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Dear Valued Client, 
 

A Global Context is Key. 
 

Irrespective of what one might 

think about Thomas Friedman, 

we believe he articulated quite 

well (see opposite) a key aspect 

at the core of our world-view... 

that of interconnectedness.  

 

To be an analyst of financial 

markets here in Australia, 

largely requires one to be an analyst of the world, for we live within the cross-currents 

of economic and capital flow trends that drastically dwarf our own localised economy.  

 

For example, whether you measure the economic footprint of Australia by GDP or by 

the size of our banking system, Australia is only about 2-3% of the combined size of 

the four largest economic regions of the world (USA, China, the Euro Area, and Japan).  

 

 
 

Although we have highlighted before the importance of a global context when analysing 

financial and economic prospects in Australia, given the way conditions are unfolding 

in the world we thought it might be valuable to once update things.  

General Information: This document has been prepared for the general information of clients only and as 

such does not constitute direct or specific advice to anyone. Should you require more information, please 

contact your Prerequisite Advisor. Past performance is not necessarily indicative of future results. 

See page 6 for Portfolio Results 

ά¢ƘŜ ƎǊŜŀǘ ǎǘǊŀǘŜƎƛǎǘǎ ƻŦ ǘƘŜ Ǉŀǎǘ ƪŜǇǘ ŦƻǊŜǎǘǎ ŀǎ ǿŜƭƭ ŀǎ ǘǊŜŜǎ ƛƴ ǾƛŜǿǎΦ 

They were generalists, and the operated from an ecological perspective. 

They understood the world is a web, in which adjustments made here are 

bound to have effects over there ς that everything is interconnected. Where 

might one find generalists today? The dominant trend within universities 

and the think tanks is towards ever-narrower specialization: a high 

premium is placed on functioning deeply within a single field than broadly 

across several. And yet without some awareness of the whole ς without 

some sense of how means converge to accomplish or to frustrate ends ς 

there can be no strategy. And without strategy, there is only driftΦέ 

...Thomas Friedman  
(noted author in the field of International Relations, emphasis added) 
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Firstly, ƛǘ ƛǎ ƭƛƪŜƭȅ ǘƘŀǘ ǘƘŜ ƻǇǘƛƳƛǎƳ ǘƻǿŀǊŘǎ ŀ ǎǳǎǘŀƛƴŜŘ ΨǊŜŦƭŀǘƛƻƴŀǊȅΩ ōǳƭƭ ƳŀǊƪŜǘ ƛƴ 

the commodity sector will prove to be misplaced, with the following chart suggesting 

very weak underpinnings for the resources sector of the Australian Share Market at 

present...  

 

 
 

Secondly, if US President Trump and his team continue to move in the direction of 

their espoused Trade Policies, it is likely to cause Australian unemployment to rise... 
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Thirdly, ǘƘŜ ƭŀǊƎŜǊ ƳƻǊŜ ΨPŀǘƛŜƴǘΩ Money Participants in the world are starting to take 

investment positions that suggest that the USA is likely to ΨƻŦŦƛŎƛŀƭƭȅΩ ŜƴǘŜǊ ŀ ǊŜŎŜǎǎƛƻƴ 

within the next two years and that the Federal Reserve will be reversing its monetary 

policy ōŀŎƪ ǘƻǿŀǊŘǎ ΨŜŀǎƛƴƎΩ within the next 12 months. This has massive implications 

for the rest of the world, especially Australia.  

 

We can see this by the money-flow behaviours of ǘƘŜ ōŜǘǘŜǊ ƛƴŦƻǊƳŜŘ ΨtŀǘƛŜƴǘΩ aƻƴŜȅ 

Participants in the worldΩǎ largest futures market for short term US interest rates (the 

Eurodollar market). Such Ψ.ƛƎ-aƻƴŜȅΩ Participants are basically perceiving that short-

term interest rates are way too high relative to the actual underlying fundamental 

realities and so they are placing an extreme amount of money in the direction of 

anticipating lower interest rates ahead (ōŀǎƛŎŀƭƭȅ ǘƘŜ ΨǊƛǎƛƴƎ ǊŀǘŜǎΩ ƴŀǊǊŀǘƛǾŜ ǘƘŀǘ Ƙŀǎ 

been popular in all the major newspapers is likely to be reversing from here).   

