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1. Introduction 
This report focuses on the investment activities of 
Central Park Global Balanced Fund (the Fund) during the 
period ended 30 September 2008. It should be read in 
conjunction with the monthly Fund Summaries and 
Intermezzo, Maestro’s monthly investment letter, which 
is sent to all shareholders and can be accessed on 
Maestro’s website at www.maestroinvestment.co.za.  
 
By way of introduction the Fund is managed, at least 
conceptually, in two parts. The core component is home 
to the Fund’s long-term investments, including its direct 
equity, bond and alternative investments. The satellite 
component is used to take short-term views on the 
market and is managed through an account at Saxo Bank. 
The Fund also uses the Saxo Bank account to implement 
any hedging activity. The main reason for running the 
portfolio in this fashion is to capitalise on the short-term 
volatility expected to characterise global investment 
markets for the foreseeable future. Conceptually the 
Fund is split 80:20 in favour of the core portfolio. At the 
end of September 2008 the core portfolio represented 
84.2% of the Fund from 84.6% in June and the satellite 
portfolio represented 15.8%. 

 
2. The investment position of the Fund 

The Fund’s asset allocation at 30 September is shown in 
Chart 1. Total equity exposure i.e. equity exposure in the 
core and satellite components represented 33.0% of the 
Fund, down from 45.7% in June. Cash represented 
33.7% at the end of September, from 21.0% in June, 
while bonds and alternative investments comprised 
13.8% (12.0%) and 19.5% (21.3%) respectively. The 
Fund’s net asset value at the end of September was 
$12.2m versus $12.4m in June 2008 and $11.3m in 
September 2007. 
 

Chart 1: Asset allocation at 30 September 2008  
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Chart 2 depicts the Fund’s currency allocation at quarter-
end. There were no material changes to the allocation 
during the quarter.  

 

 
Chart 2: Currency allocation at 30 September 2008  
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3. The largest equity holdings 

The Fund’s largest holdings at 30 September, expressed 
as a percentage of the total Fund, are listed below.  

 

TriAlpha Global Bond Fund     13.8% 
Maestro Equity Fund                  8.2% 
Porton Capital Tech Fund Series A   4.1% 
Aurum India Fund     3.8% 
Odyssey Alternative Strategies Fund    3.5% 
Bristol International Fund    3.4% 
BHP Billiton plc     2.5% 
HFCM Fixed Income Plus 2x   2.4% 
European Masters Fund    2.4%  
Arcelor Mittal SA       2.2% 
   Total                  51.7% 
 

Apart from their relative ranking there were no changes 
to the largest holdings during the quarter. Excluding the 
mutual and exchange traded funds in which Central Park 
is invested the largest direct equity investments are listed 
in Chart 3, expressed as a percentage of the total Fund.  
 

Chart 3: The largest equity holdings at 30 Sept 2008 
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At quarter-end there were 20 direct holdings in the core 
equity portfolio, from 23 in June. The core equity 
portfolio represented 24.8% of the total Fund versus 
36.0% in June.  
 
 
 

http://www.maestroinvestment.co.za/publications/publications.asp
http://www.maestroinvestment.co.za/publications/publications.asp
http://www.maestroinvestment.co.za/publications/publications.asp
http://www.maestroinvestment.co.za/


 

4. Recent activity on the portfolio 
The Fund’s investment objective is to achieve long-term 
growth through the assumption of moderate risk. It is 
against this objective that the activity and performance of 
the Fund should be assessed. The Fund measures itself 
against an internal benchmark that consists of a 40% 
equity weighting (the MSCI World index is used as 
proxy for global equity markets) and a 20% weighting 
each to bonds (the Citi World Government Bond index is 
used as the benchmark), alternative investments (Credit 
Suisse Tremont Hedge index) and cash (3-month US 
Treasury Bills). 
 
The Fund’s investment portfolio is kept stable over time. 
Short-term trading constitutes only a small portion of the 
portfolio activity at any given point in time. Investments 
in the core portfolio are made with a view to them 
increasing substantially in value over time, and in the 
case of equities specific attention is devoted to those with 
a propensity to increase their dividends. Consequently 
there is little portfolio turnover to speak of in the Fund. 
Shorter-term views as well as positions used to hedge 
some components of the Fund are taken in the satellite 
portfolio; these may include hedging a portion of the 
direct equity exposure in the core portfolio, although the 
hedges are never excessive.  
 
During the quarter the holdings in Bank Austria, UTi 
Worldwide and Carnival Corporation were sold out of 
the core equity portfolio. The Fund’s bond holding was 
also increased. The equity hedge that had been in place 
for much of the second quarter was increased during the 
quarter, to the extent that it constituted 49.7% of the core 
equity portfolio and 18.0% of the total Fund at the end of 
September. In addition, a significant portion of the 
Fund’s sterling exposure was hedged into euros and 
dollars during the quarter. It is worth reminding investors 
that the currency component of the rand-denominated 
Maestro Equity Fund investment has been fully hedged, 
which has the effect on the Fund of neutralising the 
effects of any movement in the rand dollar exchange rate.   
 

5. A review of the investment environment 
I refer you to the past few editions of Intermezzo, 
specifically the October, November and December 
editions wherein we covered recent events in investment 
markets in some detail. I don’t want to repeat what we 
have said but would like to use this Report to document a 
synoptic review of events, using charts to share the drama 
that has plagued and characterized markets during the 
past nine months. Let’s first consider the returns of the 
past quarter and year, some of which are listed in the 
Chart 4. With the exception of bonds, which rose 8.0% in 
the past year, all global asset classes declined during the 
quarter and year. Despite its terrible contents, the chart 
hides even greater trauma on individual markets, 

particularly emerging ones. Markets have declined much 
further in October and I refer you to the usual table at the 
end of Intermezzo each month, which lists the MSCI 
emerging market indices. 
 

