August in perspective – global markets
It is hard to believe we are already in the last
month of the third quarter, with spring apparently
on the way. That said, I have seen more snow on
the Western Cape Mountains recently than I
have for many years, so perhaps we have got
the calendar wrong this year. Mind you, you can
be forgiven for getting many things wrong in
2020. In many respects this whole year seems “all
wrong”. So much change is all around us,
profound change at that, life-altering change,
that it really is hard to see “life as we knew it”
returning soon.

we put another month of remarkable month of
performance and behaviour behind us and
move into September, with little sign that
markets’ current momentum or nature is about to
change.
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Chart 1: Global returns to 31 August 2020
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Of course you don’t need me to tell you this – you
experience it every day now. But it is a useful
background against which to share August’s
market behaviour with you, for, in a review of
global investment markets, things are also “not
quite what they used to be”. By way of an
example, is it really possible that the US equity
market (S&P500) has risen 60.9% (at the time of
writing) since its trough on 23 March? And the
NASDAQ, the home of many global tech
companies, is 80.1% higher. Aren’t we in an
economic, health and financial crisis? It seems
like the markets didn’t get that memo! So it is that

Source: @jo_shutter

Developed global equity markets were the real
winners out of all asset classes during August. The
MSCI World index, itself at an all-time high, rose
6.5%, after its 4.7% gain in July, while the Emerging
Markets index rose only 2.1%. The US equity
market was a key driver of the former, rising 7.2%
- the index registered its best August return since
1986 – while the Chinese and Indian equity
markets rose “only” 2.6% and 2.7% respectively
during the month. The Japanese market rose
6.6% and the German one 5.1%. Brazil actually
declined 3.4% and Turkey 4.3%, while the Swiss
market eked out a positive return of 1.3%. The
NASDAQ index rose 9.6% in August, after a 6.8%
rise in July, with its year-to-date and annual

returns to end-August now 31.2% and 47.9%
respectively; not bad whilst being in the midst of
a global, “triple crisis”. Of course there are
markets that are going nowhere very quickly,
such as the UK equity market, which is still down
20.9% this year so far.
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Global bond markets put in a forgettable month,
although there is plenty of commentary about
them. The world is watching closely at what
happens to long-term interest rates in developed
and developing countries. The Bloomberg
Global Aggregated Bond index lost 0.2%.

What’s on our radar screen?
Here is a summary of the things we have been
keeping an eye on:


The SA economy: The South African
economy shrank 51.0% on an annualized
basis during the second quarter (Q2). Q1’s
growth was revised down to 1.8%. The Q2
collapse extended the recession into a
fourth quarter, the longest period of
consecutive quarterly contractions since
1992. Steep declines were seen in almost all
sectors; examples include the construction
sector (-76.6% in Q2 versus -4.7% in Q1),
manufacturing (-74.9% versus -8.5%),
mining (-73.1% versus -21.5%), transport,
storage and communication (-67.9% versus
0.5%), and trade, catering and accommodation (-67.6% versus -0.7%). The economy
shrank at an annual rate of 17.1% to endJune. Although there will be an obvious
bounce during the third and hopefully the
fourth quarter, we still expect the SA
economy to decline between 8% and 10%
for 2020 as a whole, and may well register
another decline in 2021. For the record, the
SA Reserve Bank expects the SA economy
to decline 8.2% in 2020 while the consensus
forecast is for a decline of 8.0%.

Chart 2: SA economic growth rate (%)
Quarter-on-quarter, annualized

The dollar was weak during the month – the DXY
index lost 1.3% - which was a catalyst for many
price movements across asset classes. Most
currencies were firmer against the greenback,
and commodity prices enjoyed a strong month.
The iron ore price rose 11.6%, copper 4.5%, and
aluminium 5.3%. Silver, frequently referred to as
“the poor man’s gold” rose 18.1%, following its
29.4% gain in July. Soft (food and agricultural)
commodities were firmer on the month.

Source: Tradingeconomics.com



The annual inflation rate rose to 3.2% in July,
from 2.1% and 2.2% in May and June
respectively. The core inflation rate i.e.
excluding food and energy prices, rose
from 3.0% in May to 3.2% in June.
The US economy: US Q2 economic growth
was revised upwards from -32.9% to -31.5%,
versus -5.0% in Q1. Personal consumption
rose 1.9% during July, significantly lower
than the rebound in May and June of 8.6%
and 6.2% respectively. Personal income
rose 0.4%. 1.37m jobs were created during
August, although this is some way off the
4.8m jobs created in June. To place that in
respectively, of the 22.2m jobs lost in March
and April, 11.6m remain “lost” since the
pandemic struck.

by 54.2% and the leisure sector by 18.8%.
Corporate services and healthcare each
retreated by 8.6%. Private consumption fell
by 8.6% and manufacturing 9.0%. On the
other hand, some sectors surprised
positively: retail sales declined only by 3.6%,
financial and insurance services by 2.0%,
while the public sector even grew by 0.2%.
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Chart 3: US non-farm payrolls
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The annual inflation rate increased from
1.0% in July to 1.3% in August, and has risen
steadily since its 0.1% level in May. Core US
inflation has followed a similar trend, rising
from 1.2% in May to 1.7% in August,
although the absolute level of core
inflation remains extremely low by historic
standards.
Developed economies: The Swiss economy
declined by 8.2% on a quarter-on-quarter
basis during Q2, following the decline of
2.5% in Q1. The service sector was
responsible for 70% of the decline; more
specifically, the hospitality sector declined



