
 
Central Park Global Balanced Fund 

 
Quarterly report for the period ended 

 

31 December 2010 
 

1. Introduction 
This report focuses on the investment activities of 
Central Park Global Balanced Fund during the quarter 
ended 31 December 2010. It should be read in 
conjunction with the monthly Fund Summaries and 
Maestro’s investment letter Intermezzo, which is sent to 
shareholders and can be accessed on Maestro’s website 
at www.maestroinvestment.co.za. I will not spend much 
time on the market movements, as these are covered in 
Appendix A, which provides a summary of the market 
activity during the quarter. 
 
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 the area in 
which hedging activity is implemented. The reason for 
running the portfolio in this fashion is to capitalise on the 
volatility expected to characterise investment markets for 
the foreseeable future. The Fund is, conceptually at least, 
split 80:20 in favour of the core component. At the end 
of December the core component represented 86.5% of 
the Fund from 84.7% and 80.9% in September and June 
respectively; the satellite component represented 13.5%. 
 

2. The investment position of the Fund 
Chart 1 depicts the Fund’s asset allocation at the end of 
December. The equity exposure in the core and satellite 
components rose from 57.3% in September to 61.0%. 
Cash represented 5.5% (9.5% in September) at quarter 
end while bonds and alternative investments, which 
includes the investment in the Porton Fund, comprised 
13.7% (12.5%) and 19.8% (20.7%) respectively. The 
Fund’s net asset value at the end of December was 
$11.5m versus $12.9m in September. 
 

Chart 1: Asset allocation at 31 December 2010 

 

 
Chart 2 depicts the Fund’s currency allocation. Dollar 
exposure rose to 57.4% in December from 54.6% in 
September. The rand exposure arising from the South 
African (SA) equity market investment, represented 
10.0% of the Fund (12.8% in September), is included in 
the dollar exposure due to the fact that it is hedged for 
the most part against the dollar. 
 

Chart 2: Currency allocation at 31 December 2010 

 
 

3. The largest equity holdings 
The Fund’s largest holdings at 31 December 2010, 
expressed as a percentage of the total Fund, are listed 
below.  

 

Porton Capital Tech Fund     11.1% 
Maestro Equity Fund     10.0% 
ACPI TriAlpha Global Bond Fund     7.9% 
Bristol International Fund      4.7% 
Odyssey Alternative Strategies Fund     4.1% 
BHP Billiton plc       3.9% 
iShares FTSE Xinhua 25 Fund        3.7% 
Cie Fin Richemont           3.5% 
Caterpillar        3.3% 
SAB Miller plc                     3.1% 
Total                    55.3% 

 
The largest equity direct holdings, including ETFs, 
expressed as a percentage of the Fund’s core equity 
component, are listed in Chart 3.  
 

Chart 3: Largest equity holdings at 31 December 2010 

 
 

61%

5%

14%

20%

Equity Cash Bonds Alternative investments

57%

7%

28%

8%

US Dollars Euros Pounds Swiss f ranc

8.1%

7.7%

7.3%

7.0%

6.6%

5.5%

5.4%

5.3%

4.1%

3.9%

Billiton

iShares Xinhua 25

Richemont

Caterpillar

SAB Miller

Rolls Royce

Investec

Google

Deere

Exxon Mobil



 

Apart from their relative rankings, there were no changes 
to the largest holdings. At quarter-end there were 24 
direct equity holdings in the portfolio versus 28 at the end 
of September. The core equity portfolio represented 
47.7% of the Fund versus 42.0% in September. The 
Fund’s satellite component held an additional 3.3% 
equity exposure (2.5% in September) excluding the 
investment into the Maestro Equity Fund.  

 
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 a benchmark of a 40% equity weighting (using 
the MSCI World index as proxy for global equity 
markets) and a 20% weighting each to bonds (Barclays 
Capital [Barcap] Aggregate US Bond index), alternative 
investments (Dow Jones Credit Suisse [DJCS] Hedge 
index) and cash (3-month US Treasury Bills). This 
benchmark has, over time, delivered better returns than 
the average fund in Lipper’s global mixed asset 
(balanced fund) sector survey. The benchmark is thus a 
demanding one, which should be borne in mind when 
evaluating Central Park’s performance. 
 
