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Japanese earthquake – 11 March 2011
Japan is at the centre of an awful catastrophe and we are
deeply saddened by the loss of life caused by the earthquake
and tsunami. First and foremost our thoughts are with the
victims and their families in this tragedy.
Now, only a few days after the event, we acknowledge that
it is difficult to measure with confidence the full extent and
knock-on effects of the earthquake. While the long-term
implications remain uncertain, we caution our clients not
to read too much into this note as four trading days does
not constitute a trend. While we do not usually comment
directly on specific macro events, we recognise that the
scale of this experience and the uncertainty surrounding it,
including questions from our clients, makes it important for
us to comment.
What are we doing?
Orbis - like Allan Gray - makes investment decisions based
on bottom-up, fundamental research. When an event such
as this occurs, our analysts assess the impact on their
assessment of the intrinsic value of individual stocks. As
a result, they may take action – to buy or sell – when the
market’s interpretation differs from their own. Our investment
response is predicated on distinguishing between a change
in fundamental value and a price change.
Our analysts have made contact with most of our Japanese
portfolio companies to understand how they have been
affected, but the situation remains fluid. Many Japanese
companies themselves do not yet know the full impact on
their operations. While we have taken some actions, much
uncertainty remains, particularly in the short term.
How have the Orbis funds been affected?
As at the end of February 2011, the Orbis Global Equity
Fund had a 21% exposure to listed Japanese equities vs.
9% in the World Index. We note the World Index weight in
Japan as a reference point rather than a conscious input
into our investment process. In the past four trading days,

i.e. from Friday 11 March up to and including Wednesday
16 March 2011, the broader Japanese equity market was
down by around 12% - underperforming the World Index
by a similar amount. The Japanese stocks in Orbis Global
have performed broadly in line with the broader Japanese
market, which has negatively affected both the absolute
and relative performance of the Fund.
How have the Allan Gray unit trusts been affected?
Table 1 shows the effective exposure Allan Gray unit trusts
had to Japan through their investment in the Orbis funds as
at 28 February 2011. The fund returns column shows the
returns of the funds for the period 10 March to 16 March
2011.
Table 1 Exposure of Allan Gray funds to Japan and fund returns since the earthquake

Japan exposure
as at
28 February 2011

Fund returns
10 March to
16 March 2011

Allan Gray Balanced Fund

6%

-1.0%

Allan Gray Stable Fund

9%

-0.7%

Allan Gray-Orbis Global Fund of Funds

28%

-2.1%

Allan Gray-Orbis Global Equity Feeder Fund

21%

-3.4%

Allan Gray-Orbis Global Optimal Fund of Funds

5%

1.7%

Fund

While the events in Japan have had a negative impact
on performance for Allan Gray clients in the short term,
it is too early to tell whether there has been a permanent
decline in the intrinsic value of Japanese equities. Our
preliminary view is that the market declines are overdone,
but we fully recognise that there is still much uncertainty
around what this ultimately means for Japan and its
economy. Our investment process has not changed and
we will continue to make investment decisions based on
bottom-up, fundamental research - thinking about the
long-term value of each business we invest in on behalf
of our clients.
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Collective Investment Schemes (unit trusts) are generally medium- to long-term investments. The value of participatory interest (units) may change in line with market movements. Past performance is not
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