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ASSET ALLOCATION

TOP 10 EQUITY HOLDINGS

British American Tobacco Plc 8.0%
Naspers Ltd - N Shares 4.9%
Mediclinic International Plc 4.2%
Absa Group Ltd 3.2%
Multichoice Group Ltd 3.1%
MTN Group Ltd 3.0%
Truworths International Ltd 3.0%
CVS Health 2.9%
Discovery Inc A 2.6%
Shoprite Holdings Ltd 2.6%
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CUMULATIVE PERFORMANCE SINCE INCEPTIONPORTFOLIO MANAGERS

KEY INFORMATION
Inception 1 December 2013
Benchmark Cadiz Equity Fund linked benchmark 

(inception to 31/01/2019 SWIX; 
01/02/2019 ongoing Capped SWIX)

FUND OBJECTIVE
The fund seeks long-term capital growth with a low risk 
of permanent capital loss by investing in a diversified 
portfolio of domestic and foreign shares.

WHAT DOES THE FUND INVEST IN?
The fund invests in South African listed equities and 
may hold up to 30% in foreign listed equity with a 
further maximum of 10% invested in Africa (excl. SA) 
listed equity. The fund sits at the top end of the risk/
return spectrum and can also invest in property related 
securities. The portfolio’s minimum exposure to equity 
securities will be 80% of its net asset value at all times.

INVESTMENT PHILOSOPHY AND 
PROCESS
We apply a long term, bottom-up investment process 
to uncover the most attractive risk-adjusted return 
opportunities for the various asset classes available 
in local and foreign markets. Our process focuses on 
avoiding assets that could lose capital permanently, while 
ensuring the fund is well diversified. 
Our equity investment approach is rooted in the belief 
that the market is prone to overreact to good and bad 
news. This causes a divergence between the current 
market price and what the business is worth. 
We seek to take advantage of these short-term market 
overreactions by investing in financially sound, good 
quality businesses with capable management, when they 
are typically out of favour and attractively priced.

RISK STATISTICS (3 YEARS)

Fund Benchmark Active
Standard Deviation 10.2% 11.4% -1.2%
Tracking error 8.1%
Information Ratio 0.5%

Brian Munro  
Head of Multi Assets

Razeen Dinath  
Head of Equity
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FUND POSITIONING
Equity exposure has increased to 86% from 82%, including 2.3% in property. Our offshore 
equity exposure has decreased from 26% to 25%, due to fund inflows with offshore cash 
at 2.4% which has by and large been deployed post month end. 
The fund sold out of Richemont after delivering a good return and Grindrod Shipping. 
• Grindrod Shipping was a spin-off from Grindrod Ltd and was a small position in the fund. It 

is a cyclical business that has moderate financial risk. The US-China trade war has increased 
the risk of lower demand for shipping, which could further strain the balance sheet. Even 
though there is a lot of upside to the replacement cost of the shipping fleet, we believe that 
there are better risk/reward investment alternatives available in the market.

We added Massmart during the quarter as the share price suffered a large decline on 
the back of poor results. We also received Prosus shares from the Naspers spin-off. We 
summarise the investment case for Massmart below:
• Massmart (MSM) is the largest general merchandise wholesaler in South Africa. They 

trade through well-known outlets such as Makro, Builders Warehouse, Game, Dion Wired, 
Cambridge foods, Jumbo Cash and Carry. 91% of their revenue is generated in South 
Africa. With the South African consumer under severe pressure, low food inflation, the 
threat of online and strong competition, MSM was unable to grow its revenue more than 
its costs which caused profit margins to decline. Management have also been restructuring 
the business in order to reduce costs and are in the process of implementing a new 
IT system. Together, this has resulted in increased expenses, write-offs and further losses 
to the business. Although there are some structural challenges affecting the business 
units, Massmart has low financial risk and Walmart (the parent company) has deployed 
a seasoned emerging market veteran as CEO to drive the business forward. We believe 
the recent fall in the share price more than discounts the concerns stated above and is 
sufficiently low to protect investors against permanent capital loss. An improvement in the 
SA economy could lead to a good investment outcome.

We continue to remain disciplined in sticking to our investment philosophy and process and 
focus intently on protecting and growing your capital by investing in predominantly good 
businesses at attractive prices with capable management and low financial risk.
Thank you for your continued support. 

PORTFOLIO COMMENTARY
The Cadiz Equity fund declined -2.6% this quarter. The Fund 
delivered 8.3% p.a. for the rolling 3-year period which significantly 
outperformed the benchmark Capped Swix return of 1.8% p.a. 
The rolling 1 year period was a decline of -2.2% which is lower 
than the -2.3% return of the benchmark.
We highlighted in our half year commentary that the current 
investment landscape is becoming more uncertain as a range 
of global economic, geopolitical, policy and corporate risks 
have increased. This has caused stock markets to remain 
volatile during the third quarter. A recent Bloomberg article 
titled “Actually, the Stock Market has Barely Moved the Last 
Two Years Under Trump” (3 October 2019) confirms that 
since Trump has ratcheted up the Trade war, the US stock 
market (and global equity markets) have seen large declines 
in performance followed by a recovery only to suffer further 
losses but ultimately has gone sideways. As a result, equity 
markets have generated mediocre returns for investors. 
Our philosophy is that the market is prone to overreact to 
good and bad news in the short-term, which enables Cadiz 
to exploit these opportunities by investing our clients’ capital 
in predominantly good quality businesses with capable 
management and low financial risk at attractive prices. While 
volatility is uncomfortable in the short term, these investments 
should lead to superior returns over the next 5 to 7 years.

PERFORMANCE REVIEW
Exceptional performance was achieved from platinum and 
gold counters. Naspers has once again delivered a good 1 year 
return and while this benefits the fund in absolute terms, our 
large underweight position versus the Capped Swix impairs 
our ability to beat the benchmark when Naspers does really 
well. Metair delivered a pleasing 1 year return, with the business 
performance improving even with the poor SA economy and 
headwinds from the Turkish Lira devaluation. Some of the 
larger holdings that have performed well include the likes of 
Woolworths and MTN. 
Of the Top 10 holdings, British American Tobacco (BTI) and 
Mediclinic have delivered poor share price performance 
over the last year. BTI’s underlying business is doing well, but 
regulatory issues have created negative sentiment. Mediclinic 
has also been impacted by changing regulations, specifically in 
Switzerland which has caused earnings to decline. We have 
been increasing exposure to select SA focused businesses 
(Massmart, Shoprite and Truworths) as the share prices are 
close to our bear case levels. 
Stocks that continue to detract from performance were the 
US retailers, UK property counters and the offshore drilling 
companies. 

Quarterly Fund Commentary 
Third Quarter 2019