Chart 4: Global market returns to 30 June 2008  
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Let us review some of the events and characteristics of 
the past quarter. I will keep it brief but of course you are 
more than welcome to contact any of us in the office to 
discuss these matters in more detail. 
 
The initial “trip wire” for the credit crisis started in July 
2007 with the sub-prime mess in the US; banks and other 
financial institutions lent money to borrowers who had no 
hope of repaying the debt. Worse still, the debt was 
extended on the basis of inflated property prices (house 
prices in particular) and this debt, which was clearly of 
suspect quality, was then sold on to investors in highly 
leveraged structures. As house prices began to fall, so 
sub-prime borrowers started defaulting. This started a 
domino effect which culminated, after much pain and 
loss, in banks suspending their lending to each other and 
forcing government intervention across the world on an 
unprecedented scale. The rest, as they say in the classics, 
“is history.” 
 
In the turmoil leading up to the mayhem in the third 
quarter and into October, you will recall from the June 
Quarterly Report that, as though there was not enough to 
be concerned about, a new, second, crisis arose in the 
form of a surge in the oil price. It rose 39.4% during the 
June quarter, touching $147 at one stage. Chart 5 shows 
the extent of the rise at that time.  
 
Why this crisis was so destructive was that the higher oil 
price caused food and energy prices to soar, pushing up 
inflation around the world and forcing central banks to 
keep interest rates at their prevailing high levels or 
increase them even further. Naturally, this was exactly the 
opposite of what was required to quell the first crisis, 
being the credit crunch and the seizure of liquidity.  
 

http://www.maestroinvestment.co.za/publications/intermezzo/Intermezzo%20-%20Oct%2008.pdf
http://www.maestroinvestment.co.za/publications/intermezzo/Intermezzo%20-%20Nov%2008.pdf
http://www.maestroinvestment.co.za/publications/Intermezzo/Intermezzo%20-%20Dec%2008.pdf


 

Chart 5: The oil price rise to June 2008  

 
Source: Merrill Lynch 

 

The first sign of a breakdown in the financial system, and 
here I am not referring to the sub-prime crisis but the 
third crisis of systemic global financial failure, became 
apparent in July and August but really came to a head in 
September. Investment bank Bear Sterns had collapsed in 
March. But in early September when questions were 
asked about the health of Freddie Mac and Fannie Mae, 
investors sat up and took notice of the problem. After all, 
these two government sponsored enterprises (GSEs) had 
assets (of unknown quality due to the sub-prime problem) 
of $6 trillion between the two of them. It was unlikely 
that the US government would be able to prevent them 
from going under – the numbers were simply too large. 
Yet Freddie and Fannie’s debt traded at a similar credit 
rating as that of the US government because it was seen 
as being backed by the US government. The fact that the 
bulk of Freddie and Fannie debt (their bonds) are held by 
foreign (principally Asian) investors simply added to the 
complexity of the problem.  
 
On 15 July the government explicitly stated that they 
would honour Freddie and Fannie debt, but shares of the 
two GSEs continued their precipitous decline en route to 
an eventual collapse. In response, on 7 September the US 
government injected $100bn into each GSE, much to the 
shock of the purists. The terms of the deal were such that 
the remaining equity of the two entities (which was by 
now very little) was obliterated. Think of the implication 
of this action: the US government was nationalizing two 
huge financial entities and simply ignoring the interests of 
private investors. Is it no wonder that private investors 
began to fear the worst, knowing that many banks, 
especially US ones, were in a really bad way? After all, 
one of the biggest banks in the US, Indy Mac, had 
collapsed in mid-July – how safe were all the others? 
 
 
 

Chart 6: Developing demise of the financial landscape 
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Notes: 
1. Bear Sterns collapses 
2. Concerns mount about Freddie Mac and Fannie Mae 
3. Freddie and Fannie are nationalized 
4. Lehman Brothers collapses 
5. TARP is mooted 
6. AIG is nationalized 
7. WaMu collapses 
8. Congress fails to ratify TARP 

 
Retail investors began to get edgy too – was their money 
safe? More importantly, why were they being asked to 
bail out institutions seen as “fat cats” that had enjoyed 
years of excess and “good times”? That placed a lot of 
pressure on the politicians and this may well have had 
something to do with the fact that, when US investment 
bank Lehman Brothers ran into serious trouble and was 
well on the way to bankruptcy, they stood back and let it 
fail. This is perhaps a bit harsh; the authorities did not let 
Lehman Brothers fail. It failed due to its reckless trading 
practices, compounded by the change in sentiment and 
squeeze on its funding, but history will probably only 
record the authorities’ unwillingness to rescue Lehman. 
Be that as it may, the collapse of Lehman is already being 
seen as a massive failure on the part of regulators and 
authorities to appreciate how inextricably linked the 
financial system was and is. Lehman’s collapse triggered 
shockwaves through the global banking system, trapping 
billions of dollars in the organization - Lehman was one 
of the world’s biggest prime brokers and clearers for the 
derivative industry. This spread panic in banking circles, 
which effectively led to the suspension of what little 
interbank lending was still taking place. Banks simply 
stopped trusting each other.  
 