Emerging economies: The Indian economy
declined at an annualized rate of 23.9%
during Q2. The agricultural sector actually
rose by 3.4%, but industry declined 33.8%
and services 24.3%. India has recently
become the virtual epicentre of the Covid19 pandemic and one can expect their
economy
to
continue
suffering
accordingly. The Mexican economy
declined at an annual rate of 18.7%, the
fifth consecutive quarter of declines. The
Brazilian economy declined at an annual
rate of 11.4% during Q2, after a decline of
0.3% during Q1. As in so many countries,
household
spending,
government

spending and fixed investment were the
hardest hit. Governments support in light of
the pandemic has pushed the primary
deficit to 15% of GDP and gross
government debt to over 100% of GDP –
something the market is watching closely.
The central bank of Colombia cut its
benchmark rate by 0.25% to a new historic
low of 2.0%.

Going to market

Allan Gray’s Sandy McGregor recently wrote an
excellent article on the topic, which you can
read in full by clicking here. I list below excerpts
from the article, but I commend the entire article
to you.
“Modern monetary theory is a new term for an
old idea. Its proponents argue a state that issues
fiat money does not have to resort to taxation
and borrowing to pay its bills. It can fund itself
simply by printing money. While there are
numerous historical examples of unfunded fiscal
spending being followed by hyperinflation and
economic collapse, the modern supporters of
what would previously have been regarded as
economic heresy say this time it is different.
“For centuries a golden rule of public finance has
been that a state should live within its means.
Fiscal spending should not exceed sustainable
tax revenues and prudent borrowing.

Source: @rkrkrk

Quotes to chew on
Modern money theory revisited
We have spent some time in recent editions of
Intermezzo on a relatively new school of
economic theory referred to as Modern Money
Theory. One aspect of the theory that has
become a key discussion point is so-called
“helicopter
money”,
which
would
see
government paying citizens a monthly wage in
order to stimulate consumer demand.

“The wisdom of this precept was confirmed when
governments tried to sustain economic growth
by Keynesian deficit spending into the recession
triggered by the first oil price shock in 1973. The
consequence was damaging inflation, which
was only brought under control in the early 1980s
when the Fed raised dollar interest rates to levels
that caused a serious recession. After this bad
experience financial prudence again became
the guiding principle of public finance.
“In recent years in many countries political
leadership has become increasingly restive
about the constraint on government spending
imposed by what have generally been regarded
as prudent targets for fiscal deficits and the
appropriate level of government debt relative to
GDP.

“The present orgy of spending financed by
printing money sets an alarming precedent. It
seems to give the lie to the idea that public
spending must not exceed available resources.
“Politics is like water. It flows downhill by the
easiest path. The rapidly developing habit of
using central banks to finance governments will
be difficult to break. Modern monetary theory is
a dangerous drug to which political elites can
easily become addicted. The developed
economies of the northern hemisphere can
pursue imprudent fiscal policies because in the
current deflationary environment they can get
away with it, at least in the short term. They have
large, diverse and robust economies.
“Even though these nations are probably
creating serious problems for the future, they
have the freedom to be irresponsible without
immediate adverse consequences. The same
does not apply to emerging markets such as SA.
Our immediate problem is a paucity of domestic
savings. In recent years we have been trapped
in economic stagnation. Our fiscal deficit has
grown so large it is now consuming all our
national savings, and even on the most optimistic
projections threatens to crowd the private sector
out of domestic capital markets for years.
“Foreigners who invest in emerging markets are
particularly neurotic about governments that are
unconventionally imprudent. They wish to avoid
investing in a country that will become the next
Zimbabwe, Venezuela or Argentina. Among the
warning signals that would prompt instant capital
flight is funding the government through the
central bank by printing money. If SA started
doing this an exodus of capital would make
financing the fiscal deficit more difficult and
expensive.

“There is a lot of foreign money in SA, including
about R500bn in government bonds, the owners
of which could panic. The rand would weaken
with inflationary consequences, which would
force the Reserve Bank to increase interest rates.
While there would be immediate short-term
costs, even more damaging would be the longterm
consequences
of
exclusion
from
international capital markets. Who in their right
mind would invest in a country adopting the
policies that bankrupted Zimbabwe? (my italics)
“While funding SA’s fiscal deficit is a formidable
challenge, we lack the freedom to copy
developed economies and print the money. To
do so would make matters even worse. Modern
monetary theory is not for us”.
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growth in spending, thus pushing government
finances to the proverbial cliff.
“Despite not having a clear academic definition,
the term fiscal cliff was used in 2012 by Ben
Bernanke, then governor of the US Federal
Reserve, to symbolise the impact the coinciding
end of various tax incentives would have on the
US economy. It is thus a situation in which
problems in public finances spill over to the real
economy.