 

 
 

 

 

 

Basically, from the above chart, you can see the progression:  

1. ¢ƘŜ ōƛƎ ΨǿŜƭƭ-ƛƴŦƻǊƳŜŘΩ ƳƻƴŜȅ in the world begins to realise that in the USA 

either a recession or reversal in short term interest rate trends is highly likely, 

and so they begin to make large investments accordingly.  

2. Short term US Interest Rates inevitably begin to fall (usually in short order). 

3. [Australian unemployment begins to rise thereafter as global conditions 

deteriorate.]  

 
ώLŦ ȅƻǳ ǿƻǳƭŘ ƭƛƪŜ ƳƻǊŜ ƛƴŦƻǊƳŀǘƛƻƴ ǇŜǊǘŀƛƴƛƴƎ ǘƘŜ ŀōƻǾŜ ΨtŀǘƛŜƴǘ aƻƴŜȅ CƭƻǿǎΩ ƛƴŘŜȄ ŀōƻǾŜΣ ǇƭŜŀǎŜ ŎƻƴǘŀŎǘ ǳǎΦϐ  
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Although our Portfolio Strategy does not depend on us anticipating the future 

directions of markets, we do however like to be proactive in estimating the probabilities 

of future trends or possibly adverse market movements.  
 

Our strategy allows us to be resilient through a fair 

degree of diversification at all times, but to also readjust 

when necessary to the broader underlying trends as they 

change.  
 

Lƴ ǘƘŜ ŎƻƴǘŜȄǘ ƻŦ ǘƘƛǎ ΨƳŀǊƪŜǘ ŀƎƴƻǎǘƛŎΩ ǎǘǊŀǘŜƎȅΣ ƻǳǊ 

research continues to highlight to us the elevated risks in 

the world of further escalations in global banking system and capital flow conditions ς 

the dominoes we have been watching fall (since 2013) towards more challenging global 

conditions continue to unfold. Amidst this, given the balance of known risks that we 

can identify, and diversifying our portfolio to hopefully weather in a reasonable fashion 

any unknown or unforeseeable risks, we are quite confident that after the market 

machinations of the last 18 months our portfolios are strongly positioned for 

compelling returns in the seasons to come.  
 

By way of updating our overall portfolio strategy, here is the performance of our two 

tƻǊǘŦƻƭƛƻΩǎ to date...  
 

  
 

Essentially performing according to mandate, even though the last two years have been 

a little slower than usual ς ŀ ƴŀǘǳǊŀƭ ŘȅƴŀƳƛŎ ǿƛǘƘƛƴ ǘƘŜ ΨǇŜǊŦƻǊƳŀƴŎŜ ŎȅŎƭŜΩ ƻŦ ƻǳǊ 

strategy ς this is largely because our longer-term trend-following systems essentially 

diagnosed what has been popularly known as the ΨreflationΩ rally of the last 18 months 

as being transitory in nature and not likely to be a sustainable change in trend. Our 

broader macro-fundamental analysis of the global system tends to corroborate this 

diagnosis. This also suggests the similar rally in the Australian Share market since early 

2016 is also at risk of proving to be transitory.   

άOur main business is not to see what lies dimly at a 

distance, but to do what clearly lies at handΦέ 

 ά5ƻ ǘƘŜ Řǳǘȅ ǿƘƛŎƘ ƭƛŜǎ ƴŜŀǊŜǎǘ ǘƻ ȅƻǳΣ ǘƘŜ ǎŜŎƻƴŘ Řǳǘȅ 

ǿƛƭƭ ǘƘŜƴ ōŜŎƻƳŜ ŎƭŜŀǊŜǊΦέ 

άbƻǘƘƛƴƎ ƛǎ ƳƻǊŜ ǘŜǊǊƛōƭŜ ǘƘŀƴ ŀŎǘƛǾƛǘȅ ǿƛǘƘƻǳǘ ƛƴǎƛƎƘǘΦέ 

...Thomas Carlyle (1795-1881)  
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When it comes to looking at the Australian Dollar, we still find the below chart a great 

summary ΨsynopsisΩ of a lot of what we are seeing (within our different frameworks and 

modelling for the AUD/USD)... namely that the path of least resistance for the AUD is 

still likely to be to the downside from here.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
As always, please feel free to contact us should you have any questions about your 

portfolios or the conditions unfolding in the world.  

Kind regards,  

 

Daniel & Darren 
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