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Q2 2019 
 
Abax Absolute Fund Commentary 
 
Quarterly Overview 
 
The second quarter of 2019 felt like it was more of the same – more trade tensions, more tweets and 
more dovish rhetoric – the overall market tone is one where macro events are generally dictating the 
general market environment. It can be argued that the current global investment environment is fairly 
challenging to bottom-up valuation driven investment strategies given the current sensitivity of asset 
classes to macro events. In May, renewed trade tensions and weaker US manufacturing data lead 
investors to take a more cautious stance, leading risk assets to experience a decline. These losses 
were, however, quickly reversed in June, as trade tensions eased post the G20 summit and central 
banks indicated more accommodative policy.  
 
The world’s central banks continue to adopt an increasingly dovish outlook, to address inflation 
shortfalls and fears around slowing economic growth. The European Central bank and Federal Reserve 
are likely to start easing soon, while the Bank of Japan has indicated extra stimulus as an option if 
inflation continues to fall short of its target. For the US, the market moved in short course from pricing 
multiple hikes for 2019 to pricing a 100% chance of a cut in July, and an additional 2 or 3 cuts by the 
end of the year. With global central banks signaling looser monetary policy, bond yields fell markedly 
over the quarter. The US 10-year is now at its lowest levels since November 2016 and German 10-year 
yields moved about 30 points more negative. On the local front bonds similarly experienced 
appreciation, with the 10-year yield strengthening from just over 9% to 8.7%.  
 
On the South African front, the next MPC is scheduled for the 18th July and the market is already fully 
discounting two rate cuts of 25bps at the next two meetings. South Africa has experienced consistently 
below consensus GDP growth over the last few quarters, with our last GDP release (Q1 2019) printing 
a shocking -3.2%.  Additionally, inflation has also surprised to the downside, with the latest number 
around 4.5%. Given this low growth, low inflation environment, alongside more a dovish global 
backdrop, we agree there is scope for an interest rate cut at the next meeting. 
 
The rand touched 15 to the US dollar during the quarter, but strengthened back to 14.08, on the back 
of the move into risk assets in June. Of the major South African asset classes, listed property (SAPY 
+4.5%) outperformed bonds (+3.7%) and equities (SWIX +2.9%) with inflation-linked bonds (+2.8%) 
and Cash (1.8%) completing the picture. On the international front MSCI ACWI added +3.6% with 
emerging markets lagging at +0.7% for the quarter.  
 
 Fund Positioning 
 
On the back of lower domestic bond yields (within a dovish global backdrop), we reduced the funds 
overall bond exposure slightly over the quarter. Both nominal and inflation-linked bonds are broadly 
fairly valued with real yields of about 3.2% implied for nominal bonds and 2.8% for inflation-linked 
bonds. Corporate credit spreads remain low due to increased demand from investment funds. We did,  
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however, find some selective opportunities during the quarter to enhance the fund’s floating rate 
yield.  
 
Broadly speaking, we view the rand as being fairly valued around R14/$. That said, the currency has 
been volatile which provided us with an opportunity to hedge some of our exposure at levels closer 
to R15 to the dollar. Currently we have about 26% of the fund’s exposure in offshore assets, although 
our hard currency exposure is slightly lower at 23% due to these hedges.  
 
During May we added to our domestic equity exposure. We do believe that SA equity is more 
attractively valued than it’s been for a number of years; currently the domestic equity component is 
trading on a forward rolling Price/Earnings (P/E) ratio of 11.9x and a dividend yield of 4.1%. 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 roughly in-line with that of the EM peergroup, despite having less leverage and higher 
margins. Given the capital stability requirement of the of the fund, we still have some of our domestic 
equities protected for a modest fall in the market.  
 
We still view developed market equities as being on the expensive side of fair (especially the US) given 
the sharp rebound in performance for the first half of 2019 (MSCI World +17.4%). However, we are 
mindful that the equity risk premiums are fairly high and international equities look attractive relative 
to global bonds. Relative asset class valuations are generally supportive of global equities, but longer-
term absolute valuations point to the asset class being on the expensive side.  
 
Conclusion 
 
The Fund produced a return of of +7.9% over one year (net of fees), ahead of the peergroup (+5.5%). 
The fund is ahead of CPI+3% over 1-year, but slightly behind over 3-years; some consolation is the top 
quartile relative performance over 3-years. The focus remains the achievement of the inflation target 
over the medium term, but weak domestic equity markets have made this more difficult recently. We 
still believe 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. On balance, we have a 
slightly more defensive bias at the moment. Given the absolute nature of the mandate, we will 
continue to assess the risk/reward payoff-profile for all investments, as expected. 
 


