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Abax Balanced Fund Commentary 
 
The Fund produced a return of +0.7% net of fees for August 2017, which was in line with the peergroup 

average. Over the past year, the Fund is 5.8% higher, compared to the peergroup average of 3.8%. 

Since inception in Jan 2012, the net of fee return has been 12.3% p.a. compared to the peergroup of 

9.7% p.a. 

 

Performance was aided by two recent additions to the portfolio – MTN and Truworths, which we 

believe are now attractively priced relative to long-term prospects. The banks (Barclays Africa and 

Firstrand) also contributed positively and remain well priced and supported by high dividend yields, 

even though near-term prospects remain lacklustre. Santam, in which we have a 2% allocation also 

performed well, despite having to deal with the Knysna fires, one of the largest natural disasters in 

South African history. This company is in our view one of the best run businesses in South Africa, and 

one that we would love to hold for the long term. 

 

Intu, Steinhoff and USD Cash hindered performance. We remain comfortable with all of these holdings 

and make the following observations: 

 

• In retrospect it seems we were early on Intu. We bought the stock post the Brexit fallout, 

based on its attractive initial yield (4.5% in GBP), a pound that we considered too weak, and 

an attractive discount to NAV. On all of these measures, the share is even more attractive 

now, but its upside seems limited in the short-term by the uncertainties around Brexit and a 

stagnant environment more generally for UK property. By making sensible assumptions on 

distribution growth, ZARGBP depreciation and an appropriate discount to NAV, our expected 

3-yr TSR for Intu (in ZAR) is 13% p.a. (with a bear case of 8% p.a. and bull case of over 20% 

p.a.).  

• Steinhoff was (once again!) the centre of attention for allegedly overstating revenues in 

Germany, as well as the impending Steinhoff Retail Africa (STAR) listing. The share offers some 

of the best upside according to our ranking table, although we acknowledge that risks remain 

elevated. We tactically added to our position when the share price fell 10% in short course 

toward the end of the month. 

• Our 10% USD cash exposure earns us close to zero, but plays a very important role in portfolio 

construction. It is one of the few truly risk-off assets that is not overvalued in an absolute 

sense (such a US Treasuries), and should help protect capital in a negative market 

environment (which we have not seen for a long time!). YTD the USD has weakened versus 

the other major currencies, and looks quite attractive on a relative basis. 

 

We made small allocations to 5-yr corporate inflation linked bonds with a 3.4% real yield, as real yields 

have moved up dramatically over the past while. We also made a small allocation to the long end of 

the yield curve, were we are able to lock-in close to double digit yields.  

 

The level of level of gross equity exposure remained broadly constant over the course of the month, 

however the level of net exposure decreased by approximately 3% has we added some hedges as the 

market moved higher.  