The Fund’s investment portfolio is kept stable over time; 
there is little portfolio turnover to speak of. Short-term 
trading constitutes only a small portion of the 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. In the case of equity investments 
priority is given to companies with a propensity to 
increase their dividends.  
 
During the quarter, the Fund experienced a net outflow of 
assets. In order to fund the outflow, a number of changes 
were made to the portfolio. The holdings in Alpha Bank, 
British American Tobacco, National Bank of Greece and 
Wienerberger were sold, as was the investment into the 
Aurum Atlas (hedge) Fund. The investment into the 
Maestro Equity Fund was reduced significantly.  
 

5. The performance of the Fund 
Chart 4 depicts the quarterly returns of the Fund and the 
relevant benchmarks. It is fair to say that the Fund 
enjoyed another profitable quarter of above-average 
returns. The un-annualised return of the Fund during 
the December quarter was 6.6% versus the benchmark 
return of 4.0%. This return follows the 12.0% return 
during the September quarter, bringing the return over 
the past six months to 19.5% versus the 11.3% return 
from the benchmark and 13.5% average sector return. 
The December quarterly return of the Lipper Global 
Mixed Asset sector (shown in the charts as “Sector 
average”) was 3.9%. The bond component declined 
1.6% versus the 1.3% decline in the Barcap Aggregate 

US Bond index. The ACPI TriAlpha International Bond 
Fund, which comprises the bulk of the Fund’s bond 
exposure, declined 0.5% during the quarter. 
 
The alternative investment component rose 8.4% (this 
return excludes the Porton Fund investment) versus the 
4.7% rise in the DJCS Hedge index thanks to another 
superb return from the Bristol Fund. The quarterly 
returns of the alternative funds in which Central park is 
invested are reflected below. Please note that the Porton 
Fund is not a hedge fund but a venture capital fund. Its 
returns are listed below as they are not listed elsewhere 
in this Report.  
 

Bristol International Fund         14.9% 
Odyssey Alternative Strategies Fund         3.4% 
Porton Capital Tech Fund         -0.3% 

 

Chart 4: Quarterly returns to 31 December 2010 

 
 

The return of the core equity portfolio during the 
quarter was 11.5% versus the 8.6% of the MSCI World 
index. It is worth highlighting that the return from the 
core equity portfolio during the past six months was 
33.4% versus the 23.0% of the MSCI World index. As 
enjoyable as these returns are, it would be naive to think 
that global equity markets can continue to deliver these 
kinds of returns in such a short space of time. Appendix 
A provides some detail about the market behaviour 
during the past quarter.  
 
The most disappointing quarterly equity returns 
emanated from Standard Chartered, which fell 5.5%. 
Novartis declined 2.5% and Tullow Oil 1.0%. On a more 
positive note, the strongest gainers included the VW 
prefs, which rose 37.1% during the quarter. Billiton rose 
26.0%, Xstrata 23.6%, Erste Bank 20.9%, Raiffeisen 
19.9%, Caterpillar and Deere 19.0% each and Exxon 
Mobil 18.3%.  
 
The Maestro Equity Fund represents the Fund’s 
exposure to the SA equity market. It produced a return 
of 11.1% in rand terms (23.9% in the past six months) 
versus the JSE All Share index rand return of 9.5%. It is 
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worth highlighting, as we have done on many occasions 
in the past, that the SA equity market exposure has been 
a net contributor to the Fund’s returns over the years.  
 

Chart 5: Annual returns to 31 December 2010 

 
 

The Fund’s annual returns are shown in Chart 5. The 
return of Central Park for the year to December was 
6.9% versus the benchmark return of 7.7% and the 
Lipper Global Mixed Asset sector average of 7.1%. The 
return of the bond component was 2.3% versus the 
Barcap Aggregate US Bond index return of 6.4%. The 
TriAlpha International Bond Fund’s annual return for the 
year to December was 4.2%.  
 
The alternative investment component rose 15.4% 
during the year versus the 11.0% rise in the DJCS Hedge 
index. The annual returns of the funds in which Central 
Park was invested for the full period are listed below. 
The returns from the Bristol International Fund have 
been superb for some time now and contributed in a 
major way to the outperformance of the DJCS Hedge 
Index benchmark. 
 

