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Abax Absolute Fund Commentary 
 

Quarterly Overview 

 
The first quarter of 2018 saw continued positive political developments in South Africa. Jacob Zuma 

was forced to resign as president after weeks of intense pressure and Cyril Ramaphosa was appointed 

State President. He announced a cabinet reshuffle and made immediate changes, especially to key 

economic positions of political power and within some State-Owned Enterprises. These are the most 

positive political developments in the country for more than a decade. On the international front an 

increase in US trade tariffs (curtesy of Mr. Trump) started a mini trade war and could be partly blamed 

for the increase in market volatility we saw during the quarter. Somewhat expensive international 

equity valuations added fuel to the fire.  

 

The February budget was an improvement compared to the MTBPS delivered in September 2017, but 

still shows a massive deterioration in the fiscal position compared to a year ago. Tax hikes of R36bn 

were announced with the 1% increase in the VAT rate being the biggest contributor. For ratings 

agencies, the key change is that Debt to GDP ratio is forecast to stabilize at 56% of GDP in 2022. 

Ultimately, South Africa needs economic growth to ensure fiscal sustainability. South Africa avoided a 

ratings downgrade in March when Moody’s announced the conclusion of its review. Moody’s 

identified three main drivers behind the rating confirmation: a halt to the erosion of South Africa’s 

strong institutional framework following President Cyril Ramaphosa’s victory, improving economic 

prospects and a credible fiscal plan as represented by the 2018 Budget.  

 

Over the quarter the JSE All Share Index was 6% lower with bonds the star performer with a return of 

8.1% and cash at 1.8%. The Resilient stable of property companies was the main driver behind the -

19.6% performance of the listed property sector. Global Markets, as represented by the MSCI ACWI, 

traded 2% lower in USD (-6.2% in ZAR). Given the positive local sentiment the Rand strengthened by 

over 4% against the US Dollar.  

 

The Outlook for Interest Rates 

 

The Monetary Policy Committee of the South African Reserve Bank (MPC) reduced the repo rate by 

25 basis points on the 28th of March 2018. The MPC forecast inflation to remain well within the target 

band of 3-6% over the entire forecast horizon. The strong Rand, further supported by Moody’s 

decision to keep its rating for South Africa’s sovereign debt unchanged and move the outlook to stable, 

is expected to keep CPI subdued. The impact of the VAT hike on CPI will be limited and the MPC will 

only react to any second-round effects of the VAT hike.  

 

Fund Positioning 

 

We have decreased the Fund’s duration over the last quarter. We bought bonds and fixed rate NCD’s 

prior to the ANC elective conference where yields were pricing in an attractive risk premium. The rally 

since December has compressed risk premia and priced in an optimistic rate cut cycle. Inflation-linked  
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bond yields have moved up significantly over the last 2 years and we have been correct in avoiding 

this asset class as it performed poorly. We increased the inflation-linked bond exposure during the 

last quarter of 2017 and the beginning of 2018. We purchased assets with real yields of 3,5%, which 

have now rallied down to 3% (typically replica notes issued by banks). 

 

Corporate credit spreads remain very compressed. This is largely a function of the global liquidity 

dynamic and lack of corporate bond issuance in South Africa. We have focused our asset purchases 

on senior bank debt and will wait for value to emerge before taking corporate bond exposure.  

 

Domestic equities might be slightly rich using historical measures like the over-used PE ratio, but is 

preferred over international equities (especially the US) which looks expensive. In our multi-asset class 

funds this is reflected via a lower than normal exposure to international equities. On the international 

front we prefer Europe which looks cheap on various measures compared to the US market. We used 

the February selloff to add to our local equity exposure, but still maintain a component of hedged 

equity to hedge against a further market downturn. This speaks to the absolute return mandate of the 

Fund.  

 

Conclusion 

 

The Fund produced a return of +1.0% for the quarter (net of fees), well ahead of the peergroup of 

-1.2%. It does, however lag the CPI+3% target shorter-term, which is to be expected given the weak 

equity markets. The fund’s overall stance is slightly defensive given asset class valuations, but a good 

balance between growth and stable assets have been maintained. Our aim is to generate a reasonable 

return with a low level of downside risk, and take advantage of opportunities provided by any shocks 

to add risk exposure when the market offers value.  

 


