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February 2017 

 

Abax Balanced Fund Commentary 
 
Political noise remained elevated in February. This was juxtaposed with the performance of the rand, 

strengthening 4% on a trade weighted basis. Metal prices continue to rally, providing a strong 

underpin to South Africa’s export performance (industrial metals are up 1.7% on the month with gold 

and platinum both up around 3%). The escalation of various political flashpoints, including the debacle 

around SASSA’s inability to pay grants, is a concern. The ANC elective conference in December is 

already starting to generate increased tension as more of Jacob Zuma’s supporters call for Minister 

Gordhan to be replaced. 

 

The budget statement saw some significant revenue increasing measures tabled against only limited 

expenditure reductions relative to previous forecasts, government expenditure is still rising. The state 

intends to continue growing the influence on the economy of the public sector. Evidence of this is the 

ease with which a tax commission is established as opposed to an expenditure review committee. This 

could be a longer term economic headwind as resources are shifted from a more efficient private 

sector to a relatively inefficient public sector. We feel that the measures in the budget will be 

insufficient to rein in debt and avoid a downgrade over the medium term. The assumptions are 

relatively optimistic and could easily result in disappointment. 

 

The Fund produced a return of +0.2% net of fees for the month of February, which was ahead of the 

benchmark (peergroup average) return of -0.6%. Over the past year, the Fund delivered 10.6% 

compared to the peergroup average of +3.3%.  Since inception, in July 2011, the net of fee return has 

been 12.3% p.a. compared to the peergroup of 9.6% p.a. 

 

In a month in which the All Share Index was down over 3% and the rand was stronger relative to the 

major currencies, stock selection helped the fund avoid a negative return for the month. Offshore 

property stocks also enhanced performance over the month as the likes of Intu and Hammerson 

delivered strong results, ahead of the low expectations caused by fears surrounding a Brexit induced 

property downturn.  

 

We were relatively active over the course of February, selling completely out of a number of smaller 

positions opportunistically. These included Murray and Roberts, Kap Industrial, Mondi and Clover.  We 

added to, amongst others: Sasol, Steinhoff, Barclays Africa, Sappi, Billiton, Anglos and Supergroup on 

share price weakness. We also switched our 1% allocation to gold stocks (Anglogold and Sibanye) to 

Gold Bullion, given the negative earnings revisions to come for the gold companies. Net equity 

exposure (including property) ended the month 3% lower at 69.6%.  

 

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 marginal fiscal tightening imposed by the budget on an already cash 

strapped consumer would help reduce the potential for demand pull inflation. Cost push based 

inflation is unlikely to dissipate materially and will keep inflation near the top end of the target band 

as structural inflation in SA remains close to 6%. Given the lack of any risk premium priced into the 

yield curve, one would need to expect several rate cuts in the near term in order to increase duration.  

Economists have become optimistic about the potential for rate cuts in 2017 but we believe that an  
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extended period of flat rates is more likely. Inflation linked bonds yields have continued to sell off, 

spurred on by lower recent inflation. 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.   

 

 


