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Abax Balanced Fund Commentary 

 

Market Review 

It was a tough quarter for emerging markets, as they bore heavy selling from investors who got 

spooked by rising rates, the prospect of trade wars and the general increase in geopolitical tensions. 

The MSCI Emerging Market Index was down 8% over the quarter in US dollars.  

Developed Markets were more resilient, particularly in the US, as evidenced by the S&P 500’s 

quarterly return of 3.5% for the quarter. 

The Capped SWIX (our preferred measure of SA market performance) was marginally up over the 

quarter (+0.9%), but in US dollars was 15% lower (the ZAR had its worst quarter since 2011, with the 

currency dropping 16% over Q2 alone). The initial strong reaction that domestic counters had to 

President Ramaphosa’s victory at the ANC Elective Conference in December was all but reversed in 

Q2. We are back where we started.  

Performance and contributors / detractors 

The Fund produced a return of 4.3% (net of fees) for Q2 2018. This was ahead of the peergroup return 

of 3.4%. Year-to-date the Fund is 2.9% higher against a peergroup which is slightly negative.  

Over one year we remain approximately 0.6% behind the peers but have made up good ground since 

the Steinhoff fallout impacted performance in December last year. We no longer own any Steinhoff 

securities in the fund. Over longer measurement periods we remain well ahead of the peers. 

Given the extent of rand weakness, the largest contributors to performance were the offshore assets 

in the fund. A number of domestic portfolio positions that have rand hedge qualities also contributed 

meaningfully, most notably: Sasol (+28%), Naspers (+21%) and Billiton (+32%). Both Sappi and Mondi 

(both up just over 20%) also contributed. 

The largest detractors were domestic counters that gave up much of the gains they enjoyed in late 

December and Q1 2018 on the back of President Ramaphosa’s victory at the ANC Elective Conference. 

These included Truworths (-28%) and the Banks. We were, however, reasonably active over the first 

half and managed to ‘rotate’ out of the some of the domestic winners and into rand hedges which had 

sold off, thereby locking in some of the gains we enjoyed in the first quarter. 

Also on the list of detractors was the Royal Bafokeng Convertible Bond which fell 10% over the quarter.  

We have retained our approximately 4.5% allocation to convertible bonds (Impala and Royal 

Bafokeng). They have just less than 4 years to maturity and are currently yielding approximately 14% 

p.a.  Although these bonds have detracted value thus far (they are approximately 10% down since 

issue one year ago if you adjust for income received), they have thus far proven a far better alternative  
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to the underlying equity (which has halved). Furthermore, the bond will pull-to-par with time, making 

the current loss transient. That may not be the case for the equity. Although the likelihood of upside 

from the equity option ending in the money has materially reduced, even with no upside, we will still 

earn 14% p.a. to maturity provided the credit remains sound.   

We added Vivo Energy to the fund on listing. Vivo Energy is Africa's largest independent downstream 

fuel retail operator and an exclusive Shell brand licensee in each of the 15 countries it operates. It 

currently has nearly 2000 retail sites and occupies number one or two position in most of the countries 

in which it operates. The shares currently trade on a PE of 13.5X PE and 7x EV/EBITDA 2018, which we 

deem attractive given the relatively defensive nature of fuel retailing combined with its strong organic 

and inorganic growth opportunities. 

 

Current Positioning 

The evidence suggests that in the context of global developed stock markets, the easy times may well 

be behind us. Here are the facts:  

 Firstly, the bull market that started in 2009 will turn ten early next year; which is pretty long 

by historical standards. 

 Secondly, the global discount rate – as measured by the yield on the 2-yr US Treasury Bond – 

has spiked dramatically after a number of years of close to zero interest rates. Over the past 

2-years, the yield has jumped from 0.5% to 2.5%, and over the past year alone it has doubled 

from 1.25% to 2.5%. This implies two things:  

1. Fixed Income is again becoming a viable alternative to risky assets; this after years of 

being unloved and practically unowned by asset allocators.  

2. The rate at which people discount the cash flows on their risk assets has moved 

sharply higher; which should adjust fair values downwards. 

 Global liquidity is being sucked out of the system – again a reversal of what has been 

happening for the last number of years. Quantitative Easing and Central Bank asset purchases 

have slowed, sucking up liquidity in the process. Less liquidity is typically a headwind for asset 

prices. 

 Valuations (particularly in the US) are elevated. Although simplistic ‘PE’ measures may appear 

reasonable, margins are elevated. The risk currently lies more in the ‘E’ than in the ‘P’. 

 Greater levels of dissonance in the system: Trump’s posturing, the threat of trade wars, Brexit, 

questions around the European Union, Geopolitical tensions, etc. All things equal, higher 

levels of uncertainty make investors command higher risk premia.  

 

Emerging Markets have been firmly in the cross-hairs of investors, with EM Bonds and Equities having 

experienced massive outflows this year. In our view, EM valuations are now reasonable, especially 

relative to markets like the US, which has been relatively resilient and remains expensive. This view is 

reflected in the positioning of the fund, where we have a reasonable allocation to SA equity (many of 

the securities we hold are 20-30% off their 12-month highs), and only a modest allocation to 

developed market equity. From a portfolio construction perspective, we currently prefer to allocate 

some of our 30% offshore allowance to gain exposure to ‘risk-off’ assets – such as US cash, shorter-

term treasury bonds and inflation linkers. This should help offset some losses should markets wobble.      