Source: @k3lvinch

South Africa right at the fiscal cliff
In an equally prescient article, Jannie Rossouw,
interim head of the Wits Business School at the
University of the Witwatersrand, and Fanie
Joubert, senior lecturer in the department of
economics at the University of SA, wrote an
article that suggests South Africa is on the cusp of
its own “fiscal cliff”. Once again, I commend the
whole article to you by accessing it here, but for
time sake present an excerpt below.
“The supplementary budget tabled in June
indicated that SA’s existing dire fiscal position
had taken a turn for the worse. The Fiscal Cliff
Study Group (FCSG) has been warning since
2014 that SA’s public finances were developing
in an unsustainable way. The growth in
government revenue could not match the

“Having identified similar possible problems
facing SA, the FCSG used the concept to define
SA’s fiscal cliff as the point where government
expenditure on social grants, compensation to
civil servants and interest on government debt
exceeds total government revenue. All three of
these items grew sharply in the past decade, a
period during which economic growth has
mostly underperformed.
“Due to low economic growth and a
concomitant low growth in government
revenue, the government reverted to oldfashioned Keynesian deficit spending to try lifting
the economy out of its slump. This strategy is the
opposite of austerity budgets, which would imply
at least a balanced budget. SA has run large
budget deficits averaging more than 5% of GDP
annually over the past decade. No reserve
capacity for future expansion (or shocks) was
thus created.
“These large deficits stem from aspects such as
incorrect economic growth projections by the
National Treasury. In the past decade SA’s
annual economic growth potential declined
from 2.5% to about 1.5%. The decline has been
attributed to various factors, including uncertain
government policy and structural challenges,

while state capture and corruption amplified the
problem. This decline in potential growth was not
identified by the National Treasury timeously,
resulting in overestimations of government
revenue.
Total
government
expenditure
simultaneously continued to rise strongly, justified
by the over-optimistic projections. Ultimately, this
caused a sharp increase in government debt.
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“A worrying similarity between the three main
expenditure components analysed by the FCSG
(grants, remuneration and interest payments) is
that these expenses do not generate future
assets (and therefore income). The government
focused extensively on supporting consumption
expenditure in its attempt to stimulate the
economy, while the rise in debt payments
became merely an accounting exercise as debt
levels rose. This is further evidence that the
government did not adopt austerity budgets
over the past decade.

“The 2020 supplementary budget was tabled out
of necessity in response to the economic impact
of the Covid-19 crisis. Data from this budget shows
that SA has now reached the fiscal cliff, as the
sum of grants, remuneration and interest
payments will amount to more than 100% of tax
revenue during the 2020/2021 financial year (my
italics).
“This indicates a significant deterioration
compared with the position in the February
budget, when this ratio was 75.5% of tax revenue.
Looking further back the position is even more
worrying, as this ratio was about 55% in the
2007/2008 fiscal year. The ratio thus almost
doubled over the past decade, while the
government was unable to curb the trend.
Strong rises in these three expenditure items
crowd out spending on other necessities, for
example maintenance of and investment in new
infrastructure.
“Due
to
the
Covid-19
restriction
the
government’s revenue will decrease about
R300bn this year. If this revenue can be
replenished in the next fiscal year (or at least
return to the pre-crisis level), it could create room
for some years to step back from the fiscal cliff.
Drastic action by the government will be
required to recover permanently though.
“The government has a small window of
opportunity to retreat from the fiscal cliff by
reining in expenditure. Economic activity needs
to recover to at least the potential growth level
of 1.5% per annum quickly, to ensure sustained
government revenue growth. If not, analysis
indicates that another cliff will be reached by
2029 or even earlier. In that instance the difficulty
will be more permanent, with inevitable cuts in

expenditure on social grants and civil service
remuneration the only remaining options.
“Years of exuberance regarding budgeting has
led to the situation where SA can realistically only
afford an austerity budget, amid one of the
largest economic crises the country has faced for
at least the last century”.
“All quite extraordinary”
On a slightly different note but still on the topic of
the unusual economic circumstances in which
we find ourselves, I recently received an email
from a client, who shared the following: “I have
just been Skyping my youngest son in the USA.
They have just re-financed their house with a
fixed 3% mortgage for 30 years, and they are
contemplating buying a new car at 0% interest.
All quite extraordinary”.
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The case for China – Part 1
Last month we quoted a section from Cederberg
Capital’s Dawid Krige’s monthly letter. For now I
will do the same; we share his enthusiasm about
the economic future of China as an investment
destination, and we simply couldn’t present it as
well as he does. His article is entitled Getting
Richer.
“To get rich is glorious” - Deng Xiaoping.
“Anyone who has applied for a loan would know
that wealth is typically assessed in terms of one’s
income, assets, or both. So how rich are China’s
consumers today?
“On an income basis, Chinese people are still
poor. Based on a GDP per capita of $10 098,
China ranked 65th in the world last year,
positioned between Mexico and Argentina.
Average urban wages of $12 000 p.a. are less
than a fifth of those earned by the average
American. However, unlike Mexico, Argentina
and the US, inflation-adjusted wages in China
have grown at a rapid 10% p.a. during the past
20 years. Over the next decade, it is conceivable
that they could double again, given the
country’s
buoyant
economy
and
low
unemployment.
“What about assets – how strong are Chinese
consumers’ balance sheets? On this metric, the
typical Chinese person is already rich: at the end
of 2019, the country’s median urban household
net worth of $198 330 was almost double the
American equivalent of $104 000. How is this
possible, you ask?

