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A Global Contexis Key. They were generalists, and the operated from an ecological perspective.
. . They understood the world is a web, in which adjustments made here are
Irrespective of what one might bound to have effects over thegghat everything is interconnected. Where

think about Thomas Friedman, might one find generalists today? The dominant trend within universities
we believe he articulated quite and the think tanks is towards evaarrower specialization: a high
well (see oppositea key aspect premium is placed on functioning deeply within a single field than broadly
at the core of our worldview... across severalnd yet without some awareness of the wholeithout

some sense of how means converge to accomplish or to frustratecends
there can be no strategy. And without strategy, there is only drift

that of interconnectedness

To be an analyst of financial ...Thomas Friedman
markets here in  Australia (noted author in the field of International Relations, emphasis added)
largely reqiires one to be an analyst of the world, for we live within the crmssents

of economic and capital flow trends that drastically dwarf our own locaksethomy

For example, whether you measure the economic footprint of Australia by GDP or by
the siz of our banking systenfjustralia is only about % of the combined size of
the four largest economic regions of the worldJSA, China, the Euro Area, and Japan)
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Although we have highlighted befotiee importance of a global contewthen analysing
financial and economic prospects in Australia, given the eaayglitionsare unfolding
in the world we thought it might be valuable to once update things.
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Firsty, AG A& fA1Sfe GKIFIG GKS 2LIAYAAY (G261 NR&A |
the commodity sector will provao be misplaced,with the following chart suggesiy

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

present...
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World-Wide Velocity of Liquidity (USA, EU, JP, China) - PCM Short Term Model (6mth % ROC) - USD Base, rhs

Secondly, if US President Trump and his team continue to move in the direction of
their espoused Trade Policies,is likely to causeAustralian unemployment to rise.
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Thirdly,i KS I NP SiNJ Rg@spEarticipantsin the world are starting to take

investment positions that suggeshat the USAislikejo W2 FFAOA L £ £ 8 Q Sy G SNJ |

within the nexttwo yearsand thatthe Federal Reserve will be reversing its monetary
policydo  O1 G 2 ¢ | Mihi thak®t 22 ingnth§IThis has massive implications
for the rest of the world, especially Australia.

N.

We can see this by the monélpw behavioursofi KS 60 SGGUSNI AYF2NY¥SR Wt | GAS

Participants in the worl@ largest futures market for short term US interest rates (the
Eurodollar market)Such¥ . -& Ay SPariripants are basically perceiving thsiort

term interest rates are wayoo high relative to the actual underlying fundamental
realities and so they are placing an extreme amount of money in the direction of

anticipatinglower interest rates aheado & A O f t @ (G KS WNARaAy3a NI GSaQ
been popular irall the major newspapex is likely to be reversing from here
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Heavy buying of Eurodollar Futures by the large
datient MoneyoParticipants implies high-probability
of Lower Interest Rates ahead.
Basicallyfrom the above chart, you can see the progression:
1. ¢ KS 0 A3y T2oNSYt S Ritxhe Yvarlg 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 Ratérevitablybegin to falllusuallyin short orde.
3. [Australian unemploymentbegins to rise thereafter as global conditions
deteriorate.]
WLF @2dz g2dzd R tA1S Y2NB AyF2NNIGA2Y LISNIIFIAYyAYy3I GKS 16208 Wt
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Although our Portfolio Strategy does nalepend on us anticipating the future
directions ofmarkets,we do however like to be proactive @stimating the probabilities

of future trends or possibly adverse market movements.

6Our main business is not to see what lies dimly at a
Our strategy allows us to be resilient through a fair gistance, but todo what clearly lies at hand &

degree of diversification at all times, but to also readjusét( 52 GKS Rdiid SKAGK fASE

when necessary to the broader underlying treradshey GALE GKSY 065602Y8 O

change. ) o A
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research continuesothighlight to us the elevated risks in ~-Thomas Carlyle (1795881)

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

the dominoes we have been watching {aihce 2013towardsmore challenging global

conditions continue to unfoldAmidst 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 mdéms our portfolios are strongly positioned for

compelling returns in the seasons to come.

By way of updating our overall portfolio strategy, hésehe performance of our two
t 2 NI Riedbtd.2 Q&

PCM Portfolios on Linear (growth of a typical $500,000 account)
Daily, Net of IM Fees, Since inception to 18 April 2017

rJ" $680,000
Strategic Opportunities Portfolio '
(Proactive Option, with more international exposures at times)
. [
CORE Portfolio |\
(Conservative Option, with more Australian-focused exposures) r[
Al $630,000
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2 = Carrying an average cash holding since inception of 25% in Core, 27% in Strategic.
$500,000 1 = The Portfolios use no leverage, no derivatives, and no shorting of securities.

= Only exchange-traded (ASX & NYSE), long only, liquid securities are used.
= peturns are generated using a common-sense, resilient asset allocation methodology.

$480,000
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Essentiallyperforming according to mandate, evérmough the last two years have been

a little slower than usuat I Yy I G dzNI f Reyl YAO gAGKAY (G(KS WLISNXE
strategy( this is largely because ouongerterm trend-following systemsessentially

diagnosedvhat has beempopularly known as th&&flationQally of the last 18 months

as beingtransitory in nature andnot likely to be asustainablechange in trendOur

broader macrefundamental analysis of the global g% tends to corroborate this

diagnosisThis also suggests the simmilally in the Australian Shamarket since early

2016 is als@t risk of provingo betransitory.
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When it comes to looking at the Australian Dollar, we still find the below chart a great
summary$ynopsisbf a lot of what we are seeir(ithin our different frameworks and
modelling for the AUD/USD. namely thathe path of least resistance for the AUD is
still likely to be to the downside from here
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As always, lease feel free to contact us should you have any questansut your
portfolios or the conditions unfolding in the wotld
Kind regards,
Daniel & Darren
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