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Global: The gamble of global fiscal stimulus

The year 2016 began with a shaky start with risk assets
selling off across the board, oil declining to $28 a barrel
and investor concerns focusing on the possibility of a
significant Yuan devaluation. World trade remained
pedestrian and in spite of liquidity being freely
available, the world economic engine continued to
chug along.

The one spark of hope remained: the United States
where green shoots of economic recovery began to
appear. The two shock political events of 2016, Brexit
and the election of Donald Trump as US President were
certainly the catalysts which helped bring about a
change in the global economic outlook.

MSCI World vs MSCI EM 2016
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Thankfully the year ended on a more positive note
for developed world equity markets, with the MSCI
World Equity Index returning 8.15% y/y in total
return terms whilst emerging markets returned
11.60%, despite displaying considerable volatility
and a final quarter returning a negative return of
-4.08% as measured by the MSCI Emerging Market
Index.

This negative performance was largely as a result
of rising bond yields, a strong Dollar and fears of
protectionist trade measures being imposed by
the newly elected Trump administration. However
the events surrounding the surprising Brexit vote
and the election of Donald Trump as US President
will likely continue to echo throughout global
stock markets for the duration of 2017.
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Global bond markets were almost exclusively driven by the
political events surrounding the Brexit and Trump decisions.
Upcoming elections in Europe also exerted influence. Despite
the volatility the 10 year US Treasuries yield increased from
1.59% to 2.44% due to expectations of tighter monetary
policy in future. The European Central Bank confirmed that it
was reducing the scale of its bond buy-back programme but
carefully avoided any suggestion that this was tantamount to
tapering.

In the US the victory of republican Donald Trump dominated
markets as the prospect of a cut in taxes, an easing of
regulatory requirements and a boost to infrastructure
expenditure were seen as positive for domestic economic
growth and resulted in the S&P 500 advancing 3.82%.
Mid-cap and small-cap equities were the best performers with
the Russell 2500 and the Russell 2000 gaining 6.1% and 8.8%
respectively.

As expected, the Federal Open Market Committee raised
interest rates in December on the back of a continued
improvement in the economy with non-farm payrolls
displaying rising employment numbers which resulted in the
unemployment rate declining to 4.6% in November. It is
evident from Trump's pre-election manifesto that far more
reliance will be placed on fiscal rather than monetary policy in
order to promote economic growth.

The Eurozone continued to reflect improved economic
conditions with the MSCI EMU index returning a healthy 8.1%.
There was a distinct shift away from bond related investments
towards value areas which are seen benefitting from rising
bond yields. This resulted in the Financial sector being the
best performer as rising interest rates were seen to be
conducive to improved bank profits. Commaodity shares,
particularly energy related ones, also performed well with the
OPEC oil cut back programme providing the stimulus.

The European Central Bank extended its quantitative easing
programme to December 2017 but reduced its monthly bond
repurchases to 60 billion Euros from the previous 80 billion.
Unemployment declined to 9.8% with annual inflation rising
from 0.5% in October to 0.6% in November. Economic growth
remained pedestrian with GDP for Q3 coming in at 0.3%.

As the dust around the Brexit decision began to settle,
statistics showed that the UK economy grew at a better than
expected 0.6% in Q3.To an extent this was as a result of
sterling weakness, but the encouraging factor is that consumer
spending remained resilient in spite of higher energy prices,
as well as the prospect of further imported inflation.

Sterling fell sharply early in October but regained some
ground when the Bank of England revised upwards its GDP
growth projections. The decision by the U.K's Chancellor of
the Exchequer Philip Hammond to officially abandon his
predecessor’s promise to run a balanced budget reflected
amove towards a more fiscal rather than monetary
approach to economic stimulus. He has left the option
open to extend the deficit funding programme.

A more positive reaction to the prophets of doom
following the Brexit decision resulted in the FTSE All-Share
returning 3.9% over the period. Bond yields rose as the
sell-off in developed gilt markets gathered momentum
resulting in a distinct steepening of the yield curve. The
prospect of higher interest rates resulted in Financials
performing particularly well. The possibility of higher oil
prices as a result of the proposed OPEC production cuts
and more encouraging economic data coming out of
China saw the resources sector delivering a strong
performance.

