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March in perspective — global markets
Global equity market returns were generally positive

during March. The dollar (DXY) index declined 1.3%,
reversing the gains seen last month. The MSCI
Emerging Market index rose 2.4%, led by Indonesia,
which rose 3.4%, Greece 3.1%, India 3.1%, and
Turkey 1.7%. The MSCI World index rose 0.8%, led
higher by the 4.0% gain in the German market. The
UK equity market rose 0.6% and the US market 0.1%.
Global bond yields continued to decline, helping the
Bloomberg Global Aggregate Bond index rise 0.2%.
Despite the weaker dollar, commodity prices were
under pressure. The oil price fell 4.1%, although it
been down more than 10.0% intra-month. Iron ore
fell 13.6% - it has risen 46.5% during the past year -
nickel declined 8.5%, and copper 2.0%. Precious
materials also declined with silver, platinum and gold
falling 7.7%, 1.2%, and 0.9% respectively.

Chart 1: Global returns to 31 March 2017
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What's on our radar screen?
Here are a few items we are keeping a close eye on:

1 The US economy: Although the US economy is
not growing as fast as many would like, data
emanating from the US provides a picture of an
economy in good shape: growth is moderate
and inflation seems under control. The US
economy grew 2.1% during the last quarter of
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2016 (Q4), higher than the initial estimate of
1.9%. Estimates for Q1 growth are, however,
running between 1.0% and 1.5%. Inflation
reached the Federal Reserve (the Fed's) target
range for the first time in a long time, and core
inflation remains at levels which do not pose a
threat to stability.
Consumer confidence is running very high,

long-term  economic
which bodes well for the future of the economy.
The Fed increased the official interest rate by
0.25%, but the move was widely anticipated and
had no material impact on the market on the
day. We think that expectations of three or four
further rate hikes this year are excessive — in our
view only two more interest rate hikes are likely.
1 Developed markets: Inflation in the Eurozone
came in less than expected: the headline rate
dropped from 2.0% to 1.5%, while core inflation
declined from 0.9% to 0.7%. This took a little bit
of steam out of the euro’s recent strength,
although it still managed to gain 0.7% against

the dollar during March.

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

- Leonard Bernstein
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Some quotes to chew on

Why don’t you invest in South Africa?

I'm sure that you, like all South Africans, have
received multiple emails relating to recent political
turmoil in this country. One that | thought was
particularly pertinent came to me from a source which
| would prefer to keep anonymous. The friend relayed
a comment made to him during a road show in the
US whilst trying to drum up support for investment
into South Africa. | should highlight that this road
show occurred in 2000.

A Wall Street Trustee gave the visiting South African
delegation three reasons why he was not prepared to
invest in South Africa. Firstly, a one party state was
not a democracy. Secondly, the unions were too
powerful and, thirdly, Government needed to have
more compassion for its people and their life
conditions. Given all that has happened in recent
weeks in this country, it is hard to argue that anything
has changed, at least in the eyes and attitude of the
ANC and Government, since that comment was
made 17 years ago.
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Our thoughts on SA'’s political landscape
| am sure that you, like us, have read loads of articles

and comments on recent developments in South
Africa, with Jacob Zuma bringing about a significant
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cabinet reshuffle. | could write pages of comment on
these developments, but it is more appropriate that |
share our view on how recent events will shape the
country’s economic landscape. It is easy to express
anger and outrage at Zuma and his ill-conceived
actions, but this is not the place to do so. We have
tried to be as dispassionate and rational about it, and
focus on how the change in the political climate will
affect the country’s future and thus also the
investment opportunities, which we have to manage
and seek out on a daily basis as part of our clients’
brief to us.

So then, here is a summary of our views:

. Zuma is here to stay. We are surprised by the
naive view, particularly by offshore investors,
that Zuma is about to be replaced. Zuma has
taken a calculated bet, which has now paid off,
and significantly strengthened his grip on
power — and of course on Government's purse
strings i.e. Treasury.

. The economic and socio-political outlook for
SA has deteriorated significantly. The ongoing
stream of bad news and further credit
downgrades will ensure a steady decline in the
underlying ability of our economy to recover —
if it ever gets the chance to do so.

1 Economic growth will slow even further.
Current growth levels of around 1.0% per
annum are already woefully inadequate. We
think growth will be directly affected by recent
developments and business adopts a “wait-
and-see” attitude. Were it not for a relatively
favourable global environment, SA could very
easily slip into a deep recession.

1 Tax revenue will shrink at the same time that
government spending will balloon out of
control. We are heading into a debt trap at a
very rapid rate. The few hundred thousand tax
payers that support government’s revenue are
emigrating in their droves. Business activity will
slow, partly through the incorrect policies that

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

- Leonard Bernstein
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will now be implemented (think the nuclear
arms deal, more good money down SABC and
SAA’s bottomless pit, etc); widening budget
deficits will be the inevitable outcome.

1 The rand will (eventually) weaken significantly.
There are understandable reasons why the
rand has not weakened further. It may stay
relatively firm — it is still up 1.0% against the
dollar so far this year — but as time passes and
investors realize that Zuma is not going to step
aside but will now slowly start rolling out his
own agenda and policies, and as the economy
starts to feel the effect, the rand is likely to start
sliding down a very slippery slope.

1 Inflation will increase.

1 Interest rates will rise placing further pressure
on the fragile and faltering economy.

1 Social unrest due to non-delivery of basic
services will increase.

Based on the above factors, which now form our
"base case” scenario for at least the next year -
barring a major political reversal, which we don't think
will happen - any rational investor would find it hard
to substantiate a case for investment into South
Africa. In other words, we now believe it is in the
interests of local investors to remit as much of their
capital abroad as possible. Of course, each of our
circumstances are different, but where possible we
strongly advocate the remission of capital out of
South Africa, into a world where there are currencies
that generally retain their value i.e. hard currencies,
plenty of opportunities that are unavailable in South
Africa (think of some of the exciting tech giants), and
governments run by politicians who understand
economics and take others (as opposed to only
themselves) into account when considering the
consequences of their actions, assuming they even
understand the consequences, which is not the case
in South Africa.
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Maestro’s activities in global equity markets
Whilst on the topic of investing in global equity

markets, this is an appropriate place to show you the
returns Maestro has achieved on the global equity
portfolios under its management. As you can see, we
have been managing clients’ capital abroad for many
years (nearly 13 to be exact); we are not intimidated
by the “big world” out there - it is something we
enjoy doing. Clients who have not yet explored this
service are welcome to chat to their respective
portfolio managers; alternatively you can reach me
The
shown in the chart below are for periods to the end

on andre@maestroinvestment.co.za. returns

of March 2017. Returns are shown on a gross basis
i.e. before fees have been deducted.

Chart 2: Maestro global returns to 31 Mar ‘17
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The returns contained in Chart 2 are shown in tabular
format in Table 1.

Table 1: Maestro global equity returns (%)

6m* 1yr 3yrs 5yrs 7yrs 10yrs
Maestro global
P 60 129 33 71 64 24
MSCI World index 74 125 35 7.2 64 20

* 6-month returns are un-annualized. Returns are gross of fees.

Charts of the month
The past few months have been very profitable

indeed in global equity markets. Major indices have
risen nicely, in developed and developing markets,

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

- Leonard Bernstein
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and our clients’ offshore assets have benefitted
accordingly. Until President’'s Zuma's recent cabinet
reshuffle, the strong rand masked these gains in rand
terms, but as the rand weakens they will become

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



