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Dear Valued Client, 
 

Resiliency amidst Volatility.  

Many years ago, well in advance of founding PCM, I read a book 

about Eagles.  

We have all seen Eagles soaring majestically about in blue skies, 

but one of the things that really captivated me was this passage 

that describes the EagleΩǎ propensity amidst a storm (see excerpt 

to the right).  

This left an indelible mark on me and was one of the genesis 

principles that underpinned our design of the PCM Investment 

Strategy... seeking to be resilient and even able to turn conditions 

to our advantage, whatever they may be... to develop a genuinely 

Ψall-weatherΩ portfolio management solution.   

For the financial year ended 30th of June 2016, the Australian 

Share Market returned -2.19% (S&P/ASX 200 Total Return). 

The PCM Portfolios over the same time period returned +6.81% (Core) and +9.74% (Strategic). 

These returns were achieved with between 51% (Strategic) to 68% (Core) less volatility than 

the Australian Share Market and maintained an average defensive cash-holding of 30% for 

Core and 39% for Strategic Opportunities. So far, our portfolios have successfully been able 

to operate well both in the good times, and also to turn the more challenging times to our 

advantage.  

 

 

  

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 7 for Portfolio Results 

ά!ǎ ǘƘŜ ŜŀƎƭŜ ŀǇǇǊƻŀŎƘŜǎ ŀ ǎǘƻǊƳ ŦǊƻƴǘ ƛǘ ƭƻŎƪǎ ƛǘǎ ǿƛƴƎǎ ƛƴǘƻ 

such a position as to allow the force of the buffeting wind to 

lift it, the forward motion of the wind striking the wings at just 

the right angle to cause the uplift. The force of the storm is 

deflected harmlessly downwards by those magnificent wings, 

allowing the bird to soar to new and greater heights. Rather 

than defeat the bird, rather than drain it of all its strength in a 

titanic battle to stay aloft, the eagle manoeuvres and glides 

about, without so much as the barest effort, the merest flap of 

its huge wings. The eagle uses the force of the storm to its 

ƻǿƴ ŀŘǾŀƴǘŀƎŜΣ ƘŀǊƴŜǎǎƛƴƎ ǘƘŜ ǾŜǊȅ ǇƻǿŜǊ ǎŜƴǘ ǘƻ ŘŜǎǘǊƻȅΦέ 

ΦΦΦ/ƻƭ {ǘǊƛƴƎŜǊΣ Ψhƴ 9ŀƎƭŜǎ ²ƛƴƎǎΩ όмфуфύΣ ǇƎΦ фп 
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u Ψ{ǳǊǇǊƛǎŜǎΩ ǘŜƴŘ ǘƻ ƘŀǇǇŜƴ ƛƴ ǘƘŜ ŘƛǊŜŎǘƛƻƴ ƻŦ ǘƘŜ ǳƴŘŜǊƭȅƛƴƎ ŎƻƴŘƛǘƛƻƴǎΥ 

One of the benefits of operating within a portfolio management framework that elevates a 

longer-term trend-following approach (and complements it with fundamental analysis of 

underlying conditions) is that as a general rule of thumb, surprises tend to happen in the 

direction of the underlying trend.  

ñI should like to point out that I was not counting on that particular break at that particular time for that 

particular reason. But, as I have told you before, my experience of thirty years as a trader is that such 

accidents are usually along the line of least resistanceò [i.e. the trend of underlying conditions] 

...Jesse Livermore, Reminiscences of a Stock Operator (1923) 

 

Ψ.ǊŜȄƛǘΩ όƻǊ ǘƘŜ ¦Y ǊŜŦŜǊŜƴŘǳƳ ǘǿƻ ǿŜŜƪǎ ŀƎƻ ǿƘŜǊŜƛƴ Britain voted to leave the European 

