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February 2017 

 

Abax Equity Fund Commentary 
 
The South African equity market drifted lower in February, with the JSE All Share Index declining -

3.1%.  Resources recorded its largest monthly decline since November 2015, falling by -

9.9%.  Industrials (-1.6%) also struggled over the month as the stronger rand weighed on the 

performance of dual-listed stocks.  The Financials (+0.2%) sector performed best in February.  Our 

holdings in Steinhoff (+7.8%), AVI (+4.0%) and Tiger Brands (+3.1%) enhanced the funds’ 

performance.  Whereas our holdings in BHP Billiton (-14.6%), Mediclinic (-6.6%) and Sasol (-6.6%) 

detracted from performance. 

 

During the month of February, the South African Finance Minister announced a disciplined Budget for 

2018, with Treasury raising an additional R28bn in taxes.  Actions included an increase in the fuel levy, 

a higher dividends tax rate as well as the introduction of a new income tax bracket for higher-income 

earners. These measures and the absence of improving employment data (the unemployment rate 

rose to 26.7% in 2016 from 25.3% in 2015) will continue to constrain consumption, which will be 

negative for the listed retailers, especially those exposed to higher-income earners.  The funds primary 

exposure to the South African consumer is obtained via its holding in AVI and Tiger Brands (the latter 

being a relatively new addition to the fund). 

 

Shareholders of Tiger Brands have had a particularly difficult time for many years (the bread price-

fixing controversy, CEO and senior management changes, and sizable losses in Nigeria). Consequently, 

we have had no exposure to the business for several years, but started to build a position from early 

2016. The rationale behind our re-entry has been a compelling valuation, the potential for the 

commodity cost pendulum to swing in favour of food producers and the appointment of a new CEO. 

We are confident that a fresh sense of purpose and strategic clarity will return the business to higher 

levels of profitability delivering further margin and earnings improvement.  Early indicators have been 

positive, with the company recently reporting a solid trading update - sales have grown +12% for the 

first four months of their financial year which was ahead of expectations and better than the peer 

performance. 

 

Also of note in February 2017, President Zuma delivered his State of the Nation Address in which the 

top priority was accelerated transformation of the economy.  Though the demands for a more 

equitable balance of ownership of the economy are appropriate, there are clear concerns as to how 

broad the benefits of this redistribution will be.  Corruption and the quality of service delivery remain 

key challenges.  Our government must ensure that its policies are formulated on the basis of facts (not 

emotive hype) – structural reforms are needed to stimulate economic growth, but there appears to 

be little political will to implement the necessary changes.  

 

A number of key global events take place during the month of March, such as the FOMC decision and 

the Dutch elections. In South Africa, we continue to keep abreast of political developments and are 

concerned about the intensifying pressure against the leadership of the National Treasury following 

Pravin Gordhan’s Budget speech.  We remain focused on equity selection and believe that the 

diversified portfolio structure, built around a core of the highest quality companies will prove resilient. 

 



 

Page | 2  

 

 

The portfolio currently trades on a forward rolling Price/Earnings (P/E) ratio of 13.5x and a dividend 

yield of 2.9%. 

 


