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Abax Diversified Fund Commentary 
 

Market Overview 

 
In October the Medium Term Budget Policy Statement (MTBPS) delivered a body blow to South African 

Government Bonds (-2.3%) and the Rand (-4.2% against the USD). The revised tax collection shortfall 

of R50bn for the year sees the budget deficit widening to a whopping 4.3% of GDP. What is most 

worrying to us is that government debt as a percentage of GDP, a crucial indicator of a country’s 

creditworthiness, is projected to continue climbing rather than stabilize. 

 

Further ratings downgrades are now all but guaranteed and the yield required by investors to lend to 

South Africa is likely to rise further (+54bps in the month). 

 

The global backdrop was relatively benign. Strong economic data out of the US has likely emboldened 

the US Federal Reserve to continue its rate normalization process. The US Dollar strengthened 2.2% 

on a trade weighted basis as the market priced in relative hawkishness of the Fed compared to other 

major central banks. Post month-end it was announced that Jerome Powell will replace Janet Yellen 

as Fed Chair in February 2018. Powell is regarded as an experienced steady hand and a policy centrist 

which will ensure policy continuity within the Fed. 

 

The All Share Index was up 6.3% for the month driven largely by the Rand hedges and the dual-listed 

stocks owing to the Rand sell-off. JSE listed property (+2.0%) eked out a decent return in spite of rising 

bond yields. Preference shares (-1.4%) and SA Inflation Linked Bonds (-0.9%) were down for the 

month. 

  

Fund Update 

 

The Fund gained 1.16% in October, outperforming the cash benchmark (+0.6%).   

 

The offshore fixed income allocation performed well due while the Rand depreciated. The domestic 

fixed income allocation contributed to performance, while property detracted. 

 

We added modestly (+0.8%) to the major domestic property stocks (Growthpoint, Redefine and 

Fortress) which have cheapened relative to bonds in recent months. We bought GBP denominated 

Remgro Convertible Bonds which offered good value. We took profits on our USD denominated Eskom 

bonds that appreciated markedly. 

 

Our offshore bond holdings offer a very favourable return profile. We continue to see UK property as 

cheap relative to fair value. The underlying assets are priced at crisis era discounts to gross asset value. 

Intu is our biggest holding and is now trading at a 6.5% yield in GBP.  

 

Duration has remained broadly unchanged at 0,3 years. The current duration is comparable to a 

money market fund as we do not want to take on interest rate risk with yields at current levels. We  
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have focused on maximizing the yield of the fund by accumulating good quality floating rate assets at 

very attractive levels. 

 

We are happy with the high level of credit quality in the fund and the yield pickup we are able to 

generate. However, spreads have narrowed to expensive levels and we would emphasise caution in 

the current market environment. We will continue to focus on maximising yield, while looking for 

strategic allocations 

 

The weighted average yield of the fund is currently 8.8%. 