Source: @nicolas_sjt

“Differences in savings rates and income
inequality (on an average basis, Americans are
still wealthier than Chinese) explain part of it, but

the main reason relates to real estate. Until the
1990s, all property was owned by the Chinese
government. In the largest wealth transfer in
history, the state allowed urban residents to buy
the homes they were living in for a song; today,
those same properties are worth a lot of money!
As a result, 96% of urban Chinese are propertyowners versus 64% in the US. And since they
bought their homes so cheaply, they have not
had to incur huge debts either: only 57% of
Chinese households have any debt, equal to 16%
of their assets; the corresponding figures for
American households are 77% and 36%
respectively.
“Of course, wealth creation has not - and will not
- take place in a straight line. But given their rising
incomes and robust balance sheets – both
virtually unaffected by Covid-19 – we believe
that Chinese consumers continue to face a very
bright long-term future. Getting richer is glorious
indeed”.

Helicopter at Bengri, Haut-Mbomou,
Central African Republic
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The case for China – Part 2
Maestro has for many years seen China as a
fertile ground for profitable investments. This
strategy has worked to good effect and has
benefitted our clients probably more than they
realize. Over half of our global portfolios,
including Central Park Global Balanced Fund,
our unit trust, are invested in Chinese companies
or in investments directly exposed to China.
During US President Trump’s tenure, the animosity
of the West towards anything Chinese has
escalated significantly. The anti-China rhetoric,
which characterizes most Western narratives, has
grown louder and more vociferous. Despite that,
we continue to invest heavily in China and it
continues to bear fruit for our clients.
The obvious question is why we continue to invest
in China when there is so much (largely Western)
animosity towards it. The answer is an old familiar
refrain: “It’s the economy, stupid!” UBS recently
published an excellent piece of research, simply
called “The Case for China” and I would like to
share highlights of this piece, and let you decide
for yourself as to the merits of investing in China,
as opposed to other regions of the world.
I accept there is more to this debate than what I
present below, but our positive views on China
are fashioned on, and underwritten by, the
economic fundamentals of China, which in a
post-Covid world stand in even starker contrast
to other regions. The debate about China, and
the politically-biased and imbued views we hear
every day (which will increase as we approach
the US election in November), are not going
away. However, while the debate continues, we
believe it is actions that count more than words
(half of the words, at least in the US-China
debate, are factually incorrect). So we put our

clients’ money to work through our actions, and
let the returns speak for themselves – in this
regard I refer you to the “For the Record” section
below, where we list our performance track
record.

Chart 5: Labour transfer from agriculture sector

When compared to the rest of the world, China
is likely to rebound much faster than any region
in the world, giving it a unique advantage and
providing the ideal environment against which to
generate superior investment returns.

Chart 4: Covid-19: first in, first out
Real economic growth (annual %)
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During the next decade, UBS see China's growth
slowing to 4.5% a year on average (notwithstanding a likely strong rebound in 2021). This
means China will still contribute more than 30% to
global growth, as it did in the past decade. The
key factors underlying China's potential growth
include firstly, that the working age population is
declining but labour transfer to more productive
parts of the economy will continue, along with
improvement in education (Chinese education
companies have long been amongst our ten
largest holdings) and training (Chart 5).
Secondly, the per capita capital stock (and
labour productivity) is still low relative to more
advanced economies; it is set to increase with
greater investment funded by domestic savings.

Source: UBS

Taking into account further restrictions on access
to technology and US pressure to decouple from
China, UBS have lowered China's potential
growth by 0.3% a year to 4.5% on average for the
2021 - 2030 period. The drag on potential growth
could be as much as another half a percent a
year in the next decade, depending on how
tight and widespread tech restrictions will be,
and how China responds to the challenges.
Nevertheless, China's GDP could reach $28tn in
2030, almost double the current level. If real
growth averaged 4% in the next decade and
inflation averaged 2% a year, in a worst case
scenario, GDP could reach $26.5tn.

Chart 6: China’s low per capita stock
Real capital stock per capita (in USD, 2019)

Source: UBS

China has added the most to global consumer
markets in the past decade, shifting its economy
away from exports and investment, and towards
domestic demand and consumption during the
past decade. Consumption and services as a
share of the economy have increased (Chart 7),
and overall consumption has increased from
$2.6tn in 2009 to $8tn in 2019, slightly bigger than
the increase in US consumption (Chart 8).

Chart 8: China: fast growing consumer market
Global consumption markets ($tn)

Chart 7: GDP share of service sector rising
Share in nominal Chinese GDP (%)

Source: UBS

Source: UBS

This trend is expected to be repeated in the
coming decade. The recent official theme of
“dual circulation” recognizes the worsening
external environment, and focuses more on
domestic demand as an increasingly important
driver of China's economic growth. This will
require the deepening of domestic reforms to
improve the market-orientation of the economy,
increase productivity, level the playing field for
the private sector, and enhance the social safety
net to boost consumption.