 
 
 

 



 

Chart 7: The “TED spread” – interbank lending soars  

 
Source: Merrill Lynch 

 

Without going into detail (the detail is contained in the 
October edition of Intermezzo) suffice is to say that the 
cost of interbank lending soared – refer to Chart 7, which 
depicts the “TED spread” being the difference between 
Libor and 3-month US Treasury bills and is an indication 
of the cost of interbank lending. The dramatic rise in the 
cost of this lending hastened the systemic seizure of all 
money markets in September. This led directly to bank 
failures around the world, government bale-outs, 
nationalizations and other actions, symptoms and 
casualties which we will most surely read about in history 
books for years to come. 
 

Chart 8: The euro dollar exchange rate 

 
Source: Saxo Bank 

 

It is important to point out that the financial crisis had a 
profound impact on all other assets classes – hence our 
frequent comment that there has been “no place to hide.” 
Let me list a sample of these. Firstly, although we find it 
hard to understand, apart from the superficial explanation 
of a “flight to quality,” the dollar has surged against all 
currencies. The rand, euro and pound declined 5.5%, 

10.9% and 10.4% respectively against the dollar during 
the quarter. They have declined significantly more during 
October. (At the time of writing these three currencies 
had weakened 26.3%, 8.5% and 8.8% in the first three 
weeks of October). Chart 8 depicts how sharply the euro 
has fallen against the dollar –back to April 2006 levels.  
 

Chart 9: The rand dollar exchange rate 
 

 
Source: Saxo Bank 

 

Chart 9 shows how the rand has fallen (the higher the 
line, the more rand one needs to buy a dollar). Chart 10 
shows sterling versus the dollar; sterling has declined 
more than most “hard” currencies on the back of the 
evidence that the UK is already in recession and is set to 
lower interest rates substantially. 
 

Chart 10: The sterling dollar exchange rate 
 

 
Source: Saxo Bank 

 

Secondly, the strong dollar and the fear of a global 
recession weighed heavily on the prices of commodities 
across the board. From soft commodities (food and 
grains) to hard commodities (metals), from related prices 

http://www.maestroinvestment.co.za/publications/Intermezzo/Intermezzo%20-%20Oct%2008.pdf


 

such as shipping rates to “new age” commodities such as 
DRAM and microchips, prices have collapsed. As a 
generalization, commodity prices have fallen about 50% 
on average from their peak levels in the past year. Some 
declines have been more severe, such as the Baltic Dry 
index, which depicts shipping rates for to dry goods (iron 
ore, coal, etc), shown in Chart 11. In case you don’t fully 
appreciate the extent of the decline, the index has fallen 
about 94% from its peak reached only five months ago. 
This will give you an indication of just how severe and 
ferocious the speed of change has been – we have never 
experienced anything quite like it! 
 

Chart 11: The Baltic Dry index 

 
Source: Merrill Lynch 

 

Of course, the price of oil has also declined sharply – at 
the time of writing it is off 72% from its peak of $147. 
Consequently, the second crisis to befall the world this 
year, namely the energy crisis of the second quarter, has 
neatly been dispatched to the history books – at least for 
the time being.  
 
Thirdly, a combination of the currency and commodity 
price declines has brought problems of their own, 
specifically to some nations. The October edition of 
Intermezzo highlighted the plight of Russia and Iceland. 
Other countries have suffered similar fates, including 
Hungary, Malaysia and Ukraine. At the time of writing 
Argentina seems set to default on its debt, despite having 
just seized $29bn of private pension funds in an effort to 
preserve foreign currency and secure cheap funding. It is 
easy to document these events, but we should bear in 
mind that each situation means a lot of hardship for 
millions of people in their daily lives, people who had 
very little to do with the excesses of Wall Street or the US 
consumers. Consequently it is not unrealistic to expect a 
complete reassessment of “free market Capitalism” as we 
knew it only last year. The crises we are living through 
will change the world and its ideology and will accelerate 
the shift in power from the West to the East. We don’t 
quite know what that means right now, but it will surely 

become apparent in the next few years and will result in a 
very different world from the one we grew familiar with 
and benefited from in the first seven years of the New 
Millennium. 
 
But I digress; back to the September quarter and some of 
the effects of the financial crisis. Fourthly, to state the 
obvious, the global financial crisis had a profound effect 
of the world’s equity markets, all of which declined 
sharply across every sector and industry. We expected 
emerging markets to survive the global economic 
slowdown better than developed markets, but we did not 
contemplate the effect on them of a full blown systemic 
meltdown. The effect has been severe, as can be seen 
from Chart 12, which shows how sharp the declines in the 
MSCI Emerging market index have been. Chart 5 showed 
the quarterly markets declines, but please remember that 
during the first three weeks of October alone all equity 
markets have declined by much greater amounts. This 
much will be evident in future correspondence from us.   
 

Chart 12: Not much emergence here of late 
The MSCI Emerging market index 

 
Source: Merrill Lynch 

 

We would still argue that many, though not all, emerging 
economies are weathering the crisis better than developed 
one. After all, China and India are forecast to grow 9% 
and 7% in the coming year, whereas the UK, EU and US 
are likely to be in recession for most of 2009. What we 
failed to appreciate though, was that although economic 
de-coupling has occurred, financial de-coupling has not. 
The respective emerging market economies are doing 
better but their stock markets are not. A feature of the 
declines has been a “flight to quality.” Investors have fled 
from anything emerging market-related, into the dollar 
and yen. The risk aversion has extended to currency 
markets as well, which goes some way to explaining the 
sharp declines in emerging currencies, including the rand.  
In the past we have referred you to the Vix index, which 
is the implied volatility on the S&P500 future contract - 
in layman’s terms it is a measure of volatility in the US 
equity market. It is often called the “fear gauge” due to its 
close correlation with investor sentiment, particularly 

http://www.maestroinvestment.co.za/publications/Intermezzo/Intermezzo%20-%20Oct%2008.pdf
http://www.maestroinvestment.co.za/publications/Intermezzo/Intermezzo%20-%20Oct%2008.pdf


 

during times of crisis. Chart 13 depicts the behaviour of 
the Vix index over the past decade. You can see that in 
the current crisis the index has risen significantly higher 
than it went during any previous dislocations in the 
market, including the Long Term Capital Management 
(LTCM) and emerging market currency crisis of August 
1998, the September 11 World Trade Centre (WTC) 
attacks and the 2002 economic slowdown. The chart 
shows the extent of the unprecedented turmoil of the 
current financial crisis and the systemic risk to which the 
world has succumbed.  
 