Union) was a classic case-in-point. TƘŜ ΨǎǳǊǇǊƛǎŜΩ ŜȄƛǘ ǾƻǘŜ ŀƴŘ ǘƘŜ ǊŜǎǳƭǘƛƴƎ Ǿƻƭŀǘƛƭƛǘȅ ǎƘƻŎƪ-

waves throughout the financial markets around the world was in the direction of the 

underlying trends of falling economic growth & confidence, societal/geopolitical instability 

escalations, and a disorientated capital flow  ΨǳƴǿƛƴŘΩ ƻŎŎǳǊǊƛƴƎ around the world... because 

our portfolios were already aligned to such conditions globally (through our trend following 

approach and fundamental macro-analysis), the ΨsurpriseΩ shock waves throughout financial 

markets tended to result in gains for us.  

¢ƘŜǎŜ ŀǊŜ ŜǎǎŜƴǘƛŀƭƭȅ ƻǳǊ ǘƘƻǳƎƘǘǎ ǇŜǊǘŀƛƴƛƴƎ ǘƻ Ψ.ǊŜȄƛǘΩ ǊŜƭated issues moving forward... 

¶ Given in particular the global non-performing loan cycle, the global derivatives 

situation, and the volatility shock-waves that went through the global financial 

markets due to Brexit, we would be surprised if there were not some major banks 

(probably European) requiring emergency assistance in the weeks to come. More 

dominoes will likely continue to fall in the direction of increased ΨǾƻƭŀǘƛƭƛǘȅΩΦ 

¶ The global economic situation was already recessionary before Brexit ς but now the 

UK is leaving and its currency has started to fall even further, it is highly likely that 

ǘƘŜ ƎǊƻǿǘƘ ŎƻƴǘǊƛōǳǘƛƻƴ ǘƻ ǘƘŜ ǿƻǊƭŘ όōȅ ǿŀȅ ƻŦ ǘƘŜ ¦YΩǎ ŎǳǊǊŜƴǘ ŀŎŎƻǳƴǘ ŘŜŦƛŎƛǘύ ǿƛƭƭ 

now cause a further weakening of global growth in the quarters to come. 

¶ It seems inevitable that the EU will continue to fragment. (Only war will hold it 

together should an external ΨthreatΩ temporarily unite it.) 

u The Commodity Cycle still has further to run yet: 

wŜŎŜƴǘƭȅ ǘƘŜ h9/5 ǊŜƭŜŀǎŜŘ ƛǘΩǎ нлмс Business & Finance Outlook. Here is a key excerpt...  

ά¢ƘŜ ǊŜǾŜǊǎŀƭ ƻŦ ǘƘŜ ǎǳǇŜǊ ŎȅŎƭŜ ŜƳŀƴŀǘƛƴƎ ŦǊƻƳ ŜƳŜǊƎƛƴƎ ŜŎƻƴƻƳƛŜǎ ƛǎ ŀǊƎǳŀōƭȅ ŀƴ 

even stronger headwind than the L-shape recovery in advanced economies. Excess 

investment is always accompanied with financial consequences where borrowing is a 

factor, and there is little doubt that non-performing loans are building up in emerging 

economies and energy sectors more generally. The size of the impact of the super cycle 

reversal is easy to under-estimate. At its recent peak, some 40% of corporate investment 

in the global economy was carried out in just two sectors, energy and materials, and its 

full influence goes well beyond these two driving forces. Investment is now flat in advanced 

ŜŎƻƴƻƳƛŜǎ ŀƴŘ ƛǎ ŘŜŎƭƛƴƛƴƎ ƛƴ ŜƳŜǊƎƛƴƎ ƳŀǊƪŜǘǎΦέ (OECD, 2016) 

 

άCƛƎǳǊŜ мΦн ώŎƘŀǊǘ ŀǘ ǘƘŜ ǘƻǇ ƻŦ ǘƘŜ ƴŜȄǘ ǇŀƎŜϐ ǎƘƻǿǎ ŀ ƭƻƴƎ ǘƛƳŜ ǎŜǊƛŜǎ ƻŦ ƪŜȅ 

commodity prices and the Baltic Dry Index (an index of the US dollars paid per day to hire 

four categories of ships over 23 shipping routes). This presents a price snapshot of how 

over-investment works. Demand picks up due to state-driven investment and growth, 

commodity and shipping shortages abound and prices rise sharply. This rise in price 

stimulates strong investment in commodities and ships. Supply in the end becomes too 

great in relation to demand (contributing to low inflation), and resource prices then fall. 