An expanding middle-class means more
demand for companies supplying the Chinese
market. While official data suggest that about
600m people had an average disposable
income of only RMB1 000 a month or less ($1 650
or R27 225 a year) in 2019, the number of people
with an average annual disposable income of
$5 000 or more (or household disposable income
in excess of $15 000 or R247 500) had increased
from 130m in 2009 to 620m in 2019. This number is
expected to increase further to 900m by 2030.
The number of people with average annual
disposable income of $10 000 (R165 000) or more
(household disposable income in excess of
$30 000 or R495 000) is expected to increase from
280m in 2018 to 680m in 2030 (Chart 9).

Chart 9: Expansion of the middle class

UBS expects China's total consumption to
increase by between $8tn and $9tn in the next
decade to reach $17tn in 2030.

Source: UBS

The pandemic has led to a significant increase in
online spending on goods and services, a trend
that has persisted even after the pandemic
came under control and mobility restrictions
were relaxed. UBS's China internet team expects
China's online retail sales and penetration to
increase further, reaching RMB17.9tn or 33.5% of
total retail sales by 2022E and at least 40% of total
retail sales around 2024E.

Chart 10: Chinese online retail spending

Source: UBS

A recent UBS Survey showed that Chinese
households upgraded their digital systems in
recent months; 65% of survey respondents intend
to purchase a new computer in the coming 6
months. This evidence suggests that Chinese
families are equipping themselves with better
hardware to match their evolving behaviour to
work from home, study remotely, entertain at
home during and post the Covid-19 pandemic.
Corporates are transforming their business model
with digital services, along with changing
consumer behaviours. China plans to increase
spending on so-called "new infrastructure" in
these areas starting in 2020 – we estimate that
new infrastructure spending including 5G, data
centres, electric vehicle charging stations could
amount to RMB1tn this year.

An arguably more important area of China's
technological upgrade is about automation and
catching up in production capabilities and
sophistication. In the past two decades, through
capital
accumulation
(machinery
and
equipment), foreign direct investment, and
integration into the competitive global market,
China
has
gradually
moved
up
the
manufacturing value chain. As a result, China
production capabilities have improved and its
share in sophisticated manufacturing exports has
increased. China is catching up with automation
as well – Chinese companies installed 154 000
robots in 2018, compared with Japan’s 55 200
and the US’s 40 400. Chinese companies are also
growing as suppliers in industrial automation
equipment – UBS expects domestic suppliers to
take a 17% share in the Chinese market for
factory automation equipment in 2020.
Automation is moving from factory applications
to the service sector including in restaurants,
health care and logistics areas.

Chart 11: R&D spending by country ($bn)

Source: UBS

Going forward, China's large and increasing R&D
spending (Chart 11), its large (4.4m) pool of
science, technology, maths and science (STEM)
graduates, and research and development
(R&D) personnel, and very importantly, its big
market that makes it easy and rewarding to

monetize any improvement and innovation,
bode well for China's continued technological
upgrade and innovation.

Chart 13: China’s monetary easing
Also more modest than many other countries

Chart 12: China’s fiscal stimulus
More modest than many other countries
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With respect to policy and reform, China still has
more policy levers to pull to offset future
economic shocks, compared with most other
major economies. Learning from past lessons,
Chinese policy makers tried to focus on keeping
the pandemic under control and normalizing
activities as fast as possible, while limiting the size
of fiscal and monetary stimulus, especially
compared with the US and China's own stimulus
during the global financial crisis (Charts 12 and
13).

On the monetary policy front, the central bank
has been modest in balance sheet expansion
compared to many other central banks, and can
still lower banks’ reserve ratio requirements (RRR),
which are currently 12.5% for large banks. Given
that interest rates are still some distance from
zero, the availability of RRRs and liquidity facilities,
China has no immediate need to do outright QE
or directly monetize fiscal deficit (Chart 14).

Chart 14: Central bank balance sheets
End-2008 = 100

Despite the recent increase, China's overall
government debt (including implicit local
government debt) was about 73% of GDP in
2019. After a stimulus to combat the pandemic
this year, total government debt should be just
above 80% of GDP in 2020, which is largely
manageable.

Source: UBS

I hope that you will agree, after this fleeting
review of the merits of China and its economy,
that it represents a more fertile ground for the
generation of returns than most, if not all, other
countries around the world.
Of course there are risks, but risks exist in all parts
of the world. If one seeks to generate aboveaverage returns, then it helps to be in the region
where the demographic, social and economic
characteristics are in your favour. In that regard
we retain our humble view that China represents
such an area, and holds far more attractive
characteristics than most other investment
destinations. For that reason we will continue to
ensure that the funds in our care have more than
sufficient exposure to China.

Parking lot in Katowice, Poland

August in perspective – local markets
Turning to South Africa, the firm rand – it rose 0.5%
against the dollar – played a large role in market
movements during the month; it was more
volatile than its meagre monthly movement
appears. The All Share index lost 0.3% on the
month, with the Basic Material, Financial, and
Industrial indices registering respective returns of
0.7%, -4.2% and 0.5%. These returns mirror the
respective year-to-date returns of the indices,
with the Basic Material index having risen 16.0%
so far this year and the Industrial index has risen
5.9%, in sharp contrast to the collapse of 34.3% in
the Financial index. The All Bond index rose 0.8%
in August.