Bristol International Fund       37.7% 
Odyssey Alternative Strategies Fund       6.0%  
Porton Capital Tech Fund      55.8% 

 
The annual return of the core equity portfolio was 
15.2%. The MSCI World index rose 9.6% during the 
year. Although the Fund’s investments in these 
companies were sold in November, the National Bank of 
Greece and Alpha Bank led the decliners during 2010, 
falling 65.9% and 44.8% respectively. BP had an annus 
horribilis what with its Deepwater Horizon disaster; the 
share declined 22.4%. Roche lost 22.1% and Petrobras 
20.6% despite the 21.6% rise in the oil price. On the 
other hand, the annuals gains of certain companies were 
spectacular; Caterpillar rose 64.3%, Richemont 58.4%, 
Expeditors 57.0%, Deere 53.5%, Erste Bank 36.0%, 
Adidas 29.0% and Rolls Royce 28.9%.  
 
The SA equity component, represented by the Maestro 
Equity Fund, rose 20.3% in rand terms versus the 

19.0% increase in the JSE All Share index. The latest 
Maestro Equity Fund Quarterly Report can be viewed on 
Maestro’s website. 
 

Chart 6: CAR – 3-year period to 31 December 2010 

 
 

The Fund’s compound annual returns (CAR) for the 3-
year period to 31 December are listed in Chart 6. 
Remember that global investment markets peaked in 
October 2007, so the base off which these returns are 
being measured is very high. In addition, the period 
covers the greatest financial crisis seen in living memory, 
which further explains why the returns are so low in 
absolute terms.  The CAR of Central Park during this 
period was -0.1% versus the benchmark return of -0.2%. 
The Lipper Global Mixed Asset sector average return 
was -2.5%, lower than the Fund’s return and indicative of 
just how difficult – and unprofitable – this period has 
been on global markets.  
 
The return of the bond component was 4.5%, versus the 
5.9% return of the Barcap US Aggregate Bond index. 
The CAR of the alternative investment component was -
2.8% versus the 2.1% return of the Dow Jones Credit 
Suisse Hedge index. The CAR of the funds in which 
Central Park was invested for the full period are listed 
below. What are not shown are those funds which are in 
the process of being wound down (the HFCM Fixed 
Income Plus Fund) or which have already closed or sold, 
such as the European Masters Fund, Aurum India Fund, 
Aurum Asia Pacific Fund and Aurum Atlas Fund. 
 

Bristol International Fund         13.3% 
Odyssey Alternative Strategies Fund         -2.2%  

 
The CAR of the core equity portfolio was -6.0% versus 
the -7.0% MSCI World index return. The SA equity 
component, represented by the Maestro Equity Fund, 
was 4.4% per annum in rand terms versus the 6.5% rise 
in the JSE All Share index. The contrast between the 
annual returns from the SA equity market (6.5) versus 
those from the global market (a 7.0% decline) is 
remarkable.  
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Chart 7: CAR – 5-year period to 31 December 2010 

    

The Fund’s compound annual returns (CAR) for the 5-
year period to 31 December are listed in Chart 7. The 
CAR of Central Park during this period was 4.0% 
versus the benchmark return of 3.9% and the Lipper 
Global Mixed Asset sector average return of 2.1%. The 
return of the bond component was 6.2%, versus the 
6.9% return of the Barcap US Aggregate Bond index.  
 
The CAR of the alternative investment component was 
3.0% versus the 6.4% rise in the DJCS Hedge index. The 
5-year CAR of the funds in which Central Park was 
invested for the full period and which are not in the 
process of winding down, are as follows: 
 

Bristol International Fund        13.7% 
Odyssey Alternative Strategies Fund         3.6%  

 
The CAR of the equity portion of the core portfolio was 
4.5% versus the 0.4% return of the MSCI World index 
over the same period. The SA equity component, 
represented by the Maestro Equity Fund, gained 12.3% 
in rand terms versus the 15.2% rand return of the JSE 
All Share index. More detail about the Maestro Equity 
Fund can be obtained by reading that Fund’s Quarterly 
Report on the Maestro website. The Maestro Equity Fund 
has contributed positively to the Fund over the period 
and vindicates our investment in this region.  
 

