. Morgan does not warrant its completeness or accuracy. The Index is used with permission. 
The Index may not be copied, used, or distributed without J.P. Morgan’s prior written approval. Copyright 2023, J.P. Morgan Chase & Co. All rights reserved.