This leaves past investments stranded with financial consequences for the companies that 

borrowed ς which for China has been estimated to be around 230% of GDP ς and then 

ŎŀǇƛǘŀƭ ŜȄǇŜƴŘƛǘǳǊŜ ŘŜŎƭƛƴŜǎ ǊŜƭŀǘƛǾŜ ǘƻ ŘŜǇǊŜŎƛŀǘƛƻƴ ŀƴŘ ŀ ǊŜǾŜǊǎŀƭ ōŜƎƛƴǎΦέ (OECD, 2016) 
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Surprisingly, despite the fundamental situation indicating that further commodity cycle 

wash-out is still yet to come, we are seeing the level of positive ΨǎǇŜŎǳƭŀǘƛǾŜΩ sentiment 

towards commodity markets in general at extremes typically associated with medium-term 

commodity market tops. Below are two charts, the top panel showing two broad commodity 

indices (i.e. indexes that combine the prices of a large number of commodity markets), and the 

bottom panel being an aggregate of futures market positioning across a wide-array of 

commodities showing that Commodity Commercials have been selling at a historic pace 

(Commercials are considered to be the big money ΨƛƴǎƛŘŜǊΩ ŎǊƻǿŘ ƛƴ ŎƻƳƳƻŘƛǘƛŜǎΣ ŀƴŘ ŀǊŜ 

typically the opposite of the Speculative community who have been buying at a historic pace). 

Essentially, we believe the probabilities towards lower commodity prices from here are still 

significant (also a negative for the Australian Dollar). 

 

 

 

 

 

 

 

 

 

 

 

 

 

  
Source: www.sentimentrader.com 
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u Excitement around Precious Metals may be a little premature: 

Our Portfolio Management Strategy gives us the luxury of not having to act in haste. As we 

have often said before, we adhere to the nineteenth century Rothschild maxim: "Always leave a 

profit to the other fellow." We are happy if we capture 70-80% of a major multi-year trend; if this 

is done consistently with a reasonable strike rate, strong returns will be achieved. It is generally 

the first and last 15% of any trend that is most expensive (i.e. trying to pick the tops and bottoms) 

and people who chase them invariably suffer in their haste. 

When we look at Gold through both our trend following and macro-fundamental 

frameworks, we see little that suggests the market is ready yet to be able to trend upwards in 

a sustainable manner (ŜǾŜƴ ǘƘƻǳƎƘ ǿŜ ƘŀǾŜ ƘŀŘ ǉǳƛǘŜ ŀ ōƛƎ ΨōƻǳƴŎŜΩ ǎƛƴŎŜ /ƘǊƛǎǘƳŀǎ). Generally 

speaking, we are increasingly of the opinion that the world is miss-pricing (among other things) 

the realities around real-interest rates and under-appreciating the deflationary liquidity 

conditions that continue to gather pace. Nevertheless, should conditions evolve such that a 

stronger case arises for a sustained bull market in precious metals, then we are open to that 

possibility and will let ΨpriceΩ lead us into it according to our longer-term trend following 

methodology.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Gold (USD), the last 40 years... Gold (USD), the last 6 years... 

Gold (USD), speculative sentiment... 

Gold u 

Gold u 

p 
COT Large + Small Trader Net Positions 

6-month Rate of Change in Net Positions 

q 

Open Interest, 

Gold Futures u 
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