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Q2 2018 

 

Abax Absolute Fund Commentary 
 

Quarterly Overview 

 
The second quarter of 2018 produced several interesting headlines that resulted in emerging markets 

and the rand giving up many of the gains enjoyed in the first quarter. We saw the “Ramaphoria” 

experienced in early 2018 starting to fade as the scale of the challenges faced by the South Africa state 

came back into focus. The ANC is currently presented with several complex policy choices and the 

need to balance wide ranging views regarding the way forward as campaigning for next year’s election 

begins. All of this has unfolded in the context of waning appetite for emerging market assets.  

 

The Federal Reserve in US hiked rates again in June and indicated a willingness to further tighten 

monetary policy. Their process of quantitative tightening also gathered pace over the month as they 

allow more assets to roll off their balance sheet. The ECB aided the process of removing the punch 

bowl by indicating that they will cease their quantitative easing program by the end of the year. These 

announcements, taken together, remove a significant underpin to emerging market asset demand. 

This can be seen in the large-scale outflows from South African government bonds in the quarter of 

64 bln ZAR. Also , the USA has continued to redefine the global trade and security order including no 

longer recognizing the World Trade Organisation. This has manifested in a continued trade dispute 

between the USA and the rest of the world, adding to investor concerns.  

 

The JSE All Share Index gained 4.5% over the quarter while higher local bonds yields meant a poor 

return of -3.8% with cash delivering a steady +1.6% for the quarter. Global Markets, as represented 

by the MSCI ACWI, increased by 1.9% in USD, but emerging markets lost quite a bit of ground and 

declined by nearly 8% over the quarter. Given the headwinds experienced over the quarter, it’s not 

surprising that the Rand weakened significantly to R13.73/USD, losing nearly 16% over the quarter.  

  

Reality sets in post the initial Ramaphoria 

 

The second quarter saw the market unwinding some of the initial euphoria experienced after Mr. 

Ramaphosa’s victory at the ANC National Elective Conference in December last year. To be sure, Mr. 

Ramaphosa has won some impressive political battles since he won the ANC Presidency. Let’s consider 

a few of the remarkable achievements: replace Mr. Zuma as the president of South Africa, install a far 

more credible cabinet (his close victory implied that some cabinet members from the Zuma camp 

remained, although in less powerful positions), enhancing executive credibility at many SOEs by 

replacing their boards and instituting a commission of inquiry into the mismanagement of SARS. This 

led to period of exuberance regarding what would be achieved under the new administration, the 

market effectively believed that every possible reform would be achieved, rather than a probability 

weighted expectation.  

 

As the initial reform momentum has started to fade the sheer scale of the challenges, those of a 

structural nature and those resulting directly from the Zuma era, have come into sharper focus. The 

key social challenges remain high unemployment and income inequality. The ANC has identified three  



 

Page | 2  

 

 

points of discontent among the public that are directly linked to the problem of high income 

inequality: unequal access to education and healthcare services and concentrated land ownership. 

Their policy response includes free tertiary education for those below a certain income threshold 

(including 90% of the population), National Health Insurance and the expropriation of land without 

compensation. These measures are likely to put significant strain on the already precarious fiscal 

position. The budget for 2018 showed that the government has all but run out of room on personal 

income taxes and has started to raise the VAT rate (to pay for the free tertiary education initiative). It 

is difficult to see where the state will raise additional funds to placate a public growing more frustrated 

with a lack of service delivery as is clearly seen through the lens of rising protest levels.   

 

Fund Positioning 

 

We have increased the fund’s duration over the last quarter. We bought government bonds as 

emerging markets retreated in the face of tighter global financial conditions – we viewed the 9% on 

the 10yr South African government bond as attractive given that the implied real return is over 3%. 

The fund’s currency (USD) exposure was also reduced from its highest level over the quarter as the 

rand sold off to R13.73 to the US dollar.  

 

Domestic equities are preferred over international equities (especially the US) which looks expensive. 

With a further correction in emerging markets and domestic equities possible, we believe this might 

represent an attractive investment opportunity over the next few months. We maintain some hedging 

on a portion of our domestic equities to limit downside losses and to ensure a lower-than-average 

volatility return signature.  

 

Conclusion 

 

The Fund produced a return of +4.1% for the quarter (net of fees), ahead of the peergroup of 2.8%. 

The fund outperformed its CPI+3% benchmark as the currency weakened and tactical asset allocation 

switches added to outperformance. 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 market shocks provided the asset class offers reasonable value.  
 


