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Q4 2018 

 

Abax Absolute Fund Commentary 
 

Quarterly Overview 

 
It was a tough year for risk assets globally, with 2018 marking the end of the bull market in the 

developed world that began in 2009. Asset markets were troubled by a variety of factors that included 

higher US rates, escalating trade tensions between the US and China, while the BREXIT debacle didn’t 

help. Locally the year started on a high-note, buoyed by the strong rally following the ANC elective 

conference in December 2017 – an upshot of a welcomed political change coined as “Ramaphoria”. 

However, markets sobered up quickly to the severity of South Africa’s problems - domestic growth 

remained dismal with the 2018 Medium Term Budget Policy Statement (released in October 2018) 

indicating a precarious path for our budget deficit and debt levels. 

 

The MSCI World Index – a proxy for global stock markets ended the year 8% lower (in US Dollars), 

while emerging markets fared even worse, with the MSCI Emerging Markets Index down 14%. The 

Rand weakened by 14% against the dollar – needless to say hard currency fixed income assets 

performed admirably in Rand terms. During the last couple of months in 2018 the S&P500 Index fell 

around 20% from its September peak. Global bonds rallied, and commodity prices fell sharply as the 

market began to price in the end of the growth cycle.  

 

The South African stock market (as measured by the Capped SWIX) lost 11% for the year. There were 

very few places to hide, with the vast proportion of counters posting a negative return for the year. A 

number of high profile stocks were down more than 30% over the year (Aspen, Intu, British American 

Tobacco, Mediclinic, Tiger Brands and MTN to name some). The South African listed property sector 

ended the year 23% lower. The high levels of gearing, some corporate governance concerns and the 

prospects of limited distribution growth led to a sharp rerating of property stocks. Fixed Income assets 

provided the only respite: domestic cash and government bonds both produced returns of between 7 

and 8% and provided a good underpin for the Absolute Return funds.  

 

From an equity point of view, the largest contributors to performance for the year was from BHP 

Group and Anglo America (our preferred Resource exposure). Our investments in Mr Price and 

Firstrand also enhanced performance.  By far the largest detractor was our overweight position to 

British American Tobacco, followed by Naspers and MTN. 

 

 Fund Positioning 

 

We remain cautious (and therefore highly selective) in terms of domestic property, as landlords will 

struggle to maintain pricing power given the supply glut in office and retail over the past number of 

years. We increased our domestic property weighting slightly from a low level with a focus on the 

larger, liquid counters. During the last quarter we also added to our inflation-linked bond component 

– real yields of 3% is seen as attractive from a valuation point of view for fixed income assets. 

Corporate credit spreads remain low due to increased demand and lackluster supply – we view current 

spreads as expensive.  
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During the last quarter the weak domestic and global markets gave us an opportunity to increase our 

overall risk in the portfolio. Both domestic and global equities were added during the quarter. We 

believe that our domestic portfolio of stocks is offering good value relative to the quality of the 

businesses and their longer-term growth prospects. On a look though basis, the SA listed holdings 

currently trade on a rolled PE of 12.5x (10.6x one-year forward) and we expect low double-digit 

earnings growth over the next 3 years.  

 

The MSCI World Index one-year forward PE ratio of 13.5x is roughly in-line with longer-term valuations 

post the fourth quarter correction. We believe that the increased allocation to growth assets is 

justified given improved valuations, although we remain slightly more defensive than normal. We’ve 

maintained some downside protection on our domestic equities while ensuring adequate 

participation with market gains. This more conservative approach speaks to our mandate and the 

mindset of providing capital stability under adverse conditions. The overall portfolio yielding is about 

6.5%, providing as decent income underpin for investors.  

 

Conclusion 

 

The Fund produced a return of +6.7% for the year (net of fees), comfortably ahead of the peergroup 

(+1.2%). The Fund has outperformed the peergroup over all periods but is lagging CPI+3% slightly over 

3-years as weak asset markets took its toll on returns. Over the last quarter we have increased the risk 

in the fund given more favourable valuations. For the first time in a while the probability of earning 

good prospective returns have increased from the various asset classes. At any point the portfolio 

should reflect our fundamental view on asset classes while aiming to deliver inflation-beating returns 

by investing in a diversified mix of assets.  

 