Chart 15: Local returns to 31 August 2020
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September – and Spring apparently – is on us and
we are continuing to monitor markets and
developments within the external environment
as closely as possible. We could easily compile a
long list of concerns about, and threats to, the
current level of global equity markets, but all of
them are known and already in the public
domain, so are unlikely to have a particularly
negative or surprising effect on the markets.
Source: @radkm

It must now be clear to any long-term investor
that 2020, like we said at the beginning of this
letter, is turning out to be a year like no other.
Although we understand most of the forces at
work in the markets, and can appreciate why the
latter continue to rise in the face of so many
uncertainties and threats, we can’t readily
identify any catalysts that will check or change
global equity markets’ relentless grind higher. We
can, however, identify a number of catalysts that
are likely to lift markets even higher, so we remain
of the humble view that one should be exposed
to these markets and enjoy the returns while they
last, rather than sit on the sidelines as a spectator.
We retain our very negative view on local equity
markets, as well as the local economy, and
continue to remit as much of our clients’ capital
offshore as we can, where it is appropriate to do
so given each client’s unique circumstances.
Although this letter is not meant to be a “sales
pitch” of course you are welcome to get in touch
with me on andre@maestroinvestment.co.za at
any stage if you would like to discuss your
investment portfolio with me in more detail.

Snowmobiles in Svalbard, Norway

Source: @mikaelhar

Obituary: Ruth Bader Ginsberg (1933 - 2020)
Ruth Bader Ginsburg, the second woman to
serve on the US Supreme Court and its most
determined advocate for gender equality, has
died at the age of 87. She endured multiple bouts
of cancer before succumbing to the disease.

Source: FT.com

Unusually for a Supreme Court justice, in her later
life Ginsburg became a national cult figure. She
was nicknamed “The Notorious RBG”; movies
and television programs were made about her;
even her exercise regime was avidly followed, all
of which she took with modesty and a wry smile.
Ginsburg’s early professional life embodied the
discrimination practiced against women. She
was a brilliant student, who graduated tied for
first in her class at Columbia Law School, having
transferred from Harvard where she served on
the prestigious Harvard Law Review. Yet all her
applications to New York law firms were rejected.
Supreme Court justice Felix Frankfurter refused to
even grant her an interview for a clerkship. She
turned that experience into a life-long crusade,
operating within, not outside, the legal system, as
a university professor, advocate and judge. Her
1993 elevation to the highest bench by President
Bill Clinton was recognition of her considerable
achievements. Her service on the court, where
she was among its most liberal members in a
conservative era, was equally distinguished.

Ruth Joan Bader was born in Brooklyn, New York,
on March 15 1933, the daughter of Jewish
immigrants. Her father, a furrier and haberdasher,
emigrated to the US from Ukraine and her mother
was born in New York to parents from Austria. She
earned her first degree from Cornell University,
where she met Martin Ginsburg and married him
after graduation. After having their daughter,
Jane, Ruth joined Martin at Harvard Law School.
When he was diagnosed with cancer, Ruth
attended classes for both of them. After he
graduated, he was recruited by a New York law
firm, so they moved to the city and she
transferred to Columbia.

Washington where her husband became a law
professor
at
Georgetown
University.
In
nominating Ruth to a Supreme Court vacancy in
1993 on the retirement of Byron White, Mr Clinton
said he was looking for someone with “a fine
mind, good judgment, wide experience in the
law and in the problems of real people, and
somebody with a big heart”.

Despite her early rejections, she served as a clerk
to Edmund Palmieri, a federal district judge, who
later rated her one his best-ever law clerks. She
then spent three years on a Columbia project on
the Swedish judicial system, which required her to
learn the language. When Ginsburg joined the
law faculty at Rutgers University she was only the
second woman ever on its staff. While pregnant
with her son James, she wore her mother’s larger
clothes to conceal the fact, because she had
not yet been granted tenure.
Her experiences, and reading Simone de
Beauvoir’s The Second Sex, inspired her to focus
on gender discrimination, at Rutgers, later when
she returned to Columbia and as a volunteer
lawyer for the American Civil Liberties Union,
where she founded its women’s rights project in
the 1970s. As the ACLU’s general counsel, she
argued six discrimination cases in front of the
Supreme Court, winning five of them, including a
landmark decision in which she represented a
widower denied the Social Security benefits that
were granted to widows. In 1980, then-president
Jimmy Carter appointed her to the US appeals
court for the DC circuit. The Ginsburgs moved to

Source: FT.com

Although Ginsburg was joined a year later by
another liberal, Stephen Breyer, the court was
dominated by conservatives, with the two
Clinton nominees in an invariable minority of four
unless they could win the support of their more
conservative colleagues. That essential balance
was not changed by subsequent appointments.