6. Closing remarks  
It is gratifying to put another year of respectable returns 
behind us. What makes it even more so is the fact that 
2010 was not without its fair share of uncertainty and 
risk. That said, it is naïve to think that the problems 
associated with the Great Financial Crisis are fully 
behind us. In the office this year so far we are already 
talking about “an interesting year ahead of us” – and we 
are not just referring to interesting market behaviour. 
There are still many, very powerful and significant risks 
that could very easily destabilize the markets and bring 
the tepid global economy recover to its knees. We hope 
that it will not come to that, but don’t be fooled into a 

false sense of security on the back of another year of 
positive returns from global equity markets.  
 
As the year progresses we will elucidate some of the 
more significant risks we see weighing on global 
investment markets both now and into the future. They 
are not that different from the risks we highlighted in the 
Market Commentary published last quarter, and which 
continue to feature prominently on our list of Big Picture 
Themes, listed in Slide 1 for your convenience.  
 

Slide 1: Maestro’s current Big Picture Themes 

 
 

Despite the significant risks, we continue to believe that 
equities represent the most promising asset class for the 
foreseeable future. For that reason the core equity 
portfolio represents the largest component of the Fund 
and is likely to continue to do so in the months ahead.  
 
We will publish the next Market Commentary in the 
current quarter and will use it to spell out our current 
view of the global investment environment.   
 
Please feel free at any stage to contact either myself 
(andre@maestroinvestment.co.za) or David Pfaff 
(david@maestroinvesetment.co.za) about the Fund. We 
remain at your disposal at all times and would like to 
take this opportunity to thank you for your loyal support. 
 
   
 
 
Andre Joubert 
Maestro Investment Management 
Investment Advisor to Central Park Global Balanced 
Fund 
 
18 February 2011  
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Investment Markets - Big Picture themes

• The Role and future value of the dollar:
• The effect of US policies on the dollar
• The dollar as the world’s reserve currency

• The US’s “Lost decade” – the Japanification of the US:
• The effect of public debt levels, the state of the consumer, the 

prospect of deflation and no or low growth, etc
• “Coming of Age” - Emerging markets’ role in the future 
• The inexorable shift in power from West to East
• Sovereign risk
• Security of supply

• The effect of EM demand fundamentals on the supply of 
commodities

• Deflation, then (possibly) hyperinflation
• Regulation strangulation (FICA, RICA, Basle 3, De-merit system, 

etc)
• Climate change



 

Appendix A  
 
A summary of market behaviour – December 2010 
As you are aware we comment extensively on market 
movements from month to month in Intermezzo and the 
letters that accompany your statements. We will thus 
provide only a summary here of the salient features of 
investment markets during the December quarter.  The 
returns of selected equity markets are shown in Table 1 
and of bonds, commodities and currencies in Table 2.  
 

Table 1: 2010 returns - equities 
  

2009  
(%) 

Sept 
quarter  

(%) 

Dec 
quarter  

(%) 

 
2010 
(%) 

Japan  12.9 -0.1 9.2 2.9 
Hong Kong  52.2 11.1 3.0 5.3 
Germany  23.9 4.4 11.0 16.1 
UK  22.1 12.9 6.3 9.0
US (S&P500/ large cap) 27.1 10.7 10.9 15.5 
S&P Mid cap index 35.0 12.7 13.1 24.9 
S&P Small cap index 23.8 9.3 16.0 25.0 
MSCI World index  27.0 13.2 8.6 9.6 
    

Brazil 82.7 13.9 -0.2 1.0 
Russia  128.6 12.6 17.4 22.5 
India  81.0 13.4 2.2 17.4 
China  80.0 10.7 5.7 -14.3 
MSCI Emerging 
market 

 
74.5 

 
17.2 

 
7.1 

 
16.4 

    

JSE All share  32.2 13.3 9.5 19.0 
JSE All share ($) 65.9 24.5 15.4 32.4 
Basic materials  40.9 7.0 15.8 11.7
Financial  28.0 15.1 -0.1 16.6 
Industrial  31.0 18.5 7.8 27.4 
Large cap (Top40) 31.8 13.4 9.9 17.2 
Mid cap index 35.7 13.2 6.6 30.3 
Small cap index 28.3 10.1 11.3 24.7 
 

By all accounts the December was a very profitable 
quarter and lifted what had been a very unrewarding year 
so far into one which produced respectable returns across 
most equity markets and asset classes. The catalyst to the 
market movements was the announcement by the Federal 
Reserved that it was to commence a second round of 
purchases of US bonds – so-called quantitative easing, or 
QE2. The Fed’s action was supposed to lower US bonds 
yields but instead US yields rose sharply (prices declined 
in similar fashion) and the dollar weakened against most 
emerging market currencies. And equity markets and 
commodity prices in particular rose sharply – refer to 
Table 2 to see how dramatically some commodity price 
rises were during the quarter. What is not shown in the 
Table are examples of agricultural commodity prices, 
which rose on the back of the weak dollar and weather-
related fears that supply would be insufficient.  
 
