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August in perspective 9 global markets India, Indonesia, Mexico, South Africa, and

To describe August 6 smarket behaviour as Turkey all fall into this category. With  the crisis in
ocatastrophic 6 might be a bit melodramatic & Argentina now in full swing, and Turkey and South

unless you are a Turk or Argentinian of course. To Africa shooting themselves in the foot with

describe it as oconcerning 6 understates the irrational policies and pronouncements, it was

powerful forces at work in currency and equity only a matter of time before the dominoes

markets. One thing is for certain though  dthe past started tumbling. Despite increasing interest rates

month showed that o0global t66®,theadlgentinial pesd &till dedlihedl 28€L1%

is simply no place to hide for structurally weak against the dollar in August.
economies & only the strong survive in this kind of continuing to make all sorts of ludicrous

environment . Any sign of political indiscretion statements and promising the most irrational

and structural economic weakness was dealt economic policies, the lira tumbled 25.9%. You

with swiftly and mercilessly during August. A lot of know the South African story we l | ; it doesnod
these pressures ha ve been building for a time, that the rand is one of the most highly tradeable

and we have warned against them, especially emerging market currencies 3 it fell 10.6% against

South Africads position i nthddbllarsOng getdan indicatiorbobitiie cdrage p ast
month saw powerful forces unleashed that by reviewing the year -to-date declines against

puni shed the oweak and vul the tolldh lofe Some of the most vuln erable
currencies: the Argentinian peso has fallen just
over 50%, the Turkish lira 42.7%, the Brazilian real
19.5%, the rand 15.5%, the Indian rupee 10.1%,
and the Indonesian rupiah 7.9% (at the time of
writing the latter has just dropped to a 20  -year
low). Perhaps now you understand why |

. f described the market activity as catastrophic

Tanzania 6 flamingos on a lake

{‘ In the background , the US dollar continued to
= rise, fueled by the expectation of higher interest

- rates and a robust economy. The trade -
weighted index (DXY) rose 0.6%, br inging its year -
to-date gain to 3.3%. The dollar strength,
together with concerns about the effect of the
global trade war that has begun in all earnest,
weighed heavily on the commodity complex,
providing another body blow to the already
weakened emerging mar ket Obasket C ¢
Although the oil price rose 11.7% off a low base,

the price of gold, platinum, and copper declined

2.2%, 4.1%, and 3.8% respectively. The prices of
soft (food) commaodities declined far more.

-
&

we

If the above sounds like the beginning of a bad
novel, f orgive me. | want to convey the extent of

the damage that was done in certain markets o}
currency and equity markets in particular dasa
result, primarily, of the strong dollar but also
corporate strength in certain global giants. Let

me start with currenc y markets : c ertain emerging
economies are structurally weak and in recent
years have not taken the necessary policy action

to rectify their weaknesses. Argentina, Brazil,

“To achieve great things, two things are needed; a plan, and not quite enough time.”
- Leonard Bernstein
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Letds turn our att ¢ymarkets.n
Remember the movements here are those of the
local indices & so you need to factor in the
currency crisis where appropriate, to appreciate

the full damage in dollar terms. It has been quite
schizophrenic to see the enormous damage
done to emerg ing equity markets, and weak
developed markets on the one hand, while on

the other a US equity market that has gone on to
register record after all -time record.

The US equity market rose 3.2%, while the UK,
German, and Swiss markets declined 4.1%, 3.5%,
and 2.2% respectively. Note how well the mid
and small cap sectors of the US equity market are
doing: during August the S&P Mid and Small cap
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t market lofo8tb%,l Braeilqll.0%, Turkey 30.2%, and

Argentina 31.2%. Against this background, the
difference between the MSCI World index
monthly return of 1.0% and the -2.9% MSCI
Emerging Market index return is understandable.
The vyear-to-date returns of 3.4% and -8.9%
respective ly highlight just how poorly emerging
markets have performed so far this year. The
message is clear 9 the most attractive returns so
far this year have been generated by developed
markets and US markets in particular, while the
dollar has been the best performing currency.
Global bonds were surprisingly stable during
August, with the Bloomberg Global Aggregate
Bond index rising 0.1%.

