INTERMEZZO

INVESTMENT LETTER

January in perspective — global markets
Early in this year already, we have had our first look

into the Trumpian world; a world of alternative facts,
fake news, and a lot of confusion. Global equity
markets took this “new world” in their stride. A lot of
the exuberance evident between US President
Trump's election on November 8 and the end of the
year, unwound during January. Sectors which had
performed poorly during this period recovered and
sectors that had run ahead of themselves retreated.

Chart 1: Global returns to 31 January 2017
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Global equity market performance was positive. The
weak dollar — the dollar DXY index declined 2.6% -
helped most emerging market currencies rise, which
had a positive effect on their equity markets. The
MSCI Emerging Market index rose 5.5%, led by
Turkey, which rose 10.4% (albeit on a 7.3% decline in
the lira), Brazil 7.4%, South Africa 5.8% in dollar
terms, and India 3.9%. The MSCI| World index rose
2.4%, although it had been higher during the course
of the month. The US equity market rose 2.0% and
the German market 0.5%. Global bond yields
declined, helping the Bloomberg Barclays Global
Aggregate Bond index (previously the Barclays
Capital Global Aggregate Bond index) to rise 1.1%.
The weak dollar spurred commodity prices higher,
which provided underlying strength to resource
sectors in virtually all equity markets.
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What's in a month?
An interesting aspect of the returns to end-January

2017 is the fact that, due to the very low base of end-
January 2016, the annual returns of all markets

suddenly look much better than a month ago i.e. the
annual returns to January 2017 look much better than
the annual returns to December 2016. January 2016
was a tumultuous month in global investment
markets: coming off a high base (global equity
markets rose 7.8% in October 2015) with positive
expectations for the year ahead, weakness in the
Chinese currency and attempts to introduce new
rules into the Chinese stock markets (which were
abandoned only a week later) were the catalysts for a
sharp slide across all markets. The MSCI World index
fell 6.1% in January 2016, the global bond market
declined 3.2%, and emerging market currencies
declined sharply (and the rand was reeling from
Nenegate as well).

Chart 2: Annual returns - one month apart
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With January 2016 out of the base off which the
annual returns to end-January 2017 are measured,
the returns have improved considerably. Chart 2
illustrates this point; the hard part to believe is that,
despite the differences between the returns, they are
only measured one month apart.

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

- Leonard Bernstein
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Republic. Youth unemployment, defined as job
seekers under 25 years of age, is currently 20.9%
in the Eurozone. Here, too, the respective
national rates are vastly different: youth
unemployment reached 44.2% and 43.0% in
Greece and Spain respectively, whereas in
Germany it is only 6.5%.

1 Emerging markets: Although we have no direct
exposure to the country, we have been watching
the events over the past year in Turkey with
concern and alarm. So, too, has the rest of the
investment community. Now the ratings
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agencies have turned their attention to the

country and their views have been emphatic:
What'’s on our radar screen?

Fitch downgraded the country to junk, while
Here are a few items we are keeping a close eye on:

Standard & Poors (S&P) reduced their outlook to
negative, ostensibly on concerns regarding the
currency and the inflation outlook. Moody’s had

1 The US economy: The US economy grew at an
annual rate of 1.9% during the last quarter (Q4)
of 2016, which was the down from the 3.5% rate
during Q3. That brought the growth rate for

previously taken a similar stance. Investors at
present have little tolerance for demagogues

2016 as a whole to 1.6%, the slowest rate in five
years and lower than the 2.6% 2015 growth rate.
Developed markets: The UK economy grew
0.6% quarter-on-quarter during the final quarter

and despots, showing little sympathy for the
underlying countries and their respective
economies. Chart 3 depicts the history of the
Turkish lira by way of example; the currency is

of 2016, slightly higher than expected and at a typically the first indicator to show investor

similar growth rate to Q3. It is interesting to concerns. One only hopes that a few officials in

note, though, that the growth is lopsided: the the South African government are taking notice.

services sector accounts for all of the growth, Chart 3: The Turkish lira versus the dollar
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Unemployment declined to 9.6% in the

Eurozone, the lowest level since May 2009. That
equates to 20.1m Europeans out of work.

F 2,50000

Unemployment is not evenly spread across the  [=m ot T v [ 5 [ 7 [ Wor [ v [y [ 3 | il s 5 | o [ v [ 0= [ |
region though; it reached 12.0% in ltaly, 18.4%
in Spain, and 23.0% in Greece, versus a rate of
only 3.9% in Germany and 3.5% in the Czech

Source: Saxo Bank

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



Orchestrating Your Wealth \/é

INTERMEZZO

INVESTMENT LETTER

The Indonesian economy grew at an annual rate of
4.9% during Q4, although it declined 1.8% on Q3.
Household spending, up 5.0% in 2016, was the main

driver of growth. The (central) Bank of Indonesia
expects inflation to rise above 4.0% this year.
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Some quotes to chew on

What to do with $30bn
I thought the following quote, which appeared in the

Julius Bér Daily Wire, was amusing and pertinent: “In
a week that saw the Dow Jones industrial index close
above the 20 000 level for the first time ever, the main
question was how to spend $30bn. Donald Trump
buys a wall along the US-Mexico border for this
money; US healthcare bellwether name Johnson &
Johnson spends it on Swiss biotech company
Actelion. Both expect somebody else ultimately to
foot the bill: the Mexicans for Donald's wall, the
healthcare system for Actelion. There are certainly
even better reasons to stay invested. Ever wondered
what to do with USD 30 billion? Donald builds a wall
for that money; Johnson & Johnson buys a Swiss
biotech company. We could think of 20 000 other —
better — reasons for staying invested in stock
markets.”

Still on the occasion of “Dow 20 000"
On the same topic of the occasion of the Dow Jones
surpassing the 20 000 mark, we had this comment

from Deutsche Bank: “Traders donned ‘Dow 20 000’
baseball caps this week while investors had extra
reason to be smug. The Dow's PE of 17 is just half a
standard deviation above its 15-year average ...
Comfortable with this valuation, Dow investors may
have raised an eyebrow at this week's deals: Johnson
& Johnson's offer for Actelion at three-quarters
above its undisturbed price, and Cisco’s $3.7bn
purchase of AppDynamics, almost double its likely
IPO price. If this turns out to be irrational exuberance
it is not isolated. Even if investors dismissed the 1999
book ‘Dow 36000, since it was published 16
companies have been added to the index. These new
entrants returned an average of 30% in the year
before they were added. Yet since joining the index,
their annualised return is just 5%."

A Trumpian world

| am most grateful to US President Donald Trump,
who will surely provide more than sufficient input for
our “Quotes to chew on” section. We love high
profile people who engage jaw (or should that be
Twitter?) before brain! So we look forward to a lot of
input from him in the years to come.

For now though, let's share other commentators'
concern about the Trumpian world we now live in. We
are concerned about the increased level of risk,
broadly defined, that has accompanied the Trump

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

- Leonard Bernstein