 
 
 

Table 2: 2010 returns – bonds, commodities, currencies 
  

2009  
(%) 

Sept 
quarter  

(%) 

Dec 
quarter 

(%) 

 
2010 
(%) 

     

SA All Bond index -1.0 8.1 0.6 14.8
SA Cash  8.9 1.7 1.5 6.9 
     

Barcap US Agg. 
Bond index 

 
6.1 

 
2.5 

 
-1.3 

 
7.8 

Barcap Global Agg. 
Bond index 

 
N/A 

 
7.3 

 
-1.3 

 
5.5 

Emerging market 
bonds

 
27.2

 
8.7 

 
-2.0

 
12.5

US 10-year bond -9.7 4.5 -5.6 7.9 
US Corporate bonds 19.8 4.9 -1.6 9.5 
US high yield bonds 57.5 6.7 3.1 15.2 
Cash (US dollar) 0.1 0.0 0.0 0.1 

  

DJ CS Hedge index 18.6 4.9   
  

Brent (Oil) 94.1 9.7 15.1 21.6 
Gold 27.6 5.1 7.9 27.7 
Silver 57.5 17.8 38.8 80.3
Platinum 62.7 8.5 5.6 20.1 
Palladium 114.1 28.5 39.1 102.8 
Copper 151.3 23.1 20.0 31.0 
Nickel 70.00 20.4 7.1 34.5 
Baltic Dry index 288.2 6.5 -30.8 -41.0 
CRB Com index  23.5 11.0 12.5 13.9 
S&P GS 
Commodity index 

 
61.6 

 
8.9 

 
14.4 

 
18.4 

  

Euro dollar 3.2 11.5 -1.7 -6.5 
Sterling dollar 12.3 5.3 -0.6 -3.1 
Rand dollar 25.6 9.9 5.4 11.3

 
Global investment markets 
Chart 1 depicts the quarterly and annual movements of 
selected equity markets. Ironically, China, whose 
economy has largely kept the global economy afloat, is 
the only market to have suffered a major decline in 2010.  
 

Chart 1: Global returns to 31 December 2010 
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I referred earlier to the fact that the December quarter, 
together with the returns registered in September, turned 
an anaemic year-to-date return into a very profitable one. 
Last quarter we included a chart which depicted as much; 
we have updated it below in Chart 2.  
 

Chart 2: 2010 returns gain respectability late in the year 

 
 

What is immediately apparent from the chart is just how 
volatile the monthly returns were. For example, the five 
most positive months provided a combined return of 
38.8% for the MSCI world index and 39.4% for the All 
share index. In contrast the remaining seven months 
produced a combined return of -21.1% and -14.7% 
respectively – thank heavens for the five profitable 
months!  
 
Another aspect that is evident from the chart is that the 
SA equity returns more or less tracked those of 
developed markets, with the exception of March, May 
and November. It is interesting to see from Table 1 that 
developed markets (8.6%) outperformed developing 
markets (7.1%) during the December quarter. This 
reflects a view, which arose after the QE2 
announcement, that developed markets had been too 
severely punished and that the prospects for the global 
economy were better off post-QE2; whether or not this 
view proves correct remains to be seen. But it is worth 
highlighting that there was far less of a disparity between 
developed and developing markets (7.3% versus 16.5%) 
in 2010 than there was in 2009 (27.0% versus 74.5%).  
 
The positive sentiment that built momentum during the 
final months of 2010 can be seen from the passage of the 
US equity market, shown in Chart 3. It is hard to argue 
against the market developing a “Bernanke put” 
mentality, just as it did when previous Fed Chairman 
Alan Greenspan was around. You will recall that nearly 
every time equity markets hit the skids, Greenspan cut 
interest rates, which in turn supported and then boosted 
the US equity market. Much the same seems to be 
happening under the Bernanke chairmanship although in 
his defence the economic circumstances are somewhat 

different. However, even if QE1 and QE2 have been a 
failure from a bond market point of view - rates have not 
fallen according to the QE plan – the equity market has 
certainly fallen in love with Bernanke and his approach. 
 

