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December 2017 

 

Abax Equity Fund Commentary 
 
2017 drew to a dramatic close in South Africa given the Steinhoff debacle and conclusion of the ANC 

elective conference.   

 

The JSE All Share Index performance for December (-0.3%) was dragged down by the collapse in 

Steinhoff’s share price (-92%) and the underperformance of several industrial Rand hedge stocks due 

to significant rand strength (the rand appreciated +10.2% versus the US dollar).  In comparison, the 

Rainmaker Fund decreased -1.8% for the month.  Steinhoff, together with the fund’s holding in 

Naspers (-6.4%) were the primary detractors to the funds’ performance.  This was offset to a degree 

by the funds’ holdings in Massmart (+24.3%), Firstrand (+19.3%) and Mr Price (+19.1%) which 

enhanced the funds’ performance.   

 

The funds underperformance in December was principally driven by two factors; 

1. Substantial strength in the Rand:  The much-anticipated ANC elective conference in late 

December concluded on a generally optimistic note.  The orderly election of Cyril Ramaphosa as 

the new leader of the ANC is certainly a very positive outcome for our country, our democracy 

and the growth prospects for our economy. 

In early November as it became gradually clearer to us that the Cyril Ramaphosa campaign was 

gaining momentum we rotated our clients’ portfolios away from Rand hedges and towards a 

broader domestic exposure by adding substantially to our SA orientated stocks (banks, 

retailers).  This nimble and timeous adjustment added to our client returns in late 2017.  However, 

the fund still retains large core positions in industrial rand hedges (Naspers and British American 

Tobacco) which detracted during the month (due to the strengthening rand).  

 

2. Steinhoff: On Wednesday 6 December 2017, Steinhoff announced the resignation of Markus 

Jooste as CEO as well as the need for an independent investigation into accounting 

irregularities.  On the back of the uncertainty and potential accounting restatements, the share 

price has come under significant pressure. Our position in this company and failure as an 

investment team to pre-emptively discover its weaknesses, is undoubtedly the most disappointing 

investment position in the history of our firm.   

The ultimate outcome for Steinhoff remains very uncertain, and our immediate concern is the 

underlying businesses ability to continue to source lines of credit to keep trading.  In the absence 

of any clarity regarding the full extent of the firm’s debt burden we have elected to continue to 

hold the share, although it is now a fairly immaterial position at 0.35% of the fund.   

 

Despite this setback we are encouraged that we still managed to deliver reasonable investment 

performance for the year; the fund returned +16.5% in 2017, outperforming the general equity sector 

average (+12.8%).    

 

As we begin 2018, we are cautiously optimistic on the prospects for domestic growth and are 

positioned appropriately for the constructive change we anticipate Cyril Ramaphosa will be able to 

effect.  For the first time in many years we have definite progress, but we are mindful that he has an  
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enormous task to undo the damage that has been done in the last 10 years and this should not be 

underestimated.   

 

We thank our many investors for your ongoing support and assure you of our undiminished 

determination to meet your performance expectations. 

 

The portfolio currently trades on a forward rolling Price/Earnings (P/E) ratio of 14.9x and a dividend 

yield of 2.8%. 

 

 


