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A BETTER WAY TO 
CONSISTENT RETURNS 
OVER THE LONG TERM

With over 18 years of investment 

experience and having managed 

the ALUWANI Top 25 Fund for over 

11 years since 2007 Patrick Mathidi 

has invested through many market 

cycles. He sits down with our Chief 

Client Officer to talk about what 

has driven the funds stellar 

performance in 2017 and his 

approach to investing.

What does the Fund aim to deliver?

Our process aims to deliver between 1.5 to 2% 
outperformance over a rolling 3 year period, assuming 
a 3 to 6% client risk budget. This essentially means that 
consistency in returns through the life of the fund is a 
non-negotiable and central to our process. As a result 
when constructing portfolios we will be mindful of the 
risk we take relative to benchmark and ensure that we 
are measured in the amount of risk taken as embedded 
within the portfolio relative to the returns delivered. 

Since the start of your fund you have professed 
to be a core manager. What does that really 
mean and how does that dictate your process?

A lot of investors confuse core investing with passive 
investing. As a core manager we are fundamental, active 
investors that put a significant weight on risk budgeting.  
Our management style may not be as romantic as a value 
or growth managers- we do not get married to our stocks 
or an investment style but are married to our process. 
The over-riding theme therefore is to ensure that we 



build a well-diversified portfolio that has as a number 
of independent sources of potential alpha as possible 
and to ensure that we allocate risk budget to investment 
ideas  where we have the most conviction on the back of 
our bottom up, rigorous research process.

Our level of conviction in our stocks is dictated by 
valuation, quality of the company, its industry, financials 
and management and the investment themes the 
company is exposed to. So while we take active positions 
on the back of fundamental research we are very 
cognisant of the benchmark that a client assigns to us and 
the level of risk we are taking in our portfolio relative to 
that. We believe that our process delivers on consistent, 
risk adjusted returns through time and therefore hold the 
view that we should be core to any client allocation.

So as risk budgeting is integral to your process 
how do you think about risk when it comes to 
constructing the portfolio?

We evaluate risk in different ways and at different levels 
in the portfolios including tracking error, active share, 
portfolio beta, various tracking error decompositions, 
liquidity, and active weights at stock, theme, sector, and 
asset class level. Simply put we are very cognisant of 
the fact that the process of investing and constructing 
portfolios needs to be one that is measured and one 
where as a manager we are fully aware of the level of 
risks being taken. We believe that by fully understanding 
portfolio risks we are better able to construct portfolios 
that will deliver consistent alpha over the long term. We 
do not want to unintentionally take risks in areas that we 
have no conviction. 

The ALUWANI Top 25 Fund has had a stellar 
2017 with the fund having added strong 
relative performance. What has driven that 
performance and is this as good as it gets?

As a start if you look at the South Africa equity market 
in 2017 we had two very disperse return profiles with 
Naspers rerating c. 70% over the year and Steinhoff 
derating c. 90%. How a manager was positioned relative 
to these two dictated overall performance. In addition, 
over the same period the Top 40 index returned  
about 25% of which Naspers contributed 15% and the 
second best performer being Standard Bank at a 1,5% 
contribution whilst Steinhoff took away almost 5%: this 
means that market performance as indicated by the 
Top40 index had a narrow breadth. We were on the right 
side of both trades, so Naspers is a large weight in the 
portfolio and we were overweight across all our equity 
funds vs their respective benchmarks. However the size 
of the overweight position was not aggressive despite its 
absolute weight in the portfolio. This can be evidenced 
by the attribution of performance where Naspers was 
not the best contributor to outperformance on the 
portfolio, despite this being so at a benchmark level. Our 
best contributor to portfolio outperformance was Mr 
Price. On Steinhoff while we had an overweight position 

in the stock at the start of 2017 we actively reduced that 
position and sold out of the stock completely at the right 
time. 

We generated an alpha of c. 2% relative to the SWIX over 
the year and c. 2% relative to the Swix top 40. What is 
important to point out is that the tracking error attached 
to our returns was extremely low which points to the fact 
that we did not take significant risk within the portfolio 
relative to the benchmark to deliver that return. The 
intension of our process is not to generate out sized 
alpha, rather a focus on accumulation of alpha through 
time whilst avoiding mistakes, and we will continue to 
manage in that fashion. 2017 the market gave us an 
opportunity to capitalise on performance on the back of 
our bottom up research and views. Is this as good as it 
gets- The more important question for us is the process 
we followed to deliver that return, our ability to stay 
true to that process and the amount of risk we took to 
get there. With the improvement in investor sentiment 
on the back of the recent political changes, we hold 
the view that the market offers some opportunities for 
alpha generation and we will look to continue to position 
appropriately for that on the back of our process.

Naspers is quite a divisive stock with respect 
to market or investor views on it. It represents 
a large portion of your portfolio, how do you 
think about it?

Naspers is a stock we follow quite actively. We like the 
long term thematics of the industry it operates in and 
rates management’s ability to execute their strategy 
successfully. This we believe will result in the company 
being able to monetise across its e-commerce platform 
as it continues to expand the e-commerce and gaming 
eco-systems. We also hold the view that there is a 
strong earnings growth underpin coming from tencent 
which represents the lion’s share of Naspers value 
currently. Managers that do not hold the stock or have 
a significant underweight typically hold that view on the 
back of valuation which they deem to be expensive. As 
mentioned earlier valuations is an integral part of our 
bottom up process, we hold the view that the company 
delivers on long term value currently on the back of a 
strong earnings underpin as a result of their ability to 
execute effectively and gain traction within their areas 
of operations. This is not to say that we will hold this 
view into perpetuity, on balance however we believe 
that there are more positive drivers to the business and 
therefore more upside versus downside risk.

In conclusion, what is your outlook for 2018 
and how have you positioned the fund on the 
back of that?

In conclusion, we point out we continue to see pockets 
of value from a bottom up perspective and will look to 
position ourselves to benefit from that while ensuring 
we construct a diversified portfolio that has the ability to 
deliver credible risk adjusted returns over time.


