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Q1 update: Abax Absolute Fund 

 
The first quarter of 2020 was all about the outbreak of coronavirus disease (COVID-19) that began in 
Wuhan, Hubei Province, China in December 2019. The disease quickly became a global crisis and was 
declared a pandemic on 11 March 2020 by the World Health Organization. Drastic actions have been 
taken worldwide (and locally) to slow the spread of COVID-19 and limit the loss of live. We’ve seen 
market volatility worse than 2008/2009 in the local and global markets, although the speed of the 
drawdown has been far worse. It’s also been characterized by poor overall liquidity. This is clearly 
evident in offshore credit markets as well as local corporate bond markets. Even in our usually liquid 
government bond market the SARB (Reserve Bank) had to step in and provide some liquidity to the 
market. 
 
The severity of the COVID-19 impact on economies was captured by the staggering 6.6 million US 
jobless claims for the week ending 28 March. We have seen governments the world over rapidly 
move to ramp up relief spending and loosen monetary policy to mitigate a deep global recession. 
Developed Markets have certainly led the way in this regard, but Emerging Markets too have been 
attempting to intervene. The SARB for its part did a 100 basis-point reduction in the repo rate; these 
emergency measures make sense in the immediate although our already precarious debt and fiscal 
position has just become a lot worse. Year-to-date the Rand, along with the Mexican Peso and 
Brazilian Real, have given up over 20% of their value.  
 
Towards the end of March Moody’s eventually downgraded South Africa to sub-investment grade – 
we believe this was widely expected and hence broadly priced in the market. The biggest implication 
of the downgrade is that South Africa automatically gets excluded from the World Government Bond 
Index (WGBI); estimates of the outflow size range between $1bn and $12bn. The fact that the WGBI 
rebalance has been postponed to the end of April (as opposed to the end of March) due to the levels 
of global market turmoil, and the fact that the SARB is intervening in the local bond market, will 
however assist in mitigating potential adverse price effects. 
 
As expected, the first quarter of 2020 was a bloodbath. Most local asset classes posted major losses 
with equities down –26.6% (Capped SWIX All Share), listed property –48.2%, while South African 
bonds retreated by –8.7%. In US Dollar terms, the MSCI World Index lost -20.9% while the MSCI 
Emerging Markets Index posted -23.6% for the period (MSCI South Africa was a staggering -40.3% in 
USD). Cash added 1.7% for the quarter. Unsurprisingly all local asset classes posted negatively 
returns over one year except cash. The Rand lost nearly 22% of its value against the US Dollar.  
 
 
 
 



 

 

 

Fund Positioning 
 
To reiterate our philosophy, we aim for low to medium volatility in returns while also aiming to 
protect capital over any 1-year period. As communicated at the end of 2019, we were more 
defensively positioned going into the first quarter with a slightly lower than average exposure to 
equities and property. Overall duration was about 0.8yrs, slightly lower than one would expect, but 
this was mainly due to our concern of the ever-weakening local fiscal situation. The losses of the first 
quarter are now well documented – on a fund level these losses were buffered by the fund’s 
exposure to offshore fixed income/cash assets (with the Rand weakening significantly). The equity 
hedges in the fund also assisted in February’s and March’s selloff, although the depth of protection 
didn’t cover the full drawdown.  
 
We added some nominal bonds during the quarter with the South African 10yr bond yield 
weakening to well over 11% at the end of March. However, our lower than expected bond position 
does reflect concerns over South Africa’s deteriorating fiscal/debt position. While many countries 
will experience this deterioration as a result of COVID19, our default risk as a country is significantly 
elevated given our poor starting point. Economists are now forecasting double digit budget deficits 
for FY20/21, with growth for 2020 to conclude somewhere between -4% to -7%. That means our 
debt-to-GDP trajectory estimates over the medium term are approximately 10% higher than that 
projected in our already poor budget in Feb 2020, taking us to around 75% for FY20/21. In the 
absence of decisive growth and fiscal interventions, local funding pressure will persist, and we will 
keep demanding a higher risk premium on bonds. On the local credit front, we are still in wait-and-
see mode given the severity of the crisis and the impact on balance sheets. We experienced a sharp 
deterioration in corporate credit liquidity over the past couple weeks; also, some repricing still needs 
to take place in the local credit market. 
 
It is important to bear in mind that the value of an asset is the sum of its discounted cashflows, and 
even though near term cashflows are under pressure, a year of lost earnings would probably reduce 
the value of most businesses by about 10-15% - much less than the market has already fallen. We 
added some equity exposure, both local and offshore, during the selloff in a conservative fashion. 
However, we acknowledge that the outlook is uncertain at this point. In the equity and property 
space we have focused our efforts in identifying companies with strong balance sheets and that have 
enough liquidity to get through this period of lost or greatly reduced revenue. We’ve also trimmed 
our currency exposure over the couple of weeks.  
 
The COVID-19 pandemic has already caused immeasurable damage to the world economy in the way 
global supply chains are interrupted and population lockdown strategies are followed around the 
world. The uncertainty of how the pandemic plays out – and the impact on businesses and the 
markets – is not possible to quantify yet. Stating the obvious, but part of the current challenge is to 
weigh up the different risk/reward payoffs in the different asset classes and act where appropriately 
(with less information than usual). Overall, we are in the mode of adding risk to asset classes, but in 
a cautious fashion. 
 
Conclusion 
 
The quarter was a bittersweet one from a performance point of view. The good relative 
performance of the Abax Absolute Fund was some consolation for the poor absolute performance. 
For the quarter the fund delivered a return of -2.7% (peergroup at –7.2%) while the performance 



 

 

 

over one-year was +3.0% (net of fees), comfortably ahead of the peergroup (-3.1%). After the 
horrendous quarter, the fund has now fallen behind CPI+3% over 3-years with a return of 6.2%% 
relative to the target of 7.4%. Although we’ve had a setback on achieving the inflation plus target, 
we believe current asset prices are attractive from a longer-term perspective notwithstanding the 
current challenging environment. The current fund yield of about 6% should give investors some 
comfort as it provides a reasonable income underpin. We have increased the risk of the fund during 
the recent selloff and have more scope to increase risk further should the opportunity arise during 
the COVID-19 crisis.  
 

 