Ginsburg joined the first woman ever appointed
to the Supreme Court, Sandra Day O’Connor.
Though often ideologically far apart, they
combined to thwart successive challenges to
Roe vs Wade, the 1973 ruling establishing a
woman’s right to abort a pregnancy. Ginsburg
shared Justice Breyer’s opinion that the Supreme
Court should not ignore foreign legal precedent
and practice in setting standards for the US.
Like her colleagues, when Ginsburg felt
particularly strongly that the court was making a
mistake, she would dissent from majority rulings
not just in writing but orally from the bench. Most
vividly, after a 2007 ruling that outlawed a type of
late term abortion known as partial birth, she
quivered with anger in declaring that the
protection of reproductive rights was not a
matter of “some vague and generalized notion
of privacy”, but of “a woman’s autonomy to
decide for herself her life’s course, and thus enjoy
equal citizenship stature”.
Yet her firm beliefs did not prevent her forming a
warm relationship with the court’s chief
ideologue on the right, Antonin Scalia. He was a
frequent dining companion and fellow opera
lover (she once appeared as an extra in a
Washington Opera production) with whom she
was once photographed riding an elephant. Her
other pastimes included skiing, both on snow and
water, and horse riding. Ginsburg’s judicial
legacy is substantial, not least for the precision
and quality of her opinions, often restrained in
language but always logical, earning her
admirers numbering in the millions.
Ginsburg’s husband died in 2010, and she is
survived by her two children.

Kitty though the keyhole

Source: @urban_swarmer

For the record
Table 1 lists the latest returns of the mutual and
retirement funds under Maestro’s care. Returns
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 available on our website.

Table 1: The returns of funds in Maestro’s care
Period
ended
Maestro Equity Prescient
Fund
JSE All Share Index
Morningstar sector ave
Maestro Growth Fund
Fund Benchmark
Morningstar sector ave
Maestro Balanced Fund
Fund Benchmark
Morningstar sector ave
Maestro Cautious Fund
Fund Benchmark
Morningstar sector ave
Maestro Global
Balanced Fund
Benchmark
Sector average *

Month Year to
date

Year

Aug
Aug
Aug
Aug
Aug
Aug
Aug
Aug
Aug
Aug
Aug
Aug

2.2%
-0.3%
-0.1%
2.0%
0.4%
0.9%
1.9%
0.5%
0.9%
0.7%
0.3%
0.9%

5.4%
-0.9%
-5.3%
14.9%
3.2%
1.2%
13.6%
3.8%
2.1%
5.3%
2.4%
2.4%

3.9%
3.9%
-0.4%
14.7%
6.7%
4.8%
13.9%
7.0%
5.0%
7.4%
5.6%
4.7%

Aug
Aug
Aug

2.2%
3.3%
2.9%

36.1%
27.7%
21.4%

36.7%
24.5%
21.3%

* Morningstar Global Multi Asset Flexible Category

Notwithstanding the returns listed in Table 1, we
thought it would be appropriate to list our longerterm returns for our investment solutions, shown in
the following tables. All returns are for periods to
31 August 2020, and are taken from Morningstar’s
monthly unit trust survey. Returns are shown after
all fees have been deducted, other than in Chart
16, which depicts returns gross of fees i.e. before
fees have been taken.

Table 7: Central Park Global Balanced Fund

Chart 16: Maestro global returns to Aug 20

Table 2: The Maestro Equity Prescient Fund
Morningstar (ASISA) South Africa Equity General- August 2020
3 mths
6 mths
1 year
3 years
Maestro Equity Prescient Fund
9.7%
13.6%
3.9%
-2.8%
Maestro Equity Prescient Fund benchmark
SA Peer Group Average

8.2%
8.8%

8.6%
4.5%

2.2%
-0.4%

1.4%
-0.7%

5 years 10 years
-1.3%
6.7%
4.6%
1.8%

12.3%
8.0%

Maestro position within Group

59

14

49

101

94

45

Number of participants
Quartile

168
2nd

168
1st

163
2nd

145
3rd

111
4th

60
4th

Table 3: The Maestro Growth Fund
Morningstar (ASISA) South Africa Multi-Asset High Equity - August 2020
3 mths
6 mths
1 year
3 years
5 years 10 years
Maestro Growth Fund
7.8%
14.0%
14.7%
6.1%
4.5%
8.9%
Maestro Growth Fund benchmark
SA Peer Group Average

6.9%
6.3%

9.1%
5.3%

6.7%
4.8%

5.8%
3.2%

6.9%
4.3%

10.4%
8.6%

Maestro position within Group
Number of participants
Quartile

38
201
1st

7
199
1st

9
193
1st

14
169
1st

63
124
3rd

24
53
2nd

Table 4: The Maestro Balanced Fund

Table 5: The Maestro Cautious Fund
Morningstar (ASISA) South African MA Low Equity - August 2020
3 mths
6 mths
1 year
3 years
5 years 10 years
2.4%
4.5%
7.4%
5.5%
5.0%
8.3%

