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October 2017 

 

Abax Equity Fund Commentary 
 
SA equities staged a strong recovery in October with the JSE All Share Index posting a return of +6.3%. 

Naspers (+18.0%) and British American Tobacco (+7.5%) performed well – the Fund has longstanding 

large positions in these companies, thus their outperformance in October enhanced your funds return 

for the month. The Funds exposure to Mediclinic (-10.7%) and Mondi (-6.2%) detracted.  

 

During the month, the Finance Minister, Malusi Gigaba, delivered his maiden medium-term policy 

budget statement (MTBPS).  The deteriorating fiscal dynamics, worsening debt-to-GDP and increased 

need to support SOEs have put rating downgrade risks back into the spotlight. While market 

participants were expecting a deterioration of South Africa’s fiscal position, the magnitude of the 

difference between the February ’17 Budget and the MTBPS debt projections were surprisingly large. 

This will disappoint the rating agencies and tilt the odds in favour of credit rating downgrades by S&P 

and Moody’s at their upcoming reviews (scheduled for November 2017). Some market commentators 

believe that a favourable outcome at the ANC elective conference in December has the potential of 

averting further downgrades. Unfortunately, the outcome of this remains highly unpredictable, and 

the new leader will have a difficult task of steadying the economy, stabilizing SOEs and rejuvenating 

business confidence that has been battered by President Zuma’s executive abuse.   

 

The above-mentioned risks will continue to weigh on the performance of domestic orientated 

companies, especially local banks. Firstrand has been our preferred banking share for several 

years.  We believe that it is an attractively priced business that will survive in a worst-case scenario, 

yet will flourish should an improvement materialize in South Africa. Firstrand management has a long-

term track record of driving robust returns (highest ROE in the sector) from their market leading 

franchises (FNB, RMB, Wesbank, Ashburton). Their diversification strategies are gaining traction, 

which includes the recently announced potential acquisition of Aldermore, a UK challenger bank. And 

we take comfort that the business has been managed prudently for some time (high levels of 

provisioning and robust capital ratios). 

 

In testing times like now we remind our clients of our long-term approach of investing in defensive, 

economically robust businesses, at reasonable prices, run by competent management teams and 

which we believe will produce consistent compounding growth in profits and dividends. The portfolio 

currently trades on a forward rolling Price/Earnings (P/E) ratio of 15.2x and a dividend yield of 2.9%. 

 