Chart 3: The US Equity market (S&P 500 index) 

 
Source: Saxo Bank 

 

Turning to the US dollar and the currency markets in 
general, more than one drama has been occurring 
simultaneously. While the US has been trying to deal 
with its own crisis – rather unsuccessfully in our opinion 
– the Eurozone has had more than its fair share of 
problems; sovereign ones, to be exact. The Irish bailout 
drama was well covered during the quarter, and its effect 
on the euro dollar rate can be seen clearly from Chart 4.  
 

Chart 4: The euro dollar exchange rate 
 

 Source: Saxo Bank 
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The dramatic fall in the dollar (rise in the euro) between 
mid-September and end-October reflected investor 
concerns that QE2 would undermine the dollar and ignite 
inflation at some point in the future. Fortunately for the 
dollar though, concerns about weak Eurozone members 
in general and Ireland in particular undermined the euro, 
which declined sharply in November and December, 
leaving it 6.5% lower than where is started the year. The 
issue of sovereign debt is going to remain a very large 
risk factor in global markets in 2011. The “battle for 
supremacy” will take place this year in the currency 
markets – we already see Brazil openly referring to the 
“currency war”. As yet there is no indication of what 
currency, if any, can replace the dollar as the world’s 
reserve currency. This is probably a good thing because 
if there was an obvious successor to the dollar in this 
regard, the dollar would likely be much lower.  
 
The dollar was also a factor in steep commodity price 
rises during the quarter, although weather-related supply 
fears were an added factor in the case of agricultural 
commodities. The steep gains in these prices have 
already pushed food prices up in many developing 
countries and have sparked consumer backlashes 
reminiscent of those experienced in 2008.  
 

Chart 5: The price of wheat – a staple food of the poor 

 
Source: Saxo Bank 
 

What is perhaps most concerning is that there is no 
immediate solution to escalating food prices. Supply 
constraints and freak weather patterns are very real issues 
for many of these markets, and neither the producers nor 
authorities are able to affect them in the short term. The 
presence of opportunistic speculators in some cases only 
makes matters worse as do the demographic changes in 
emerging markets that are slowly aggravating the 
situation.   
 
 

Chart 6: The price of corn  

 
Source: Saxo Bank 
 

But it would be wrong to think that it is only food (so-
called soft) commodity prices that are rising. Chart 7 and 
8 depict the recent history of the silver and palladium 
prices, which rose 38.8% and 39.1% in the December 
quarter and 80.3% and 102.8% for 2010 as a whole. 
Admittedly I have chosen the two commodities that have 
risen the most in 2010 but Table 2 shows that most other 
commodity prices rose as well. The S&P Goldman Sachs 
and CRB Commodity indices rose 14.4% and 12.5% 
during the quarter and 18.4% and 13.9% during 2010 
respectively. There is absolutely no doubt that these price 
increases will eventually find their way into prices at the 
retail level.  
 

Chart 7: The silver price – makes gold look boring  

 
Source: Saxo Bank 
 

 
  



 

Chart 8: The palladium price   

 
Source: Saxo Bank 

 
Local investment markets 
Turning to the South African investment markets, Chart 
9 depicts the quarterly and annual gains in the major 
indices for 2010.  
 

Chart 9: Local returns to 31 December 2010 

 
 

Despite the rand, which firmed 5.4% against the (firm) 
dollar during the quarter, the basic material index posted 
the largest (15.8%) return during the quarter. In stark 
contrast, the financial index declined, albeit only 
marginally. As usual, Mr Consistently Stable, the 
industrial index, gained 7.8% on the quarter, but posted 
the largest annual return of the three major indices. 
During the final quarter of 2010 we published our Market 
Commentary, which included a section espousing the 
reasons why we bias our equity portfolios in favour of 
industrial shares. I would encourage you to read it again; 
added to all the reasons we put forward in that document, 
we were able yet again to put another year behind us 
during which industrial shares posted the best gains 

during the year and delivered a consistent stream on 
income. In addition, the industrial index also displayed 
the least volatility of all three major indices during 2010. 
Better returns, for less risk – what could be more 
appealing? 
 

