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March in perspective — global markets
March proved to be both a remarkable and rewarding

month. Following the trough reached by global
equity markets on 11 February, the supportive action
of the European Central Bank (ECB), and the
moderate comments from the US Federal Reserve
(Fed) Governor Yellen, helped maintain the market
momentum. Notwithstanding ongoing volatility in
not only the equity, but currency and commodity
markets too, equity markets ended March on a very
strong note, with many managing to pull their first
quarter returns into positive territory.

Chart 1: Global returns to 31 March 2016
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The MSCI World index rose 6.5%, but was outclassed
by the Emerging Market index, which rose 13.0%,
bringing its year-to-date return to 5.4%. The MSCI
World index is still down for the year-to-date, albeit
by only -0.9%. The weak dollar (the trade-weighted
the DXY index lost 3.6% in March, bringing its year-
to-date return to -4.1%) and firmer commodity prices
(the CRB Commodity index rose 3.8%) supported
emerging markets. The Indian equity market rose
10.2%, the Chinese market ended up 11.8%, Russia
14.4% and Brazil 17.0%, despite that country’s
economy being deep in recession and the political
establishment being in a state of total turmoil.
Despite the Brazilian President being on the verge of
impeachment, the Brazilian real rose 12.3%, which
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strictly speaking means the Brazilian Bovespa (equity)
index rose nearly 30% in dollar terms in March alone.
(Ed: perhaps there is hope for South Africa, whose
economic and political circumstances mirror those of
Brazil very closely). The firm real was also a function
of the weak dollar, the effect of which could be seen
in other emerging market currencies, which also
firmed during March.

Returning to the developed equity market returns in
March, the strong yen depressed the Japanese
market, which rose “only” 4.6%. The US market rose
6.8%, and Hong Kong ended up 8.7%. The S&P mid
and small cap indices rose 8.3% and 8.0%
respectively, indicative of the increasing risk appetite.

We have noted the weak dollar; the euro rose 4.9%
against it, while the pound rose only 3.1%, as sterling
grapples with investor uncertainty ahead of the Brexit
vote on 23 June. Commodity prices were firm — the
oil price rose 9.8% - as were bond prices. The
Barclays Global Aggregate Bond index rose 2.7% in
March, bringing its year-to-date return to 5.9%, one
of the stronger starts to the year for a long time.

In all the thrill and profitable action of March, it is
worth noting that the S&P500 index has risen 13.3%
between its mid-February trough and the first day of
April, despite the global economy providing little by
way of evidence that underlying conditions are
improving. The so-called “Fed put”, which refers to
the belief that the US central bank will always come
to the rescue of equity markets (based on their action
since the 1998 emerging market crisis) is alive and
well. We would caution that, while this is a neat and
attractive construct, there is little evidence for basing
one's investment strategy on it. Ultimately, global
economic conditions and corporate earnings drive
markets, so we expect greater than usual attention to
be focused on the first quarter reporting season
which begins in the next few days.

“To achieve great things, two things are needed; a plan, and not quite enough time.”

- Leonard Bernstein
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What's on our radar screen?
Here are a few items we are keeping a close eye on:

1 The South African economy: The SA Reserve
Bank’s
increased interest rates by 0.25%, taking the
repo and prime overdraft rates to 7.0% and

Monetary Policy Committee (MPC)

10.5% respectively. They cited pressure on food
prices as a major risk, which you will recall we
drew your attention to last month. They revised
their growth forecasts for the economy to 0.8%
and 1.4% for 2016 and 2017 respectively, from
0.9% and 1.6%. The annual inflation increase
from 6.2% in January to February’s 7.0% placed
the MPC’s action into perspective. Of the
monthly increase of 1.4%, medical aid price
increases accounted for 0.8% of the increase and
food prices 0.3%. Core inflation also rose by
1.4% to an annual rate of 5.7% in February. The
effect of the drought on food prices is having a
far greater influence than expected, and will
remain a significant factor behind rising prices in
the months to come.

1 The US economy: Based on the latest data, the
US labour market remains in good health. US
unemployment held steady at 4.9%. Retails sales
during February were better than expected, but
there were significant downward revisions to the
January data. The Fed left key interest rates

unchanged, and moderated its expectation of
future interest rate hikes to two possible further
rate hikes in 2016, from four previously. In
addition, it reduced its growth forecasts of the
US economy to 2.2% and 2.1% respectively for
this year and the next. For the record, the third
estimate of US Q4 economic growth was revised
up from 1.0% to 1.4%.

1 Emerging economies: The central bank of
Indonesia (Bl) lowered its interest rate by 0.25%
to 6.75%, the third consecutive 0.25% reduction,
following similar cuts in January and February.
The deposit and lending rates were also cut by
0.25%. Lower inflation — the annual inflation rate
to February was 4.4% - has allowed the Bl to
relax monetary policy and stimulate their
economy. The Reserve Bank of India (RBI) also
reduced rates by 0.25%, bringing their repo rate
to 6.5%, the lowest level in five years, amidst
ongoing moderation in inflation and fiscal
discipline. The RBI expects the Indian economy
to grow at 7.6% in the year to March 2017 and
inflation to decelerate slightly to about 5%.

A month dominated by central bank action
One of the most significant events during March was

the outcome of the ECB meeting, not only because
of the substance of its decisions but also the
remarkable short-term impact it had on global
markets. Without going into all the detail, suffice is to
say that interest rates were cut further, moving them
deep into negative territory (-0.4%). The ECB also
expanded its easy monetary policy in a number of
ways. The effect on the euro was instantaneous: it
weakened by nearly 2%, which is a large daily
movement in the foreign exchange market, only to
reverse its decline and surge nearly 4% - all within the
space on a few hours — Chart 2 depicts the movement
of the euro dollar exchange rate on the day, reflected
in 10-minute intervals.

"To achieve great things, two things are needed; a plan, and not quite enough time.”

- Leonard Bernstein



I N T E R M E Z Z O :_}-;: Orchestrating Your Wealth \_/é

INVESTMENT LETTER

Chart 2: The euro dollar rollercoaster ride Table 1: 10 March: a wild day on Euro bourses
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index more than retrace the losses and end very

strongly.

Chart 3: Global returns to 31 March 2016
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) To reinforce this point, notwithstanding the volatility
Of course the Dax was not the only index that was

affected. The following table depicts the (daily)
returns on 10 March of major European indices.

of global bond, foreign exchange and equity markets
experienced on 10 March, we experienced even
more volatility the following week, this time the
causal factor being the Fed’'s meeting and their
interest-related decisions. Chart 4 depicts the euro

“To achieve great things, two things are needed; a plan, and not quite enough time.”
- Leonard Bernstein