Chart 13: The Vix index - levels never seen before 
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As a final comment on the past quarter’s unique events, 
remember that the crisis has been compounded by two 
other factors, namely the prospects of a sharp slowdown 
in the global economy and the US in particular, and the 
fact that, to start off with, financial markets and many of 
their participants were characterized by massive leverage. 
The leverage of at least three agents contributed to the 
base off which the credit crisis imploded. What was 
already a bad situation was made significantly worse by 
the amount of times existing capital had been multiplied 
by banks (on their balance sheets), hedge funds (in their 
day-to-day operations) and US consumers (in the 
lifestyles they had grown accustom to in the past decade 
or more). When the credit crisis started gaining traction in 
the second half of 2007, following the first cracks in the 
sub-prime markets, these agents started de-leveraging i.e. 
selling down their debt, which contributed to the 
momentum and ferocity of the price declines across all 
asset classes, from commodities to equities to US and UK 
house prices. 
 
A couple of charts on the extent of this leverage follow: 
we begin with an example of the leverage (gearing) of US 
investment banks, who have been one of the main culprits 
in recent years. The de-leveraging process after the 
bursting of the Tech Bubble in 2000 is apparent from 
Chart 14, as is the extent to which their leverage 

increased again in the past seven or so years. By the end 
of 2007 Merrill Lynch and Lehman Brothers had 
multiplied their equity by about 31 times; for every $1m 
of share capital they had, the lent out $31m. Is it any 
wonder that we have seen the demise of investment banks 
in the past year? 
 

Chart 14: US investment bank leverage 
Ratio of assets to equity (times) 

 
Source: Investec Securities 

 
Another chart worth showing is that of the outstanding 
over-the-counter (OTC) derivatives i.e. derivatives that 
are not traded on major exchanges, expressed as a 
multiple of the US economy. The chart is based on data 
provided by the Bank of International Settlements (BIS). 
 

Chart 15: Total outstanding OTC derivatives contracts 
Multiple of US GDP (times) 

 
Source: Investec Securities 

 
The next chart shows the US consumer, who has steadily 
increased his spending in the past decades. Chart 16 
shows this spending as a portion of the US economy – it 
has been on a steady trend since 1966 and has never been 
higher than it is at present.   



 

Chart 16: US consumer spending as a share of GDP 

 
Source: Merrill Lynch 

 

We included the next chart in the April’s Intermezzo but 
it is worth revisiting here – see firstly how US household 
debt has grown since the mid-1950s and secondly how 
the rate of growth has accelerated i.e. see how steep the 
line gets from the beginning of the 21st century. 

 

Chart 17: US household debt-to-income ratio (%) 
 

 
Source: Merrill Lynch 
 
The last chart we need to review in this section is one that 
depicts the returns of the SA markets. It is worth pointing 
out that despite the recent trauma, the financial and mid-
cap sectors posted positive returns during the quarter. 
Unfortunately, these have been more than reversed in 
October. Note how weak the basic materials sector has 
been – it declined 39.2% during the quarter - despite the 
weak rand, which declined 5.5% during the quarter.  
 
In summary, the past quarter and into October has been 
one of the most dramatic and volatile periods in living 
memory. It has seen history being re-written on a daily 
basis and the global financial landscape as we knew it 
changed in unprecedented fashion and in lightening 
speed. It is against this background that you should 
evaluate the investment returns of the Fund.   

Chart 18: SA market returns to 30 September 2008 
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6. The performance of the Fund 
Chart 19 depicts the Fund’s returns for the quarter as 
well as those of the relevant benchmarks. The un-
annualised return on the Fund during the September 
quarter was -10.6% compared to the benchmark return 
of -8.6%. The quarterly return of the Lipper Global 
Mixed Asset universe (not shown on the Chart) was -
12.1%. The bond component, being the investment in 
the TriAlpha International Bond Fund, declined 1.9% 
versus the 1.2% decline in the Citi World Government 
Bond (WGB) index. TriAlpha’s Fund is conservatively 
managed, which proved to be appropriate under the 
circumstances and worked well for Central Park. The 
alternative investment component declined -11.3%, 
marginally below the Credit Suisse Tremont Hedge index 
decline of 10.3%. The quarterly returns of the hedge 
funds in which Central Park is invested, are as follows: 
 

Aurum India Fund      -10.8% 
Bristol International Fund       -9.6% 
European Masters Fund       -10.0% 
Odyssey Alternative Strategies Fund     -17.9% 
HFCM Fixed Income Plus 2x       -7.5% 

 

The Fund’s alternative investments have been a great 
disappointment during the recent market turmoil. While 
we are sympathetic and understand the difficult 
circumstances in which they operated, having had to 
contend with many systemic factors outside of their 
control, such as the prohibition on short selling and 
counterparty problems arising from the collapse of 
banks, the poor returns are nevertheless disappointing. 
The specific intention when originally making these 
investments was to protect capital during turbulent times. 
Hedge funds in general have failed to do this. We are 
thus re-examining their role in Central Park Global 
Balanced Fund into the future. The investment managers 
of the Bristol and HFCM Funds have already decided to 
close their funds and distribute the capital to investors. 
This process should be completed within the next year.  



