CUSTOMISED SOLUTIONS

EQUITIES AND THE CHANGING MOODS OF "MR MARKET"
One of the defining features of markets is change. As Benjamin Graham in
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the investment classic The Intelligent Investor said, the mood of “Mr Market”
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is prone to temperamental swings. These moods may range from a “risk on”
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to a “risk off” environment and may swing from a currency-weakening
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environment to a currency-strengthening environment. Each of these environments
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or moods represent distinct periods that can have significant impacts on
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equities and their related performance.
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It is therefore advantageous to understand how, over meaningful periods of
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time, an investment strategy that underlies an equity fund performs under
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trust sector versus the Old Mutual Managed Alpha Equity Fund over the
decade to 31 May 2017 under 6 distinct market environments measured
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Growth Winning

different market conditions or moods. The article below contrasts the performance
of the (ASISA) South African EQ General Peer Group Median within the unit

(ASISA) South African EQ General Peer Group
Median Return
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Value Winning

Sources: Old Mutual Investment Group, JSE, Morningstar

TABLE 2: Small Caps Outperformed Large Caps (At Lower Risk!)

monthly. The (ASISA) South African EQ General Peer Group Median may
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be viewed as a proxy for the average general equity strategy.

Annual Return
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PERFORMANCE UNDER A RANGE OF MARKET
MOODS

Standard Deviation (Risk)
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Over the last decade to 31 May 2017, "growth" strategies outperformed

Small caps outperformed Large caps at significantly less risk. This highlights

"value" strategies. This is highlighted in the performance table below

that higher return does not necessarily imply higher risk.

TABLE 1: Growth Strategies Outperformed Value Strategies
FTSE/JSE Growth Index FTSE/JSE Value Index
Annual Return
Standard Deviation (Risk)
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7.23%

16.7%

15.6%

Sources: Old Mutual Investment Group, Johannesburg Stock Exchange (JSE), Morningstar

LARGE CAP VS SMALL CAP DRIVEN MARKETS
When Large caps outperformed Small caps, the Old Mutual Managed Alpha
Equity Fund outperformed the (ASISA) South African EQ General Peer Group
Median. Conversely, when Small caps outperformed Large caps, the
Old Mutual Managed Alpha Equity Fund performed in line with the (ASISA)
South African EQ General Peer Group Median.
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GROWTH VS VALUE MARKET ENVIRONMENTS
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How did the respective strategies perform on average when the FTSE/JSE
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Growth Index outperformed the FTSE/JSE Value Index? Alternatively, how
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did the strategies perform when the market environment changed to one
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where the FTSE/JSE Value Index outperformed the FTSE/JSE Growth Index?
The Old Mutual Managed Alpha Equity Fund outperformed its peers in both
"value" and "growth" market environments.
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RISK ON/RISK OFF ENVIRONMENTS
“Risk on” or “Risk off” environments can be measured by the change in the
South African Volatility Index (SAVI). This index measures the implied volatility

CONCLUSION
Over the last decade to end of May 2017, “Mr Market”

in the Top 40 options and can be used as a measure of risk appetite of

has experienced a range of distinct moods. We compared

investors. Over the last decade, the SAVI has fallen by 3.4%, which implies

the performance of the typical equity strategy (as proxied

investors have over the last decade been in a “risk on” or less risk averse

by the (ASISA) South African EQ General Peer Group

mood. Equities typically tend to decline when the market is in a “risk off”

Median) and the Old Mutual Managed Alpha Equity Fund

mood and rise when the market is in a “risk on” mood.

in six market environments. The Old Mutual Managed Alpha
Equity Fund outperformed the (ASISA) South African EQ

SAVI Top 40 Index
Annualised change in volatility
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Sources: Old Mutual Investment Group, JSE, Morningstar

the (ASISA) South African EQ General Peer Group Median in both risk off
and risk on environments.
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may rightly be: was this outperformance accidental or by
design? The answer is by design. The Old Mutual Managed
shares in a particular market mood. As the mood of the
market changes, the nature of the shares selected changes
accordingly and the strategy ensures the portfolio is positioned
to gain from the change in mood of the market. This is the
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environments analysed and tied in one. The question then,

