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January 2017 
 
Abax Diversified Fund Commentary 
 
Market Overview 

 
In January, domestic issues have taken a back seat as the world hangs on to Trump’s every tweet. 

Trump conducts himself in a manner that is highly unusual for a US president. His aggressive demeanor 

has left the world questioning how his presidency will play out. He has torn up the metaphorical 

playbook and appointed political outsiders to his administration. His “America First” policy threatens 

America’s trading partners who are bracing for tough negotiations on trade with America. 

 

The SARB Monetary Policy Committee announced an unchanged repo rate and emphasized that 

inflation risks are to the upside. The SARB Governor stressed that we are still in a hiking cycle and that 

forward inflation would need to come down sustainably before we see rate cuts. 

 

On the domestic political front rumours around the presidential race that will culminate in December 

2017 came to the fore. It is speculated that Dlamini-Zuma and Ramophosa are the front runners, but 

it should be noted that political uncertainty prevails. 

 

The US Dollar declined 1.8% on a trade weighted basis, unwinding some of the post-election gains, as 

it reacted to various statements Trump made. US Treasury yields ended flat month-on-month after 

having sold off aggressively in Q4 2016. 

 

The Rand made a strong recovery in 2016 and remained resilient into January. The Rand gained 1,7% 

against the USD during the month but declined (-0,7%) on a trade weighted basis for the month. The 

All Bond Index outperformed cash with a return of 1,3% despite a month-end sell off after a strong 

mid-month rally. Inflation Linked bonds (+1,4%) performed well. The All Share Index (+4,4%) was the 

best performing asset class, driven by the dual listed stocks. Listed property (+1,6%) had a strong 

month while Preference Shares (0,5%) underperformed. 

 

 

Fund update 

 

The Abax Diversified Income fund returned 0.63% over January, fractionally outperforming the cash 

benchmark.   

 

Domestic assets drove performance with our yield enhancement strategies the primary driver. 

Offshore property stocks detracted as the Rand strengthened during the month. 

 

Duration has remained broadly unchanged at 0.2 years. The current duration is similar to a money 

market fund as we do not want to take on interest rate risk with yields at current levels. The 3 year 

swap is currently around 7,5%, which means it offers only a very slight pickup above 3 Month Jibar at 

7,37%. Unless one sees several rate cuts over the course of year, locking in rates at these levels does 

not represent value. SA inflation will move lower in coming months due to base effects, but structural 

inflation in SA remains close to the 6% upper target. Economists have become optimist about the 

potential for rate cuts in 2017 but we believe that an extended period of flat rates is more likely.  
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In the month we trimmed our exposure to Growthpoint into strength. We also accumulated some Intu 

which earns an attractive yield in Pounds. 

 

We have focused on maximizing the yield of the fund by accumulating good quality floating rate assets 

at very attractive levels.  In recent months we have increased exposure to solid names such as Old 

Mutual, Santam, Naspers, Telkom and Steinhoff credit.  

 

Inflation linked bonds yields have moved up in recent months as demand has dried up. However, with 

yields just over 2% in the 10 year area they are still expensive relative to fair value and we continue to 

avoid exposure to the asset class.   

 

Our currency exposure is currently 4,8% with an additional 3,0% allocated to European property 

assets. We maintained our position in offshore bonds as we believe they pose a very favourable return 

profile with acceptable risk. 

 

We are happy with the high level of credit quality in the fund and the yield pickup we are able to 

generate. The current market environment creates opportunities for yield enhancement and we will 

add to our holdings as we see value. We will continue to focus on maximising yield, while looking for 

strategic allocations to the various income asset classes in order to generate additional performance. 

 

The weighted average yield of the fund is currently 8.9%. 

 