Chart 1: Global returnsto 3 1 August 2018

indices rose 3.0% and 6.0% respectively, bringing
their respective year -to-date returns to 7.6% and
17.3%. US equity markets were again propelled
by the tech sector with the NASDAQ rising 5.7%
(year -to-date return of 17.5%). It is hard to believe
t hat S 0ome of t he wor |
giants can get any bigger, but look no further
than their movements during Augu  st: Apple rose
19.6% during the month alone, adding an
astonishing $178bn to its market cap (size) in the
process. Amazon didnot fare t
rising 13.2%, adding $115bn in market cap during
the month. To put Appl eds

dods

its market cap increase during August alone is
equivalent to around 85% of the total value of the
South African economy.

The Chinese and Hong Kong markets fell 5.3%
and 2.4% respectively, while the real damage
was seen in the Russian market, down 6.9%,
Turkey and Greece , 4.4% and 4.2% respectively,
and Brazil , 3.2%. To underline my earlier point that
these returns are reflected in local currency
terms, adjusting them for dollar terms yields
monthly declines in the South African equity
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What s on our radar
Here are a few items we are keeping an eye on:

i The SA economy: The South African
economy shrank for the second consecutive
quarter, heralding yet another recession ,
which the country can least afford. The
economy declined at an annualized rate of
0.7% during the second quarter (Q2) versus  a
2.6% decline during Q1. Refer to Chart 2 for
a historic overview of the SA economy.

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

- Leonard Bernstein
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Chart 2: Historic SA growth trends

GDP growth: g/q % saar Actual GDP: R trillion (SAAR) 23

EmQ-o-q % change
~—Actual value

10

34

~ 29

+ 2.7

- 25

- 23

)

21

~19

- 1.7

o & b

- ~15
93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18

_Pakistan 8

Source: Nedbank

Although exports increased by 13.7% and
imports by 3.1%, thus having a positive effect
on the economy, expenditure declined by
3.6%, more than annulling the  positive effect
from net exports. Expenditure was pulled
down by weak consumer demand, shrinking
fixed investment and a rundown in
inventories 0 all highly indicative of a lack of
confidence in the future.

Chart 3: SA economy sector breakdown

Table 1: Sector breakdown of GDP

Industries Q-0-q % change (seasonally adjusted and annualised) Size

2016 Q117 Q27  Q3IM7 Q47 2017 Q18 Q218 % of total

Agriculture -102 256 36.9 a7 39.0 1.7 -336 292 26
Mining -4.2 126 78 6.2 4.4 46 -103 49 80
Manufacturing 0.9 4.1 29 37 4.3 0.2 6.7 03 13.2
Power & water =23 5.6 g1 6.1 33 0.2 02 21 3.7
Censtruction 11 -1.2 -0.7 -1.2 -14 -0.3 -19 23 39
Domestic trade 1.7 5.6 09 0.1 4.8 -0.6 <31 -1.9 15.0
Transport & comm 0.8 -1.3 26 o8 28 15 09 -4.9 99
Finance 23 -0.5 31 19 25 19 11 19 20.2
General government 14 0.5 -1.9 1.1 14 03 19 -0.5 17.7
Persanal services 15 03 17 1.2 1.0 1.2 12 08 58
Value added 0.7 -0.4 28 25 3.0 13 -28 -08 100.0
GDP 0.6 -0.5 2.9 2.3 31 1.3 26 0.7

Source: Nedbank

On a more positive note, inflation declined
marginally during August, falling to an
annual rate of 4.9%, from 5.1% in July. Core
inflation is 4.2%. Although the news was a
relief, consumers await another material fuel
price increase in September,  which is likely to
push inflation higher over time. That said, SA
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inflation remains relatively benign, a  Ithough

sadly this is the case for the wrong reasons:

consumer demand and general growth

conditions are so bleak, there is simply no

ability for anyone to increase prices. That

said, inflation remains within the SA Reserve
Bankds target r a3fgaede®wf bet w

green fodder crops

.