Alpha Equity Fund systematically identifies undervalued

Over this time period, the Old Mutual Managed Alpha Equity Fund outperformed
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General Peer Group Median in five of the six market

Old Mutual Managed Alpha Equity Fund Return
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secret to the fund’s long-term success. As at 30 June 2017
the fund was top quartile for three, five, seven and 10 years.
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Median Return
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Old Mutual Customised Solutions (Pty) Ltd (2000/028675/07) is a licensed financial services provider, FSP 721, approved by the Registrar of Financial Services Providers (www.fsb.co.za) to provide intermediary services and advice in terms
of the Financial Advisory and Intermediary Services Act 37 of 2002. Old Mutual Customised Solutions (Pty) Ltd is a wholly owned by the Old Mutual Investment Group Holdings (Pty) Ltd and is a member of the Old Mutual Investment Group.
Investment portfolios are market-linked. Pooled products are either policy based via a linked policy of insurance issued by Old Mutual Life Assurance Company of South Africa Ltd, which is a registered Long Term Insurer, or unitised in collective
investment schemes. Investors’ rights and obligations are set out in the relevant investor agreements and or mandates. Market fluctuations and changes in exchange rates as well as taxation may have an effect on the value, price or income of
investments and capital contributions. Since financial markets fluctuate, an investor may not recover the full amount invested. Past performance is not necessarily a guide to future investment performance.
Old Mutual Investment Group is a member of the Old Mutual group. Accordingly, Old Mutual and Nedbank are related entities. We outsource investment administration of our local funds to Curo Fund Services, 35% of which is owned by the
Old Mutual Investment Group Holdings (Pty) Ltd. All inter-group transactions are done on an arms lengths basis. 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 the Old Mutual Investment Group are remunerated with salaries and standard
incentives. Unless disclosed to the client, no commission or incentives are paid by the Old Mutual Investment Group to any persons other than its representatives.
While all reasonable steps have been taken to ensure that the information in this document or website is accurate, the information is provided without any express or implied warranty. This document is for information purposes only and does not
constitute or form part of any offer to issue or sell, or any solicitation of any offer to subscribe for or purchase any particular investment.
Old Mutual Unit Trust Managers (RF) (Pty) Ltd is a registered manager in terms of the Collective Investment Schemes Control Act 45 of 2002. The fund fees and costs that we charge for managing your investment are set out in the relevant fund's
Minimum Disclosure Document (MDD) or table of fees and charges, both available on our public website, or from our contact centre. The Net Asset Value to Net Asset Value figures are used for the performance calculations. The performance
quoted is for a lump sum investment and in respect of the Old Mutual Managed Alpha Equity Fund. The performance includes income distributions prior to the deduction of taxes and distributions are reinvested on the ex-dividend date. Actual
performance may differ as a result of actual initial fees, the actual investment date, the date of reinvestment and dividend withholding tax. Past performance is not a guide to future performance. Annualised returns are the weighted average
compound growth rate over the performance period measured. The actual highest, average and lowest 12-month return figures since inception to 31 May 2017 are 64.5% (highest), 16.6% (average) and -31.5% (lowest). The fund was launched
on 23/12/1998. Morningstar and Old Mutual Investment Group calculated the performance of the fund as at 31 May 2017. Old Mutual is a member of the Association for Savings & Investment South Africa (ASISA).
The information herein does not constitute an offer to sell or a solicitation of an offer to buy any securities. This document is expressly not intended for persons who, due to their nationality or place of residence, are not permitted access to such
information under applicable law. Old Mutual Investment Group has comprehensive crime and professional indemnity insurance. For more detail, as well as for information on how to contact us and on how to access information please visit
www.oldmutualinvest.com.