The Japanese stock market was the star performer over the
quarter improving month on month to return 15.0%
overall. This was largely due to a disconnect in bond yields
between the US and Japan where the impact of potential
increases in US rates were significantly muted because of
the Bank of Japan's ongoing commitment to manage the
yield curve via its bond repurchase programme. This
resulted in a widening in the interest rate differential
between the two nations and saw the Yen fall sharply.

Whilst the outcome of the US election influenced Japanese
market sentiment the key sectors attracting investors
remained unchanged. The major beneficiaries of arising
interest rate environment continued to attract attention
with banks, insurance companies and securities companies
attracting the most attention.

The Chinese markets continued to display weakness partly
as a result of the potential further increase in US interest
rates but also as a result of increased curbs being placed on
property speculation as well as an overall tightening in
credit availability.

Capital outflows continued unabated in spite of further
Yuan depreciation as foreign exchange reserves held by
the Peoples Bank of China declined by almost $70 billion in
November resulting in depreciation of 2.2% from the
previous month. The Yuan declined -3.9% over the quarter
versus the Dollar. In Hong Kong market sentiment
weakened as curbs to reduce property development
speculation were not well received by investors.
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Domestic: Rating agencies relief

-

The uncertainties surrounding potential change in US
trade and foreign policy impacted emerging markets
significantly with the fear of a protectionist policy
being implemented by the Trump administration
weighing heavily.

The South African equity market was hamstrung
awaiting the outcome from the three major rating
agencies with a distinct fear that SA's sovereign debt
would be downgraded to junk status.

Fortunately South Africa managed to avoid this
potential calamity with Standard and Poor’s,which is
the most relevant rating agency, deciding to affirm the
long term foreign currency debt rating at‘BBB-'with a
negative outlook. Rising risks have resulted in the
agency'’s decision to lower the long term local currency
debt rating from ‘BBB+'to ‘BBB’ a rating that is still two
notches above sub-investment grade.

Asset class returns % 2016 (ZAR)

SA will have to keep a careful eye on its balance of
payments and fiscal deficits and move closer
towards political stability if it wants to hold on to
its investment grade credit rating in 2017. This is
because the ratings agencies will have to resolve
their negative outlook on the country’s credit
rating within 12 months by either changing it to
stable or downgrading it.

While the ratings agencies’ decision means that SA
has managed to keep its investment grade rating
with all three major rating agencies, it also means
the country is now on notice for a downgrade by
all three.
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The JSE/ALSI gained 0.88% and 0.97% in total return
terms over December. Overall JSE equity performance
can best be described as pedestrian for 2016 having
returned a paltry total return of 2.6%. The FINI was the
best performer gaining 3.23% with the INDI25 coming in
at a positive 1.80%. Following on a stellar performance
from Steinhoff the Household Goods sector gained
9.53%.

The General Mining sector came under significant
selling pressure losing 6.91%, the main contributors
being Anglo American which was down 7.97% followed
by BHP Billiton down 6.50%. Platinum and Precious
Metals did not avoid the sell-off losing 5.12% with
Lonmin contributing a negative 11.70% and Anglo Plats
8.51%. Star performers for the year are Kumba and
Assore with the former gaining 285.92% and the latter
281.51%. Indeed spectacular performance, although
admittedly from an overly depressed base. Property
gained 4.24% while the ALSI’s 30 day volatility indicator
was up at 15.51 from the previous month’s 13.37.
Foreigners were net sellers of R5.69 billion worth of
equities.

The All Bond Index staged a mild recovery from the
sell-off of the previous month returning 1.57%. The 12+
maturity sector gained 1.76% with the 7-12 year bucket
returning 1.45%. Foreigners disposed of R6.61 billion of
bonds during the month. Interestingly y/y both the ALBI
and cash outperformed the ALSI with the ALBI returning
15.45% and cash 7.37% whilst the ALSI returned 2.63%.