The US economy : Economic news out of the

US continues to be favourable, and confirms

the ideal 0Gol dil ocks wor |l
hot nor too col d, but just
growth and by implication a favourable

environment for US equity invest ment. By

way of example, US consumer confidence

came in a lot better than expected,

reaching its highest reading since October

2000. The second quarter (Q2) growth rate

was revised up from 4.1% to 4.2% and at the

time of writing the Q3 growth rate isontr  ack

to register around 3. 5%. The ISM (PMI)
manufacturing index rose more than

expected to its highest level in 14 years. The

new orders, production, and employment
sub-components all rose strongly, indicative

of a high -quality report. The ISM non-
manufacturing index reading was also

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

- Leonard Bernstein
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strong, confirming the broad nature of annual rate of 4.2% during Q2. The Indian
growth. Even the inflation data was more economy grew at a rate of 8.2% during Q2,
mut ed t han expected: A u g theréb$ sbecomimgn uhe | fastest growing
headline inflation rate  declined from 2.9% to economy in the world. That  said, there were
2.7%, while core inflation i.e. excluding  food a number of reasons for the high growth, not
and energy prices, declined from 2.4%  in July least of which is the low base, so this rate of

to 2.2%. growth is unlikely to be repeated. The

Reserve Bank of India (RBI) has raised
interested rates by 0.5% during the past two
months, partly in an e ffort to defend the
rupee, but it still seems like the Indian
economy will grow at about 7.5% during
2018. Inflation declined below 4% for the first
time in 10 months. Annual inflation in August
came in at 3.8% , although the RBI is targeting
4.8%in the year to March 2019.

Vietnam 0 tea picking

Turning to Turkey, the annual inflation rate
there rose to 17.9% in August, compared to
the central bankds 5% targ:¢
inflation rose from 25.0% to 32.1%, the highest
rate in 15 years. S o there is likely more bad
news t o C 0Ome. Tur keyds c
consequently  increased interest rates by

e 6.25% to 24.0% at their September meeting.
The lira moved in an 8.5% range on the day
of the announcement.  While economically
this was the appropriate r esponse, the move

dvlvaa ﬁu@p{ising in that it flew in the fac e of
President Erdogaabdushow ecent
Ointerest rates cause iinflationd an
was about to Otake <control
p ol i Eoflaving the hike in rates, Erdogan
instituted a decree  that will force most
Turkish entities to stop using foreign
currencies to lend or borrow. The Turkish
economy grew at an annual rate of 5.2%
during Q2, from 7.3 % in Q1. The Minister of
Treasury and Finance announced the new
econom ic programme for the peri od 2019-
2021, focussing on economic balancing,

1 Developed economies : the Swiss economy
grew at a quarterly rate of 0.7% during Q2, a
bit lower than the 1.0% growth of Q1.
Inflation, at 1.0%, is still below the Swiss
Nati onal B a n k étability2thrésReld.p r i ¢

1 Emerging economies : Argentina continued
to dominate many of the headlines. On 31
August the central bank raised interest rates
by 15.0%, from 45.0%1t060.0%, but t hat
stop the peso from falling another 13.4% on
the day. The cur rency has no w fallen, at the
time of writing, by 53.8% so far this year. The
Merval stock exchange index is  up 13.4% so
far this year in local currency terms , but in
dollar terms you would st ill be nursing losses
in the order of 40.0% . Inflation is running at
31.2% but rates are clearly insufficient to
attract capital. The IMF increased their
$50bn bailout to $ 65bn and have started
disbursing some of the capital. The
Argentinian economy contracted by an

“To achieve great things, two things are needed; a plan, and not quite enough time.”
- Leonard Bernstein
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fiscal discipline and transformation in
manufacturing and exports, while reducing
inflation. Turkey targets a growth rate of 3.8%

in 2018, 2.3% in 2019, 3.5% in 2020 and 5% in
2021. It expects the current acco  unt deficit
to fall from 4.7% of GDP this year to 2.6% by
2021, while inflation is forecast to fall from
20.8% in 2018 to 6% in 2021.

Czech Republic 8 white -tailed eagle

Turning to China , retails sales rose 9.0% in the
year to August , industrial production rose

6.1%, and fixed asset investmen t 5.3%.
Consumer inflation for the year to August
rose 2.3% while producer inflation was a bit
higher at 4.1%. All in all, the Chinese
economy is still in good economic shape.
Growth may be slowing a bit but there are

no signs, at least in our view, thatt here is any
cause for concern.

Chart of the month
We have continuously suggested that the US

economy is in great shape. Growth continues to

be robust, unemployment is at a record low,
interest rates, though rising, are still relatively low
and inflation remains under control. Yet the
media are full of articles suggesting the next US
recession is around the corner.  Although w e do
not believe this to be the case , itis important that

we consider these views . The mar ket
nobodyd and wecamtoqnot falt itk e
the trap of group -think, or simply believing what

is convenient for us.

