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Abax Equity Fund Commentary 
 
The JSE All Share Index posted a total return of +2.6% in August.  In comparison, the Fund increased 

+2.2%.  Our holdings in Anglo American (+11.3%), MTN (+11.2%) and Firstrand (+7.3%) enhanced the 

funds’ performance.  Whereas our holdings in Steinhoff (-4.8%), Sasol (-1.3%) and British American 

Tobacco (-1.0%) detracted from performance. 

 

Shares of Steinhoff fell sharply after concerns resurfaced regarding accounting and tax irregularities 

in one of Steinhoff’s German subsidiaries.  The article which was published in a German journal did 

not contain any new evidence of wrongdoing or litigation beyond what has already been publicly 

disclosed since December 2015.  Steinhoff continues to refute these allegations, is engaged in legal 

proceedings with the counter-parties and has made what they consider to be full and appropriate 

financial provision for these matters.  They continue to engage with the German revenue authorities 

to settle the tax related matter and have recently indicated this may be imminently 

concluded.  Unfortunately, as a consequence of these unresolved matters, sentiment towards the 

company has and is likely to continue to suffer.  The share price is pricing in a material corporate 

governance discount.   

 

The timing of this latest controversy is also unfortunate as it coincides with the separate listing of 

Steinhoff Africa Retail (STAR), Steinhoff’s African focused retail businesses. Pepkor is the main asset 

which continues to show exciting growth and profit margin expansion which should produce a 

premium rating for STAR within the general retail sector.  Importantly, the listing will provide 

increased visibility and valuation see-through which should be positive for the valuation of Steinhoff - 

parent company to STAR - which will retain an 80% shareholding.   

 

Serious political and governance issues continue to hold back the South African economy.  Despite 

GDP growth accelerating to an annualised +2.5% in the second quarter of 2017, economic growth is 

still too weak to reduce unemployment and improve business confidence. South African business 

confidence fell to a 32-year low in August 2017 – the index compiled by the South African Chamber of 

Commerce and Industry fell to 89.6 from 95.3 in July – this is the lowest level since August 1985, the 

month then-President PW Botha gave his infamous “Rubicon” speech.  Given benign inflation it 

creates scope for the SARB to cut interest rates further, but the interest rate cycle is expected to be 

too shallow to meaningfully boost economic growth amid other headwinds.  We therefore remain 

cautious about interest-rate sensitive equities, as such the fund has select domestic consumer 

exposure. 

 

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.  The portfolio currently trades on 

a forward rolling Price/Earnings (P/E) ratio of 15.2x and a dividend yield of 2.8%. 

 