The headline CPIl annual inflation rate in November
2016 was 6.6%. This rate was 0.2% higher than the
corresponding annual rate of 6.4% in October 2016.
On average prices increased by 0.3% between
October 2016 and November 2016. Prices of food
and non-alcoholic beverages climbed 11.6% from a
year earlier while fuel costs rose 5.6%. The annual
percentage change in the PPI for final manufactured
goods was 6.9% in November 2016.

Retail sales unexpectedly fell for the first time this year in
October suggesting the South African Reserve Bank
might continue to hold off raising interest rates in
January to take pressure off the economy. Statistics
South Africa announced that retail sales were down
0.2% year-on-year in October following a revised
increase of 1.6% in September. The SACCI Business
Confidence Index (BCl) improved by another 0.9 index
points from October 2016 to 93.9 in November 2016. The
BCl increased by 3.6 index points from the exceptionally low
level of 90.3 registered in September 2016.

N

Mining production decreased by 2.9% year-on-year
in October 2016. The main negative contributors
were: PGMs, Manganese, “other" non-metallic
minerals and Gold. Iron ore and coal were
significant positive contributors. Manufacturing
production decreased by 2.7% in October 2016
compared with October 2015. Seasonally adjusted
manufacturing production decreased by 1.9% in
October 2016 compared with September 2016.
This followed month-on-month changes of 1.3%
in September 2016 and -1.0% in August 2016.

The Rand’s Achilles” heel the current-account deficit
is narrowing as subdued demand constrains
imports. The shortfall shrank to 3.1% of gross
domestic product in the second quarter from 5.3%
the previous three months.

Inflation is slowing. The South African Reserve Bank
sees the rise in consumer prices averaging 5.8% in
2017 down from a seven year high of 7% in February,
which means that the yield on South African assets
will remain attractive even as US interest rates rise.

The SA economy has endured several severe
economic shocks in the past few years: a labour
shock; a commodities shock, an electricity shock,
and on top of everything, the worst drought in 100
years. At last however, there is a sense among
economists that the business cycle is bottoming out
and that SA will enjoy relatively better growth and
lower inflation in 2017 and hopefully even an
interest rate cut in the second half if the promised
rains come. A summer with good rains is essential
for increasing food supply and tempering food
inflation which has been the driving force behind
the CPItarget breach for much of this year.

What does 2017 hold for the local equity market?
Certainly a more positive outlook remains in spite of
many unknowns both political and economic. On
the positive side agricultural production seems set
to improve helping to ease food price inflation, an
improving Chinese economy together with rising
commodity prices should benefit the mining
industry and Donald Trump's infrastructure plans
should also assist in this regard. 2016 has indeed
been a difficult year for SA Equities but at last there
appears to be some light at the end of the tunnel.
Certainly patience will be rewarded!
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GTC Fund performances - December 2016

-

Investment Portfolios

GTC Fixed Income B 1.91 4.02
GTC Wealth Accumulator FoF B -2.08 -1.44
GTC Capital Plus Fund of Fund B 0.83 1.51
FTSE/JSE All Share Index (ALSI)A -2.46 -2.36
FSTE/JSE Shareholder Weighted Index (SWIX)A -3.59 -3.65
BEASA All Bond Index (ALBI 1-3 year)A 1.06 2.91
Cash (SteFi)A 1.50 3.02
GTC Conservative Absolute Growth (R) -6.40 -9.16
GTC CAG’s Composite benchmark (R) A -5.46 -9.96
$/R exchange rate -1.10 -7.26
GTC Global Conservative Absolute Growth ($) -0.77 2.20
GTC Global CAG’s Composite benchmark ($)A -4.41 -2.89
GTC Prosperity Wealth FoF -0.22 0.59
Composite benchmark -1.64 -1.63
GTC Balanced Wealth FoF 0.01 1.23
CPI + 5% target 2.17 4.72
GTC Wealth Protector FoF 0.70 1.29
CPI + 1% target 1.22 2.79

*Annualised
ABenchmark returns include 1.5% fees

Not all fund class returns are shown. Class B refers to indirect investments.

The GTC Fixed Income Fund has delivered outperformance
against the Cash (SteFl) benchmark over all periods.

The GTC Wealth Accumulator FoF maintains a defensive
stance given the high valuations in the equity market in what
has been a volatile period for equity markets.