Chart 4: Is a US recession imminent’>
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With that in mind then, consider  Chart 4, which
shows the present situation component of
consumer confidence less the expectations
component. From the chart it is clear that
consumers are more optimistic about the present
than the future. More interestingly is the fact that
once the difference between the two
components reaches current lev  els, a recession
seems imminent (shaded lines in the chart
indicate past recessions). Just to be clear, we do

not believe a US recession is imminent. In fact, we
would go so far as to say that we are unlikely to
approach anything like recession ary conditions
for at least another year, if not longer.

Quotes to chew on
Leading from the front

The ex-Business Day editor, Peter Bruce, wrote an
interesting article in the Business Day in early -
September , which | thought was worth sharing
with you . In it he raised a humber of issues about
which we feel similarly. It is comf orting to see we
are not the only ones deeply concerned about

the state of the South African economy and the
country in general. Here is an edited version of his
article; you can view the full one by clicking here .

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

- Leonard Bernstein
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00n Friday morning President Cyril Ramaphosa pound, more t han R15 to buy a dollar. It means

arrives home from a summit in China, in the dying paying back our humungous debt will cost more

days of their summer. The Chinese have a lot of rands, the import of capital goods required to

time for Ramaphosa. He 6 s tkick-start some kind of recovery becomes

trusted Jac ob Zuma fi Vladimir Putin can have prohibitively expensive, and we have no budget

him. in the military, public works or public e  nterprises
to create new demand that in turn might help

Xi Jinping has Cyril ds klocal manufacturing or services.

something considering what Donald Trump has
done to Americads standing
reciprocated. Ramaphosa admires what the
Chinese have done. He likes the way th ey run
their state -owned enterprises (SOEs) and he has
spent more than one visit touring them and
tal king about them. He i s
on SOEs through Unisa and the Chinese will come

out of it well, you can be sure.

é some things here are going well. Commissions

of inquiry into past corruption are throwing new

light on our recent past and must be
strengthening his position. Enemies are being
taken out. Supra Mahumapelo, Tom Moyane,
Shaun Abraham s. All gone. Jacob Zuma and his
son face trial. The opposition is all over the place.

But é we are nevertheless in crisis. Figures confirm
this week we are in recession. Not a "technical
recession” as the radio
"technically dead" when your heart stops
beating but youdr e al so
nothing "technical" about it. We are in recession,
period. Consumer confidence is low. The
purchasing managersd inde
future purchasing by companies, is off  the charts

low.

It is a mess, and when you add to the scenario
continued unease about and, frankly, complete
ignorance of, the future of land ownership in the
country,itisunderstan dabl e t hat the eco
shoulders would droop, as they have. And in a
x move that is just asking for real trouble down the
road, we have now begun to subsidise the price
of fuel. | cannot think of anything quite so stupid.
Except, perhaps, land expropriation without
compensation without explanation. For how long
does the president expect t he
and homeowners to wait for a convenient time
for him to say what he means by making the
constitution more "explicit" on expropriation

Unemployment is at record highs and our without compensation? The longer he waits the

currency is testing lows last felt when Zuma
installed the ridiculous Des van Rooyen as
finance minister for a few mad days in December

2015. It now costs more than R20 to buy a British

more emotions will get out of control and the
tougher the job he will have keeping his authority
intact.

“To achieve great things, two things are needed; a plan, and not quite enough time.”
- Leonard Bernstein
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Already his pledge that there will be no land August in perspective 9 local markets

grabs under his presidency is being made h  ollow. Turning to the South African equity markets,  the
There is land being grabbed in the south of All Share index produced a return of 2.3%, which
Johannesburg, in Hammanskraal, in Limpopo fi looks good on the face of it, but of course in
and it isnb6t being taken bdolfakterhy wdshegtrertel Ipb c® .(-8.5%).yThe
not, Mr President? Surely the police have rand -hedge sectors of Basic Materials and
standing ordersonthis? And it ds not g ondisialsti(tRanks ® h large weighting in offshore
teling people to  wait for the medium -term return -driven companies) produced monthly
budget policy statement i netushd of 56e0e &nd 01.9% irddsectivelP.i Phe
weeks is too long. Financial sector flew into the headwind of the

weak rand, an d ended only 0.3% higher, which is
stillremarkable given how sensitive the index is to

a weak rand. The All Bond index was under
pressure throughout the month, ending down
1.9%. Across the size (market cap) spectrum, the
Top40, Mid, and Small cap indices generated
monthly returns of 2.4%, 1.5%, and 1.2%
respectively.

