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May in perspective — global markets
After the trauma and volatility of the first four months

of the year, May felt relatively subdued. Economic
data from the world’'s major regions was mixed, there
were no major positive or negative surprises from the
major central banks, and currencies weren't too
volatile, other than the Brexit-imbued pound.
However, May was an important month as investors
digested the host of corporate earnings reports.
Reported earnings were “mixed”, but the Devil lies in
the detail and there was a lot for investors to absorb.

Chart 1: Global returns to 31 May 2016
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In summary, the dollar, which had been weak
throughout the year so far, firmed, bringing an end to
the heady returns produced within the commodity
complex so far this year. Developed equity markets
were subdued but the stronger dollar took its toll on
emerging market currencies and equity markets.
There are a few countries under the microscope for a
variety of reasons: Brazil, which plays host to the 2016
Olympic Games in August, where the President was
impeached and the 46%-odd (dollar) equity return so
far this year was called into question; Venezuela,
which is rapidly unravelling into the next failed state,
and South Africa, which, although surviving a
sovereign credit downgrade, at least for now, is
watched by a bemused global audience, given our
politicians’ propensity for scoring spectacular “own
goals”, of which there were plenty again during May.
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The dollar rose 2.9% and 0.6% against the euro and
pound respectively. Its strength against emerging
currencies was more pronounced: it rose 10.9%, 5.3%
and 4.4% against the rand, the Turkish lira and the
Brazilian real. It rose 5.3% against the Australian
dollar. Commodity prices were undermined by the
strong dollar, with gold, platinum, palladium and
faling 3.5%, 6.6%, 125% and 7.4%
respectively. Copper declined 7.9% and iron ore

silver

23.9%, although agricultural commodity prices rose.
Turning to equity markets, the MSCI World index rose
0.2%, but the MSCI Emerging Market index fell 3.9%,
bringing its annual decline to 19.63% versus the 5.9%
decline of the former index. The Japanese market
rose 3.4% on the back of the 3.7% decline in the yen
dollar exchange rate. The Hong Kong market fell
1.2%, while the German and US equity markets rose
2.3% and 1.7% respectively. Technology shares were
firm during the month, helping the NASDAQ index
gain 3.6%. The Brazilian market fell 10.1%, although
its year-to-date gain is still 11.8%. The Russian market
fell 4.9% despite the 5.4% oil price increase, and the
Chinese equity market fell 0.7%. The Indian market
was the standout performer amongst emerging
markets, rising 4.1%. Global bond markets were on
the back foot in May; the Barclays Capital Global
Aggregate Bond index fell 1.3%.

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 economy
shrank by 1.6% during the first quarter (Q1) of
2016, as measured on a quarter-on-quarter,
annualized basis i.e. Q1 measured against Q4 of
2015, and then annualized. The expectation was
for a decline of only 0.1%. The economy grew
only 0.4% during Q4 of 2015. Household
demand fell 1.3% while mining and agriculture
declined 18.1% and 6.5% respectively.

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

- Leonard Bernstein
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I The US economy: US economic growth during Chart 3: US Labour market: quo vadis?
Q1 was revised up from 0.5% to 0.8%. However, I %
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2 and 3. This realization is important though, as
the Fed has held up the improving labour as one
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to increase interest rates. Other US data
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Chart 2: The US Labour market Brazil is 4.5%. Inflation in China declined 0.5%
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1 Brexit: We each have our own views on the

50 A |
0 I

, , , | effects of the UK leaving the European Union
Deci13 Augi14 Apr1s Deci15

(EU), should it happen, but this item remains at
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the top of our radar screen. Maestro’s view is
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that leaving the EU is not in the UK's interest.

1 Developed economies: German inflation rose More importantly we hold the view that should
0.3% month-on-month, bring the annual UK citizens vote to leave, it could unleash forces
headline inflation rate in Germany to 0.1%. that could have a profoundly negative effect on

"To achieve great things, two things are needed; a plan, and not quite enough time.”
- Leonard Bernstein
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fragile global economies and investment
markets. In the event of there being a Brexit-
induced shock, it will certainly push most global
economies, with the exception of India and
China, into recession. The stakes in this high-risk
political game should not be under-emphasized.
1 The US election: as though having to face and
deal with the consequences are not sufficient,
we are adding the US election to the list of items
on our radar screen. We will have more to say
about this item in the coming months but suffice
for now is to say that, at least in our view, a world
with Donald Trump as US President is a much
riskier and scarier place, not to speak of the
severe negative global economic responses that

would ensue were he to be elected.

India - Facades of houses in Sidhpur, Gujarat

Helicopter money — watch this space
We often allude to the fact that current financial and

investment conditions are hardly what one could call
“normal”. We have, though, been saying this for the
past seven years, so one can legitimately question
whether or not it still holds any merit. Be that as it
may, | thought the following excerpt from Deutsche
Bank’s Jim Reid was thought-provoking if not
somewhat alarming. It goes to show yet again how
crazy the world is at present; certainly conditions you
would not find described in modern economics
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textbooks. “... It was fascinating to read a few news
stories yesterday discussing that [Switzerland] is
going to vote on June 5th as to whether the
electorate support the principle of an 'unconditional
basic income' (UBI) for all adults of CHF30,000
($30,000) per year. Even children would get a quarter
of this which is some pocket money! It's worth
highlighting that the vote is non-binding and it's not
unusual for the Swiss to have such referendum votes.
The expectation is that the motion will fail to pass
with UK's Independent online paper suggesting
40/60 against at the moment. However this number
in support in principle is still quite high given the
radical concept and it's fascinating that the UBI story
is gathering more and more international recognition
with small pilot schemes being discussed in Finland
and Canada amongst others exploring the idea. We
first saw mention of this in this cycle a few years back
as a very left-field thought when discussing the
likelihood of robots taking over the world in the
future and destroying hundreds of millions of manual
jobs around the globe. There is still an undercurrent
of this in the discussions but the idea is getting more
mainstream global attention as a way of reducing
inequality and also as a vehicle for how helicopter
money might be able to be used as a vehicle to help
fix the low growth and inflation mire that the global
economy is in. It's another of these post-GFC policies
that a few years ago you would have been laughed at
for suggesting likely in the future. However the idea
is gathering more and more momentum and it
wouldn't be a surprise to see derivations of it
eventually implemented in a major economy.”

Of course the vote has come and gone since Jim's
comments. Nearly 78% of the Swiss voters rejected
the notion of UBI, but the point here is the extent to
which the view is gaining momentum globally despite
how nonsensical it sounds. To repeat Jim Reid, “the
idea is gathering more and more momentum and it

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

- Leonard Bernstein