Maestro Cautious Fund

Maestro Cautious Fund benchmark
SA Peer Group Average

3.7%
3.5%

5.0%
3.3%

5.6%
4.7%

6.3%
4.9%

7.0%
5.4%

8.3%
7.7%

Maestro position within Group
Number of participants
Quartile

129
156
4th

51
155
2nd

31
150
1st

52
134
2nd

68
99
3rd

16
48
2nd

Table 6: Maestro Global Balanced Fund
Morningstar (ASISA) Global MA Flexible - August 2020
3 mths
6 mths
1 Year
3 Years
11.0%
25.5%
36.7%
N/A*

Maestro Global Balanced Fund
Global Balanced Fund benchmark
SA Peer Group Average
Maestro position within Group
Number of participants
Quartile

5 Years 10 years
N/A*
N/A*

5.8%
6.2%

19.2%
15.6%

24.5%
21.3%

16.4%
16.7%

11.9%
10.5%

14.8%
13.5%

3
36
1st

4
34
1st

2
31
1st

N/A
26
N/A

N/A
20
N/A

N/A
11

N/A

File 13: Information almost worth saving
Zero interest for 10 years?
One of the latest “trends” in global fixed income
markets is so-called green bonds, which are fixed
income instruments designed to support specific
climate-related or environmental projects.
In a quintessential example of the prevailing zero
interest rate environment in which we now find
ourselves, Germany recently issued its first green
bond. Of significance was the fact that, despite
a 0% coupon i.e. the 10-year bond (debt issued
by the German government, which will be repaid
in ten years’ time) will not pay any interest during
the course of its life, the issue was five times oversubscribed!

Window cleaner

Source: @andhikaramadhian

Valuable titbits of investment guidance
We have always said that within the Maestro
investment process, we have a “more than
healthy respect” for technical analysis i.e. the
study of security (share) prices based solely on
the price movement of the security and the
volume traded. We follow some technical
analysts closely, including those from the Julius
Bär team, who continue to bless us with some real
“pearls of wisdom”. By this I mean examples of
actual events which either remind us of some
important aspects of the activity of investment,
or simply share some valuable insights in our
relentless pursuit of risk-adjusted, respectable
returns. Here then, are two such examples from
the team. The details, though fascinating, are less
important than the underlying principals shared.
We share them verbatim.
“On Sunday 30 August, Warren Buffett turned 90
years old. Even though we are not focused on
fundamental investing, we have followed
Warren Buffett for a long time. Probably, the

biggest misconception about his investment style
is that many investors intuitively assume that
Warren Buffett buys at the lows and sells at the
peak. Looking at one of his most successful and
longest investments, Coca-Cola, we can see
that he probably bought the stock close to alltime highs in 1987, and only after it had gone up
more than 50-fold since 1962. Thus, no need to be
the hero and buy at the lows. More important
than buying at the lows is the long-term
compounding effect. No wonder Warren
Buffett’s diet consists of drinking five cans of
Coca-Cola products a day. Wouldn’t you drink
so much Coca-Cola if you had bought the stock
in 1987 and were able to compound at 18% per
annum?”

Chart 17: Coca Cola total return

Source: Julius Bär

“Today (15 September) is the 12-year anniversary
of the Lehman Brothers bankruptcy, which, of
course, was the largest in US history, with $639bn
in assets. Nevertheless, the troubles of Lehman
Brothers did not come out of the blue. Thus, it is
worthwhile to review how Lehman Brothers
actually went bankrupt. As seen in Chart 17, the
stock had already peaked versus the S&P500 in
2006, and then it underperformed for the next 12
months by 39%. From 2007 until July 2008, the
stock went into a free fall and underperformed

by 68%. Thus, an easy way to avoid bankruptcies
in your portfolio is to avoid stocks that
underperform. No company went bankrupt while
its stock price was rising” (my italics).

Chart 17: Lehman Bros relative to S&P

Then came “Minds and Behinds” – still no good.
Another attempt resulted in “*Lost Souls & Butt
Holes” - unacceptable again!
So they tried “Analysis and Anal Cysts” – not a
chance. “Nuts and Butts” – no way.
“Freaks and Cheeks” – still no good.
“Loons and Moons” – forget it!
Almost at their wits end, the docs finally came up
with: “Dr. Smith and Dr. Jones: Specializing in
Odds and Ends”.
Everyone loved it.

Source: Julius Bär

Cat and mouse
Odds and ends …
I the midst of the economic doom and gloom, I
hope the following cheers you up.
Best friends graduated from medical school at
the same time and decided that in spite of two
different specialties, they would open a practice
together to share office space. Dr. Smith was a
psychiatrist and Dr. Jones was a proctologist.
They put up a sign reading “Dr. Smith and Dr
Jones: Hysterias and Posteriors”. The town council
was livid and insisted they change it. So the
doctors changed it to read “Schizoids &
Haemorrhoids”.
This was also not acceptable, so they again
changed the sign to “Catatonics and High
Colonics” – still no go with the council.
Next, they tried “*Manic Depressives and Anal
Retentives” – thumbs down again.

Source: monochromatic_style

So what’s with the pics?

Basilica San Vicente Ferrer, Valencia, Spain

We have shared a host of pictures in recent
months from all sources and based on varying
themes. This month I selected a few random
photos that I have saved off Instagram. I hope
you enjoy them.

Offloading watermelons

Source: @photographybd

Children playing on the pier

Source: @walpurgys
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