Vietnam 8 daisy farm
2% £ 5@

Chart 5: Local returnsto 31 August 2018
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When you land today, Mr President é Take 10% 1
charge. People want to see you lead. Not after

an election but now, before one. Say want you
mean about land. Say what you want to do with oos |
Eskom and the SOEs. Don dt worry ahb 23%  2.4% 5.6%  0.3%

Julius Malema might do o1 gyl

your own shadow. Rather give us some clarity ALSL TOR4D MDA TALs RS e S
about where our country is going.

5% -

-1.9%

Youdd be anwawekpkople cespond to For the r_ecord
straight talk. 6 Table 1 liststhe latest returns of the mutual and

retirement funds wunder Maest
include income and are presented after fees

have been charged. Fund Summaries for each

respective fund listed in the table, as well as all

the historic returns, are availa ble on our website .

“To achieve great things, two things are needed; a plan, and not quite enough time.”
- Leonard Bernstein
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Table 1: Ther et ur ns of funds

Period Month Year to Year

ended date
Maestro Equity Prescient
Fund Aug  6.6% 0.8% -2.7%
JSE All Share Index Aug 2.3% 0.4% 6.9%
Maestro Growth Fund Aug 57% 5.9% 5.3%
Fund Benchmark Aug 2.4% 3.7% 8.7%
Maestro Balanced Fund Aug 5.9% 6.5% 6.3%
Fund Benchmark Aug 2.2% 4.1% 8.8%
Maestro Cautious Fund Aug 1.5% 2.2% 2.8%
Fund Benchmark Aug 0.4% 3.5% 7.6%
Central Park Global
Balanced Fund ($) Jul -1.7%  1.5% 14.0%
Benchmark * Jul 1.8% 0.8% 5.6%
Sector average ** Jul 1.4% -0.1% 3.5%
Maestro Global
Balanced Fund Jul -55% 7.2% N/A
Benchmark* Jul 27% 6.7% 4.9%
Sector average** * Jul -2.3% 6.0% 4.0%

* 60% MSCI World Index and 40% Bloomberg Global
Aggregate Bond Index

** Morningstar USD Moderate Allocation ($)

*** Morningstar ASISA Global Multi Asset Flexible Category

File 13. Things almost worth remembering
The Big just keep getting bigger
Although Chinese tech companies are having a

rough vyear, the very large global tech
companies continue to dominate headlines,
particularly with the growth in their size. The

investment profession is very fond of their jargon,
but for the purposes of this discussion, | remind
you that the FANG stocks consist of Facebook,
Amazon, Netflix and Google . This has changed
quite a bit and | have seen all s orts of derivatives
of the FANG index, specifically including the likes

of Apple, which makes sense given its size. Then
there is the Chinese equivalent , BAT, which
includes Baidu, Alibaba , and Tencent. There are
inherent contradictions in each of FA NG and
BAT, given that Google isnow actually Alphabet,
and that Alibaba and Baidu are both listed in the

US, but that aside, the concept makes for
intriguing analysis.
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i Bearihganenimd thatd=AN& anc BAT exclude the

giant, Apple, you will be interested to know that
the BAT trio combined with the FANG  companies
now have a combined market -capitalization
(size) of slightly more than  $3.9trn, accounting for
about 9% of the total global market
capitalization The US group (FANG) has
outperformed its Chinese counterpart ( BAT)
largely due tolocal marketissues as well as state/
regulatory interventions.  Although they share
similarities, the FANG and BAT differ materially in
geographical exposure  and business models , as
well as top -line drivers and risks.

For the record, Alibaba, Tencent , and Alphabet
(Google) are amongst the largest companies in

our global equity portfolios, while we have no
exposur e to Baidu, Facebook, Netflix or Amazon
or Apple for that matter

Senegal ¢ Lake Retba, northeast of Dakar

Speaking of China, more exposure is on the way

In late September, t he two large data  and index
vendors, FTSE and MSCI, announced that A -
shares in China will get a  greater weight ing. FTSE
announced a 25 .0% China A -share inclusion
through a three -step process begin ning in 2019.
Thiswould take the form of a 5% inclusion in June
2019, rising to 15% inclusion in September 2019
and to 25% in March 2020. MSCI propos ed a 20%
poten tial inclusion factor in 2019 , which is higher

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

- Leonard Bernstein



