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Abax Absolute Fund Commentary 
 

Quarterly Overview 

 
The first quarter of 2019 saw a sharp rebound in risk assets across the board. The S&P 500 gained 
13.6% over the quarter after a sharp sell-off in the Q4 2018 (-13.5%) erasing all of the losses and 
leaving the index within striking distance of all-time highs. This sharp reversal of fortunes can be 
attributed in part to a 180 degree turn in the Fed’s monetary policy stance. Having hiked rates 
gradually but consistently between December 2017 and December 2018, a sudden fear of soft global 
growth and even the potential of recession caused the Fed to turn extremely dovish. Poor economic 
numbers from Europe, especially from the usually rock-steady German economy, led the ECB to join 
the dovish rhetoric. Add to this more stimulus from China and the net global result was a swift reflation 
of risk assets and a general fall in developed market bond yields.  
 
On the 29th March local investors breathed a sigh of relief when Moody’s failed to issue an assessment 
on the South Africa sovereign credit rating, keeping us Baa3 Stable. Moody’s did issue an update, 
which they explained does not constitute a formal rating action publication, as the credit committee 
did not meet at this review date to reassess the sovereign’s credit rating. This does give us a bit of a 
reprieve as government’s poor fiscal situation coupled with the Eskom woes are well documented.  
 
The South African equity market followed global markets higher with the JSE All Share Index rising 8% 
for the first quarter of 2019. This was mainly driven by the Resources sector which rose by 18%. In 
comparison, the JSE Industrial sector returned a more measured +7%, while the JSE Financial Index 
was flat. Listed property stocks posted a modest 1.4% gain, but in the context of the strong move in 
risk asset prices (and last year’s 23% drop) this was a relatively poor showing. Global equity markets, 
as measured by the MSCI All Country World Index, moved 12% higher over the quarter. On the fixed 
income side, domestic bonds delivered +3.8%, cash +1.6% and inflation linked bonds +0.3%. 
 
 Fund Positioning 
 
We do believe that SA equity is more attractively valued than it’s been for a number of years. From a 
purely bottom-up basis, if we aggregate our expected 2-yr IRRs for all the companies on the JSE we 
research, our expected returns for the market overall is in the region of 15% p.a. It is interesting that 
South Africa’s rating relative to Emerging Markets is as low as it has been for many years on the back 
of continued underperformance of SA equities. The forward PE multiple of the SA market (adjusted 
for NPN) is now in-line with that of the EM peergroup, despite having less leverage and higher margins.  
 
We have a fairly low allocation to domestic listed property (3%) as we remain concerned about the 
fundamentals of this asset class. There remains an oversupply of both office and retail property, and 
demand looks set to wane further as Edgars reduces their footprint; banks look to reduce their branch 
networks; and foreign retailers consolidate their offerings. Furthermore, the inexorable rise of on-line 
shopping is likely to hurt landlords, just as it has in the developed world. Generally, SA listed property 
companies have high levels of debt, and have been synthetically increasing their yields by  
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disproportionately gearing their offshore properties and under-gearing their local properties. This 
allows them to pass on the lower cost of funding in the form of apparently higher dividends, but this 
will ultimately be at the expense of lower growth and higher balance sheet risk.  
 
We reduced our bond duration slightly post the Moody’s announcement as bond yields moved closer 
to our fair value. It does, however, still imply a real yield of more than 3% which is seen as attractive 
from a valuation point of view. Corporate credit spreads remain low due to increased demand and 
lackluster supply – we view current spreads as expensive. During the latter part of the quarter we 
increased the downside protection of the domestic equity component after a strong rebound in 
performance. We still have a healthy exposure to domestic equities given the relative attractiveness 
of the asset class. This more conservative approach speaks to our mandate and mindset of providing 
capital stability and real returns under different market conditions. We view developed market 
equities as being on the expensive side of fair given the rebound in the first quarter of 2019. From this 
point forward, we are likely to reduce our international equity exposure.  
 
Conclusion 
 
The Fund produced a return of +10.2% for the year (net of fees), comfortably ahead of the peergroup 
(+6.7%). The Fund is slightly behind CPI+3% over 3-years, but after the recent stronger performance, 
now matches CPI+3% over 5-years (+8.2%). Global markets are pricing in a Goldilocks scenario where 
growth is good enough to support asset prices, but insufficient to tilt central banks away from their 
dovish bias. This has pushed assets to fair value and in some cases beyond fair value. We’ve become 
slightly more cautious over the past few weeks, but still believe domestic equities are showing some 
value on a relative basis. Given the absolute nature of the mandate, we will continue to assess the 
risk/reward payoff-profile for all investments, as expected.  
 


