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Abax Equity Fund Commentary 
 
The South African equity market posted a gain of +2.7% in March.  Industrials (+4.2%) performed best, 

helped by strong returns coming from several Industrial Rand Hedge shares such as Naspers (+10.4%) 

and British American Tobacco (+9.7%). These shares are core positions within the fund (combined 

weight >25%), thus their share price performance enhanced the funds’ performance. Resources 

(+2.9%) recovered in March following their big decline in February (-9.9%), with Banks shedding -1.4% 

during the month.  Consequently, our holding in Firstrand (-4.4%) detracted from performance. 

  

During the month, President Zuma announced a large cabinet reshuffle, in which the key changes from 

a market perspective were the replacement of Finance Minister Pravin Gordhan with former Minister 

of Home Affairs Malusi Gigaba, and the replacement of deputy Finance Minister Mcebisi Jonas with 

Sifiso Buthelezi.  The knock-on impact of this was swift and severe.  Within a few days, S&P rating 

agency cut the country's credit rating to sub-investment grade with a negative outlook. Fitch followed 

soon after, downgrading South Africa’s local and foreign currency sovereign credit ratings.  Both 

agencies highlighted political developments as a key concern as these cabinet changes pointed to a 

likely weakening of governance standards and public finances.  Predictably, the rand depreciated, 

bond yields spiked and domestic rate sensitive shares fell sharply (i.e. banks and retailers). 

  

The economic implications of the reshuffle continue to mount, and without immediate remedial 

action (i.e. early recall of Zuma), there is likely to be further ratings downgrades (Moody’s) and 

probably a local-currency downgrade to sub-Investment grade from S&P.  As a result, we are likely to 

see a weaker currency, higher inflation, falling employment and tepid economic growth (possible 

recession).  At this juncture, there is little reason for optimism, and we remain skeptical of a market-

friendly outcome in the near term. 

  

Zuma has been president of South Africa since 2009.  During his presidency, he has failed to grow the 

economy, to create jobs, to accelerate transformation or to improve education. His most recent 

actions have exacerbated the challenges that our country will face over the medium term. Our 

government now has a far higher cost of debt, which means that there is less money for social welfare, 

education and health care. 

  

We take comfort that our portfolio positioning contains a balance between holdings in stable, long-

term growth businesses that are globally diversified and not reliant on the performance of the 

domestic economy (Naspers, British American Tobacco, Mediclinic, Mondi and Steinhoff) combined 

with very attractively priced businesses exposed to the local economy that are well managed and will 

survive in a worst-case scenario.  Accordingly, the portfolio has performed well during this recent 

period of domestic political uncertainty.  The portfolio currently trades on a forward rolling 

Price/Earnings (P/E) ratio of 13.8x and a dividend yield of 2.9% 

 