 

Chart 19: Quarterly returns to 30 September 2008 
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The return of the equity portion of the core portfolio 
was -26.7% versus the 15.7% decline in the MSCI World 
index. This return excludes any gain achieved through 
the equity hedging activities during the quarter and also 
excludes the returns from the Maestro Equity Fund. The 
quarterly performance of the core equity portfolio was 
another disappointment, although not unexpected when 
one considers the nature of the portfolio. You will recall 
that one of our themes since inception has been to invest 
in companies that would benefit from the renaissance of 
emerging markets in general and China in particular. We 
took the view that although the global economy would 
slow the slowdown would be less significant in emerging 
markets due to their unique demographic characteristics 
and strong financial position – the so-called de-coupling 
theory. While we are still inclined to this view and 
believe that history will bear testimony to this, it has not 
prevented emerging and developed financial markets 
from “re-coupling.” This has led to the severe de-rating 
of shares that were emerging market plays, specifically 
commodity and certain financials companies. In addition 
the speed and severity of the current financial maelstrom 
caught us (and many others we suspect) by surprise – we 
have simply never seen anything like it. The liquidity 
crisis in September and October brought many healthy 
banks to their knees. Moreover, the selling of shares and 
financial companies in particular has been indiscriminate, 
meaning that good and poor quality companies alike 
have been severely punished – another event we didn’t 
believe would occur.  
 
The quarterly returns of the largest holdings, excluding 
dividend and currency effects, were Billiton -34.4% 
(down 28.4% last quarter), Arcelor Mittal -44.0% (up 
21.1% last quarter), SAB Miller -5.7% (4.4%), National 
Bank of Greece 3.7% (-18.1%) and Richemont -14.1% 
(2.2%). Other quarterly returns worth noting were those 
in Raiffeisen International of -38.4%, Wienerberger -
28.1%, Alpha Bank -23.3%, BP -20.5% and Caterpillar -
19.3%. The best quarterly returns in the core portfolio 
were those of Novartis up 4.1%, National Bank of 
Greece 3.7% and FedEx 0.3%.   
 

The Maestro Equity Fund, one of the largest single 
investments, represents the Fund’s exposure to the South 
African equity market. This component produced a 
return of -11.1% in rand terms versus the JSE All Share 
index rand return of -20.5%. With the rand exposure 
implicit in this investment hedged back into dollars, 
Central Park’s return from this investment is the same as 
the rand return of the Maestro Equity Fund.  
 
The hedge that has been in place throughout the quarter 
contributed 1.4% to the return over the period. This 
return excludes the returns from the hedging out of the 
rand exposure of the Fund. The positions that constituted 
the hedge were largely equity by nature although a 
portion of the sterling exposure was also included in the 
hedge during the period.   
 

Chart 20: Year-to-date returns to 30 September 2008 
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Chart 20 depicts the Fund’s returns for the year-to-date 
i.e. the nine-month period ended 30 September 2008. 
The un-annualised return on the Fund for the year-to-
date was -13.2% compared to the benchmark return of -
11.6%. The quarterly return of the Lipper Global Mixed 
Asset universe (not shown on the Chart) was –16.9%. 
The bond component, being the investment in 
TriAlpha’s International Bond Fund, gained 0.2% versus 
the 4.0% rise in the Citi World Government Bond index. 
The alternative investment component declined 22.1%, 
significantly below the Credit Suisse Tremont Hedge 
index return of -9.9%. The year-to-date returns of the 
hedge funds in which Central Park is invested, are as 
follows: 
 

Aurum India Fund      -35.9% 
Bristol International Fund     -13.4% 
European Masters Fund        -8.5% 
Odyssey Alternative Strategies Fund     -16.1% 
HFCM Fixed Income Plus 2x     -27.0% 

 
It is clear from the above 9-month returns that the 
alternative investment strategy has not worked well and 
has certainly not protected the Fund from the severe 
market losses. It is in the light of the above returns that 
the role of alternative investments with regard to the 
Fund is currently under review.  



 

The return of the equity portion of the core portfolio 
was -31.6% versus the 25.6% decline in the MSCI World 
index. This return excludes the return from the Maestro 
Equity Fund and any gain achieved through the equity 
hedging activities during the quarter. The un-annualised 
year-to-date rand (and hence also dollar) return of the 
Maestro Equity Fund was -11.4%.  
 
The hedge that has been in place throughout the year so 
far, contributed 3.6% to the return over the period. This 
return excludes the returns from the hedging out of the 
rand exposure of the Fund.   
 
The Fund’s annual returns are shown in Chart 21. The 
return of Central Park during the year to 30 September 
2008 was -14.0% versus the benchmark return of -11.3% 
and the Lipper Global Mixed Asset average (not shown 
on the chart) of -17.7%. The return of the bond 
component was 2.8% versus the Citi WGB index return 
of 8.0%. The alternative investment component 
declined 20.9% during the year versus the 7.7% decline 
in the Credit Suisse Tremont Hedge index. The annual 
returns of the underlying funds in which Central Park is 
invested are listed below. 
 

