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Q3 2018 

 

Abax Equity Fund Commentary 
 
Market Commentary 

 

2018 started with expectations that improved consumer and business confidence post the positive 

political changes would lead to a pickup in growth. Unfortunately, this hasn’t transpired, and Q3 of 

2018 continued the tough pattern of Q2 - all the primary JSE indices declined in Q3 and this trend has 

continued into Q4 at the time of writing. The South African equity market already heavily burdened 

by the challenge of a technical economic recession and unhelpful political climate has been further 

plagued by the global vicissitudes of a strong US Dollar, rising US interest rates, escalating trade wars 

and out of favour Emerging Markets. 

 

Portfolio Commentary 

 

The Fund’s top five performing positions for the quarter added +1.8% to our return while the bottom 

five detracted -3.7%.  

 

Winners Ave.weight 
Total 

Return 
Performance 

Contribution 
Losers Ave.Weight 

Total 

Return 
Performance 

Contribution 

Sasol 6.7% 10.4% 0.64% Naspers 14.3% -12.3% -1.83% 

FirstRand 6.4% 6.2% 0.38% MTN 4.0% -17.5% -0.75% 

Sanlam 3.1% 12.9% 0.37% Tiger Brands 2.0% -20.0% -0.42% 

Anglo American 3.0% 6.7% 0.21% Standard Bank 6.4% -6.5% -0.41% 

Reinet 2.0% 10.1% 0.17% Mediclinic 1.8% -16.7% -0.32% 

 
       

 
  

 

 

During the quarter, our holdings in Sasol and FirstRand enhanced the funds’ performance.  Both 

companies recently reported their 2018 financial results which were well received by the market.  We 

are encouraged that Sasol’s Lake Charles project is tracking expectations and, in our opinion, Firstrand 

delivered the standout financial result amongst their banking peers. 

 

Unfortunately, our holdings in Naspers and MTN detracted.  The Funds exposure to Naspers is dealt 

with in more detail below (within the current positioning segment of the report).  With respect to 

MTN, it suffered negative developments in Nigeria which included allegations of improperly  
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repatriating dividends of US$8.1bn as well as underpaying US$2bn in taxes.  While the company 

refutes these accusations, the shares slumped -17.5% during the quarter.   

 

Current positioning and outlook 

 

With disappointments around economic growth, the reform agenda and policy uncertainty, it remains 

a difficult operating backdrop for South Africa.  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 shareholder-centric management teams and which we believe will produce 

consistent compounding growth in profits and dividends.   

 

While we are always on the lookout for exciting high growth businesses, sadly the macro conditions 

prevalent in South Africa, and which we do NOT anticipate will change in the near future, dictate that 

options like that are currently very few and far between. 

 

While we applaud the further gradual political progress in Q3 of exposing and correcting the corrupt 

activities across broad swathes of South Africa during the 8 Zuma years, we conclude that this process 

will continue to be a gradual one, dogged at every turn by beneficiaries determined to hang on to their 

positions of patronage.  A recently published World Bank Report concluded that the South African 

economy, due to the structural constraints under which it finds itself, (including under-educated and 

militant labour, increasingly expensive power, administrative red tape and expectant local 

communities) is incapable of growing at >1% per annum and consequently doomed to perpetuate 

rising unemployment without major structural intervention.  We do not believe that either Cyril 

Ramaphosa or the ANC have the political will or ability to bring about the scale of the structural 

changes needed and note the tragic irony that the highlight of his recently announced economic 

stimulus package was the boost to tourism we can expect from the relaxation of vault copy birth 

certificates and letters of authority for foreign tourists visiting South Africa with their minor children.  

This amendment announced by the disgraced and demonstrably corrupt Malusi Gigaba who as Home 

Affairs Minister was the person responsible for introducing this absurd restriction several years ago.   

 

In the context of the above grim facts, readers will probably not be surprised to learn that the fund’s 

largest position – Naspers – which was the single largest detractor from the fund’s performance in the 

quarter, is the share about which we are currently most positively disposed.  We offer the following 

reasons as to why this is currently an extremely attractive asset for the fund: 

 

1. Valuation – Naspers is substantially more attractive in Oct 2018 than a year ago and with the 

price down 31.5% from its peak of a little over R4,000 is now on a forward PE of 17X and the 

lowest it has been since 2009. 

2. Growth – with very little exposure to the SA economy, we are confidently predicting growth 

in profits from this company’s very exciting underlying operations and that far exceed 

anything we can expect from any other alternative local company dependent on supportive 

operating conditions. 

3. This pullback has been driven by the decline in the value of its primary asset – Tencent (a 

largely Chinese gaming, social media, e-commerce, payment and cloud computing business) 

caused by a decline in the firms historic very high rate of profit growth.  While recognising that 

the absolute size of the profit base is now very large (US$11bn in Operating Profit) and that 

no firm can sustain very high rates of growth indefinitely, our analysis concludes that the 

reasons behind this slowdown are temporary.  We are confident this will accelerate again in  
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the next year, and that the reduction in price and also valuation has brought it into attractive 

territory.  It is a unique asset for SA equity investors and whose fortunes are completely 

uncorrelated with our domestic economic prospects or political vagaries. 

4. The discount to NAV remains high.  For some time and much to shareholders chagrin this has 

remained stubbornly high.  However, after lengthy and determined engagement we are 

convinced that the Board and management of the company finally share this frustration, but 

more importantly are also committed to addressing it using a variety of options at their 

disposal.  This is clearly evidenced by the progress that executive management have made in 

the last year to: 

a. Focus the non-Tencent businesses on 4 simple pillars of e-Classifieds, Payments, On-

line Food Delivery and Pay TV.  Various corporate transactions have been done to 

achieve this focus (including some large and notable disposals) and the most recent 

announcement to unbundle and separately list their SA and Sub-Saharan African Pay 

TV businesses sends an especially powerful signal of the reduced capital requirements 

of the less mature businesses and management’s confidence of their routes to 

sustainable profitability. 

b. Amend management remuneration terms to align these more closely with 

shareholder interests and to eliminate the dilution caused by issuing holding company 

shares at the current discount. 

c. The changes made to various Board members responsibilities to adopt a more 

shareholder centric approach, despite the retention of the A and N share structure 

which gives effective control of the company to the Board. 

 

Conclusions 

 

Global GDP growth is expected to remain reasonably strong over the rest of the year. However, looking 

further, we expect the US economy to cool into 2019 as monetary tightening starts to bite and the 

boost from fiscal stimulus fades. China’s economy has shown signs of weakening in the past few 

months and we expect this to continue into next year.  Slower growth in the world’s two largest 

economies is likely to have a notable impact on Emerging Market activity.  Against this backdrop, 

global equity markets are likely to struggle. 

 

In South Africa, while we do not expect a record Christmas trading season for South African consumer 

businesses, nor a sudden spurt in economic growth in Q4, we do expect the political wheels of change 

to continue to grind along.  No doubt many decisions will be postponed until after the national 

elections in May 2019, but from the current low base we would expect economic activity to gradually 

move higher.  While unexciting this does at least entail an improvement from the current position and 

we would expect that our favourably positioned attractively priced stock selections to benefit from 

that. 

 

We remain focused on equity selection and believe that the diversified portfolio structure, built 

around a core of the highest quality companies will prove resilient.  The portfolio currently trades on 

a forward rolling Price/Earnings (P/E) ratio of 12.5x and a dividend yield of 3.8% 

 