The GTC Capital Plus FoF has shown its capital protection
focus. The significant absolute return exposure ensures that
the Fund captures upside equity return while focusing on
avoiding losses over 12 month periods.

The GTC Conservative Absolute Growth Funds (USD)
underperformed over the quarter as Emerging Markets
detracted. It should be highlighted that investment decisions
within the fund are based on long term prospects and earnings

7.79 6.72 7.1 6.39 6.09
1.19 0.28 233 5.07 6.81
4.09 4.27 4.88 5.91 6.76
1.10 2.33 4.58 8.16 11.31
2.58 2.33 5.99 9.09 12.49
8.45 5.46 5.19 4.60 5.02
5.83 5.35 5.01 4.66 4.52
-10.02 3.50 5.83 12.16 12.79
11.16 7.24 7.92 12.94 11.98
-11.78 8.87 9.39 12.77 10.92
4.47 -0.20 -0.70 1.28 3.05
0.72 -1.51 -1.35 0.14 0.95
2.10 3.33 4.43 6.34 7.59
1.94 3.82 6.16 7.65 10.04
3.61 3.98 4.68 5.94 6.97
11.62 10.69 10.73 10.63 10.62
4.54 4.80 5.53 5.60 6.06
7.61 6.69 6.73 6.62 6.62

streams of individual companies as opposed to any short
term macroeconomic outlook or individual company
prospects. The fund remains defensively positioned with
the anticipation of continued volatility.

The GTC Prosperity Wealth FoF outperformed its
benchmark over the quarter. Equity markets remain the
main driver of performance.

The GTC Balanced Wealth FoF lagged its benchmark as
Equity markets have been under pressure over a very
volatile period.

The GTC Wealth Protector FoF has marginally lagged its
benchmark over the long term as equity markets have
been under pressure over a very volatile period.
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Contact us

Head - Investment Analytics
Clive Eggers

T +27(0) 21 412-1062

E ceggers@gtc.co.za

National Manager - Strategic Partners
Roger Schirges

T +27(0) 10 597-6858

E rscharges@gtc.co.za

Head - Healthcare
Jillian Larkan

T +27(0) 21 412-1062
E jlarkan@gtc.co.za

Head - Employee Benefits Administration
Nadira Sarang

T +27(0) 21 713-8500

E nsarang@gtc.co.za

Head - Wealth Management
Jenny Williams

T +27(0) 10 597-6840

E jwilliams@gtc.co.za

Head - Employee Benefits Consulting
Toy Otto

T +27(0) 10 597-6861

E totto@gtc.co.za

Head - Marketing & Media
Vanessa Partington

T +27(0) 10 597-6825

E vpartington@gtc.co.za

Managing Director - Securities & Derivatives
Mike Bolus

T +27(0) 214121071

E mbolus@gtc.co.za

Managing Director - Risk Solutions
Roy Wright

T +27(0) 21 286-0037

E rwright@gtc.co.za

Group Chief Operating Officer
Farhadh Dildar

T +27(0) 10 597-6830

E fdildar@gtc.co.za

Group Chief Executive Officer
Gary Mockler

T +27(0) 10 597-6831

E gmockler@gtc.co.za

Head - Finance
Andrea Diamond

T +27(0) 10 597-6877
E adiamond@gtc.co.za

Compliance Officer
Dale Nussey

T +27(0) 10 597-6828
E dnussey@gtc.co.za

/

formerly Grant Thornton Capital
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a GTC@Grant Thornton, The Wanderers Office t +27(0) 10597 6800 GTC (Pty) Ltd. An Authorised Financial
Park, 52 Corlett Drive, lllovo, 2196 f +27(0) 10597 6801 reg.no. 1996/001488/07 Services Provider

p POBox 55118, lllovo, 2116 w www.gtc.co.za directors G.K. Mockler, F. Dildar FSP. no. 731
GTC is nationally represented in Johannesburg, Cape Town and Durban
GTC Group products and services include: Employee Benefits Consulting - Employee Benefits Administration - Private Client Wealth Management «
Healthcare Consulting « Short-Term Risk Solutions « Stockbroking « Derivatives Trading « Unit Trust Management « Asset Management - Fiduciary Services
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