Aurum India Fund      -25.7% 
Bristol International Fund     -20.3% 
European Masters Fund     -10.7% 
Odyssey Alternative Strategies Fund    -12.0% 
HFCM Fixed Income Plus 2x    -32.0% 

 
Chart 21: Annual returns to 30 September 2008 
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The annual return of the equity portion of the core 
portfolio was -33.8% versus the 27.6% decline in the 
MSCI World index. It is worth recording our 
disappointment at the fact that the Fund’s core equity 
portfolio was unable to outperform its benchmark, the 
MSCI World index. The past year was the first time since 
the Fund’s inception in June 2004 that the core equity 
portfolio’s annual return has not exceeded that of the 
benchmark. In the past year the investments within the 
core equity portfolio that produced the worst return were 
Wienerberger at -56.1%, Raiffeisen International -51.3%, 
Alpha Bank 41.5%, Investec at -41.0%, Continental -

37.9% and Richemont 36.6%. The “best” equity returns 
during the past year were those of Novartis down 8.9%, 
Exxon Mobil -16.1%, Roche -17.3% and BP -18.2%. 
The SA equity component, represented by the Maestro 
Equity Fund, declined 12.0% in rand terms (and dollar 
terms due to the currency hedge in place) versus the 
18.0% decline of the JSE All Share index. 
 

Chart 22: CAR – 3-year period to 30 September 2008 
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The Fund’s compound annual returns (CAR) for the 3-
year period to 30 September 2008 are listed in Chart 22. 
The CAR of Central Park during this period was 2.9% 
versus the benchmark return of 2.9% as well and the 
Lipper Global Mixed Asset average return (not shown on 
the chart) of 0.5%. The return of the bond component 
was 6.1%, marginally below the 6.3% return of the Citi 
WGB index. The CAR of the alternative investment 
component was -0.7% versus the 5.5% gain in the Credit 
Suisse Tremont Hedge index. The past year’s returns 
from this component of the Fund have taken their toll on 
the longer-term returns. The CAR of the equity portion 
of the core portfolio was 2.3% versus the decline of 
1.2% in the MSCI World index.   
 
The SA equity component, represented by the Maestro 
Equity Fund, gained 12.8% in rand terms versus the 
15.4% rand return of the JSE All Share index. The 
investment in the Maestro Equity Fund has thus 
contributed positively to the Fund’s total return over this 
period despite the weak markets of the past year.  
 

7. What lies in store for investors in 2008? 
Sadly, for the third successive quarter it is necessary to 
start this section of the Report in the following way: “it 
seems almost futile to think of forecasts when markets 
are so volatile and beset by such unprecedented events. 
Markets tried in vain to overcome the negative factors 
midway through the June quarter (in this case the 
September quarter); at the time of writing markets are 
again heading sharply lower.”  
 
You don’t need me to tell you that we are in the midst of 
an awful global financial crisis. But it makes Maestro’s 



 

task of presenting a coherent and accurate assessment of 
the near to medium-term future extremely difficult. One 
of the most challenging aspects of the investment 
profession is that we can be accurately measured and 
our views and forecasts measured against subsequent 
events to test their accuracy and our understanding of 
the investment environment. All of this takes place in a 
world of rapid change, great uncertainty and utter 
dependence of outside factors to “make it all happen” 
i.e. we have no control over the environment. Moreover, 
when the environment is particularly difficult, as it has 
been throughout the past year and is likely to continue 
for the year ahead, it is easy to abrogate responsibility 
for our actions. Yet we also are quick to claim our 
successes as the result of our ability, when in most cases 
it is the result of market conditions. As a fund manager 
recently said “we confuse the trend with skill.” 
 
Why all this philosophizing? Because it is at this stage 
that we need to look forward in order to best position 
your investments for the future; that is the task we have 
been mandated to achieve for you. The problem is that, 
right now, we really don’t know what the immediate 
future holds. This might seem a terrible admission, but 
Maestro is completely committed to honesty and is very 
wary of being seen as arrogant and haughty, particularly 
in times such as this. Don’t be mistaken, we have views 
on what we think will happen – it’s just that we are not 
sure how valuable those views are right now. As I said 
earlier, it is only in the future that we will know how 
valuable those views are, but we continue to believe, 
based on the 65 years of cumulative experience in the 
Maestro team and on the returns that we have generated 
in the past few years on the Fund, that we can add value 
to the Fund and justify our role – even if this role is only 
apparent over the medium to long term.  
 
The purpose of this Report is to look backwards, with 
crystallized accuracy and also to look forwards, albeit it 
through a murky, dark mirror. As you can imagine the 
past few months have been accompanied by a deep 
questioning of our views, of the ways in which markets 
are working i.e. are they efficient at present, and what 
the future holds. Of course, there has also been much 
stress and very long hours in the Maestro office. The 
turbulent and unique environment has resulted in many 
traditional relationships that could be relied on with 
great certainty, either not working properly or simply 
being blown apart. The past is now, quite literally, not 
what it used to be. For example, one particular global 
hedge fund we follow (we have not invested any assets 
in it though) is based on a quantitative model which 
relies on the “proven” historic relationship between the 
estimates of corporate earnings and subsequent share 
price performance (that’s my simple explanation of 
what is a rather complicated process). Historically the 

Fund’s performance has been average and relatively 
stable, proof surely, that the “model” works. Well, that 
Fund simply imploded in September, delivering a 
monthly return of -21.8%; indication, I would suggest, 
of the dislocation in the market at present due to the 
financial crisis. Gold has declined sharply despite its 
reputation (though not regarded as such by Maestro) as 
a store of value. Valuation is being totally disregarded: 
the Russian oil giant, Gazprom, until recently one of the 
largest companies in the world, last week reported a 
32% increase in quarterly profits to $10.8bn, yet its 
share price is 76.4% off its May peak and the company 
trades on a PE ratio of only 2.5 times next year’s 
earnings. Only three months ago, investors couldn’t buy 
enough Gazprom shares. Despite a huge increase in debt 
and an unprecedented looming budget deficit in the next 
few years, the dollar has surged instead of weakened. 
SA’s resource share prices have collapsed despite a 
simultaneous collapse in the rand – these are just some 
of the anomalies present in the market which render any 
attempt to forecast future market behaviour rather futile.  
 