Chart 10: SA equity market price action 

 
Source: Investec Securities 
 

In the same Market Commentary – copies of which you 
can obtain from us at any stage if you have perhaps 
misplaced yours – we also provided what we believe is 
compelling evidence to support our affinity for carefully 
chosen mid and small cap shares (not Alt-x shares). You 
would therefore appreciate that at the end of a calendar 
year, our team gets quite excited to see if our biases with 
regard to market capitalization (cap) was vindicated. I am 
happy to report that in 2010 they didn’t let us down. Just 
to reiterate the point, Table 3 shows the returns for the 
past quarter and year, together with the US experience. 
We monitor the latter quite closely, as there is a close 
correlation between the movements across market caps, 
across different markets. In addition, it provides us with 
some comfort knowing that the “mid and small cap 
phenomenon is not only a South African one.  
 

Table 3: SA and US returns across market cap 
  

2009  
(%) 

Dec 
quarter  

(%) 

 
2010 
(%) 

10-yr 
CAGR* 

(%) 
SA All share 
index 

32.2 9.5 19.0 17.8 

Large cap (Top40) 31.8 9.9 17.2 16.8 
Mid cap index 35.7 6.6 30.3 24.5 
Small cap index 28.3 11.3 24.7 26.0 
S&P500 27.1 10.9 15.5 -0.5 
S&P Large cap 27.1 10.9 15.5 -0.5
S&P Mid cap 
index 

35.0 13.1 24.9 5.8 

S&P Small cap index 23.8 16.0 25.0 6.6 
*Compound Annual Growth Rate to December 2010 

 

Our final chart is that of the rand, which continues to 
frustrate and confuse many investors. As you are surely 
by now aware though, Maestro has for nearly two years 
now maintained the view that the rand is likely to remain 
strong. Our view was and remains based on our view of 
what is happening beyond the borders of this country, 
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rather than an assessment of the immediate or even 
medium-term future of South Africa. SA is not alone in 
this regard; many other developing (and some developed) 
countries, of which Brazil has been the most vocal, but 
including Australia, Chile, China, Columbia, Mexico, 
Indonesia, Japan, Peru, South Korea, Switzerland, 
Taiwan and Thailand have been struggling with 
appreciating currencies. Having got our currency view 
right for some time, there is no room to gloat; the hardest 
part will be to assess when the appropriate time has come 
to begin anticipating a weaker rand. At this point in time, 
though, we sense that that moment is still some time 
away.  
 

Chart 11: The rand dollar exchange rate 
Testing record levels – but when will the turning point arrive? 

 
Source: Saxo Bank 

 

That concludes the summary of market developments 
during the final quarter of 2010. I again draw your 
attention to the Market Commentary we published last 
quarter. It contains valuable insights into the prevailing 
investment climate and more importantly sheds light on 
our thinking and includes two wonderful articles on The 
case for equity investment and The case for mid and 
small cap investment. The lessons expounded in these 
articles will not date very quickly and remain relevant for 
all serious long-term investors. If you have not yet seen 
or read them and would like us to send you a copy of the 
Market Commentary, please contact us for a copy. 
 
Last quarter we ended this section with the following; 
“Here’s hoping we have more good news to report when 
we revert back to you on the behaviour of markets during 
the December quarter and the year as a whole”. Now that 
you have heard and experienced “the news” you will 
agree that we have put another year of strong equity 
market returns behind us. That in itself is very gratifying. 
However, we have been around long enough to know 
that there is never room for complacency and so we 

remain as vigilant as possible. We can easily compile a 
list of ten good reasons for extreme caution, but can 
simultaneously compile a list of nine reasons to be 
positive. Now, more than ever, some really hard political 
decisions need to be taken by world leaders and the 
custodians of fiscal and monetary policy. History has 
taught us that the latter are not good at taking these 
decisions, and we therefore expect mistakes to be made 
which will sow volatility and more uncertainty into the 
markets. We will work hard to “navigate the waters” but 
are mindful that after a period of excellent returns, such 
as those we now put behind us, it is that much harder to 
replicate them in the short term. 
 
Thank you as always for your support. We remain at 
your disposal at any stage, should you wish to contact us 
to discuss our views in more detail.  
 
 
The Maestro Investment Team 
11 January 2011 

 