With that in mind, last quarter we were brave or perhaps 
foolish enough to share some of our expectations. Let’s 
review them very briefly, before we review what we 
listed as possible catalysts for an end to the then-
prevailing market mayhem (which of course has only 
got worse).  
 

• Continuation of the credit crisis: we suggested the 
crisis would continue, which it has, but we totally 
underestimated the systemic failure that has 
occurred since September and the enormous 
destruction of value that accompanied it. 

• Continuation of the energy crisis: we suggested that 
high oil prices would continue and in this respect 
we were totally wrong. Such has been the force of 
demand destruction wrought by the financial 
meltdown that the oil price has declined more than 
40% from its May peak, exacerbating the declines 
of major equity indices.  

• Rising inflation: we suggested that pricing pressure 
would continue although noted that governments 
had taken substantial action to arrest the sharp price 
increases. In this regard, we were correct although 
we didn’t anticipate the severe price declines across 
the commodity complex. 

• US inflation: we noted in particular that inflation 
was not a problem in the US. If anything deflation 
was soon to become an even greater problem. In 
this respect we were correct: US inflation has 
registered three consecutive monthly declines and 
we suspect that is only the beginning. We think 
deflation in the US is in the process of becoming 
one of the next major problems in the global 
economy. 



 

• Global currencies: partly based on our view of US 
deflation and a rising budget deficit, we suggested 
that the dollar would remain inherently weak. To be 
honest we still believe this to be the case, but in the 
short-term we have been horribly wrong. The dollar 
rose 12.2% and 11.7% against the euro and sterling 
in the September quarter; these are extreme moves 
in the currency market. For the immediate future 
and as a function of the current crisis we now 
expect the dollar to remain firm, although this 
doesn’t detract from our humble view that in due 
course the dollar will resume it weak trend.  

• Global interest rate developments: we suspected 
that the ECB would retain a firm bias and that the 
BoE would lower UK rates. Both of these happened 
although in the face of enormous political pressure 
and collapsing markets interest rates have been cut 
across the globe. We suspect they will continue to 
be reduced in the coming months.  

 

Table 1: Selected growth and inflation forecasts 
 

 
Source: Deutsche Bank 
 

• US recession: for a long time - since the beginning 
of this year if my memory serves me correctly – we 
have held the view that the US economy is heading 
for a recession; it probably started at the beginning 
of this year. This view is now widely shared, the 
only disagreement being the extent and duration of 
the recession – we suspect it will be deeper and 
longer than most investors believe. Table 1, for 
example, lists a selection of forecasts. Note the 
2009 forecasts – they have been revised lower and 
are now all negative. Of course, that’s not the full 
story, as Table 2 shows. Asian and other countries 
should help to keep the global economy out of 
recession. Note the G7’s expected growth for 2008 
and 2009 or 0.8% and -1.1% respectively versus the 
total global (world) growth of 3.2% and 1.2%. 
Thank heavens for emerging markets! 

• The state of the US consumer: we have also long 
held the view that not only is the “master of 
excess,” the US consumer, at the end of his shelf-
life but also that as his fate and financial position 

become increasingly precarious, so the economic 
effects will become apparent, with very negative 
consequences. We hit the proverbial “nail on the 
head” with respect to this view. However, it should 
have been at the top of our priority list and should 
have occupied position one, two and three, so 
important has it proved to be. This factor more than 
any other, is behind the systemic failure we are now 
experiencing and is the root cause of the problems 
in investment markets today. More to the point, we 
think the state of the US consumer holds the key to 
the recovery from the current turmoil and we will 
be monitoring his position closely for any sign of 
improvement – it is a long way off, though.  

 

Table 2: Selected growth and inflation forecasts 
 

 
Source: Deutsche Bank 

 

• The SA economy: we retain our view that the SA 
economy will not move into recession although its 
rate of growth will slow. Trevor Manuel recently 
reduced his forecast for SA economic growth to 
3.7% in 2008 and 3.0% in 2009. We are watching 
the trade deficit closely i.e. the extent to which SA 
imports more than it exports. This is the Achilles 
heel and is a large factor behind the rand’s 
weakness. Manuel expects the deficit to widen to 
8.9% of GDP, which is very high by world 
standards, by 2011/12. 

• Valuation levels in the SA equity market: we went 
to some length to justify a positive view towards 
the SA equity market on the basis of its relative 
value. Shares were cheaper than they had been for a 
long while and were likely to get even cheaper as 
corporate earnings growth continued. Well, this 
logical view has been blown out of the water by a 
combination of forced selling (by unit trusts having 
to raise cash for redemptions), flight out of the 
country by foreign investors, a substantial increase 
in the risk premium demanded by foreign investors, 
and wave after wave of risk aversion that has 
washed through the markets. It remains true that 
now more than ever, shares are being priced at very 
attractive levels i.e. shares are very cheap, but that 



 

is no guarantee they won’t be cheaper tomorrow 
and the day thereafter. The investment road is now 
littered with investors who have been badly burnt 
committing cash to a “cheap” market only to have 
lost a substantial amount shortly thereafter. It will 
take a long time before confidence returns to equity 
markets, both here and abroad.   

 
Having reviewed what we said last time, we went on to 
suggest some possible catalysts for a turnaround. We 
did however prefix our thoughts with the health warning 
that such speculation was risky and should be treated 
with a great deal of caution. We stated that markets 
would remain weak and volatile for some time to come 
although we never for a moment imagined the speed and 
extent of the destruction we have witnessed before our 
very eyes each day during the past two months. With 
the benefit of hindsight let’s see why we said that and 
how we fared: 
 

• Valuation levels: we noted the attractive levels of 
valuation in the SA equity market, but also pointed 
out that it is unlikely to play a major role as long as 
it continued to “rain pianos” which of course it has, 
with vengeance. Chart 23 for example, shows the 
forward PE ratio of emerging markets. They are 
cheaper now than after the 1998 LTCM crisis and 
the September 11-induced economic slowdown in 
2002. In addition, emerging markets are in much 
better shape economically now than then, yet it has 
not prevented them from posting huge declines. 

 

Chart 23: How long can you go? Fwd PE of MSCI EM 

 
Source: Merrill Lynch 

• Certainty within the global financial crisis: we 
noted that markets are unlikely to stop declining 
until some form of certainty returned. What 
transpired was the most unprecedented degree of 
uncertainty at all levels – amongst investors, 
regulators, policy-makers and market participants 
(banks, etc). Not only will it be a long time before 
certainty returns but when it returns it will bring 
with it massive change to the environment we once 
knew in the form of greater regulation, more 
government interference and increased oversight 
and supervision. 

• A stable or rising dollar: we looked to a firmer 
dollar, or at least for the dollar to arrest its decline 
against other currencies, as a precursor for a 
healthier market. Here is another instance where a 
traditional relationship has broken down. We 
certainly now have a firm – rampant is a better 
description – dollar, but it has not helped the 
markets at all. Rather the ferocity of its rise has 
destabilized a number of other markets. This 
situation will probably prove temporary; we see it 
more as a symptom of the current chaos (the dollar 
is the only real beneficiary of a “flight to safety” 
mentality) than a solution for it. 

• A cessation in the rise of the oil price: the sharp oil 
price decline has now happened and should be 
welcomed; for the time being markets have largely 
ignored it in the mad scramble for capital 
preservation.  

• The arrest of rising food prices: the surge in food 
prices has been arrested although emerging 
countries, including South Africa, are unlikely to 
feel the benefit; their currencies have weakened 
dramatically against the dollar, thereby annulling 
any benefit from the sharp decline in commodity 
and food prices. 

 
You have been very patient in getting this far in the 
Report. We appreciate you taking the time and effort to 
read it. We are “coming in to land” so will end with a 
few more thoughts.  
 
In the current chaotic market conditions it is virtually 
pointless making bold forecasts as to when the markets 
will turn. Right now the only certainty is their direction: 
they are heading lower. To be brutally honest, the 
markets “simply aren’t working” right now, specifically 
in respect of differentiation between good and bad 
quality companies or in terms of pricing efficiency. 
There is simply no reason or rationality behind the 
precipitous daily declines in some of the Fund’s 
underlying investments. Daily changes in the prices of 
Billiton, Arcelor Mittal and others of between 10% and 
20% defy any logic. We consequently believe the most 
appropriate action right now is to sit on the sidelines 
and wait until some form of normality returns to 
global equity markets. Exactly where markets will end 
up i.e. at what level or when this process will occur, is 
hard to say. However, on the basis of our best estimate 
we think the US equity market will continue to struggle 
to find a bottom during the next six months. Only after 
that will the true extent of the recession become 
apparent, giving investors an indication of the damage 
inflected by the present crisis and an opportunity to 
reassess the prospects for corporate earnings and the 
state of the US consumer. And only once the US 
economy and markets have stabilized will the rest of the 



 

world’s markets settle down. We are not saying that 
markets will continue to decline for the next six months, 
but we are saying that the markets are likely to 
remain volatile and unsettled for some time to come. 
We don’t for a moment think the markets are about to 
set off on a sustainable uptrend in a hurry, although 
there could be a number of “bear market rallies” in the 
interim. It is truly a “buyer’s market” and we are in no 
hurry to rush in and commit new capital to the market. 
On a selective basis some investment opportunities 
might arise but equities are likely to remain nervous and 
their subsequent returns subdued in the coming months. 

 
8. Closing remarks  

I would be lying if I said the current market conditions 
are not testing our views and are not given us a lot of 
headaches. They are stressful and not very enjoyable. But 
more than anything else, they are forcing us “back to 
basics” and getting us to examine our views to see if they 
are indeed logical and fundamentally based. Time will 
tell whether or not they prove to be correct.  
 
As you well know, equity investment is not without its 
risks. Markets are currently experiencing significant 
headwinds but we have also “been around long enough” 
to feel that it is worth “keeping the faith” and staying the 
course.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

We are convinced of the merits of long-term investment, 
despite temporary and unenjoyable periods of equity 
weakness. As much as we find the current markets 
uncomfortable we will continue to be conservative in our 
management of the Fund and will seek out and retain 
investments we believe offer unusual value right now 
and which will lead to decent long-term returns in the 
years to come. 
 
Please feel free at any stage to contact either myself 
(andre@maestroinvestment.co.za) or Mark Heerden 
(mark@maestroinvesetment.co.za) about the Fund. We 
remain at your disposal at all times.   
 
 
 
 
Andre Joubert 
Maestro Investment Consulting 
Investment Advisor to Central Park Global Balanced 
Fund 
 
5 December 2008 
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