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DearValuedClient,

Resiliency amidsYolatility. G!1a GKS SIS FLILINREFOKSa |

such a position as to allow the force of the buffeting wind t
lift it, the forward motion of the wind striking the wings at jus
the rightangle to cause the uplift. The force of the storm is
. S . . fl harmlessl h ifi i
We have all seen Eagles soaring majestically about in blue skies, de ec.ted armessly downwarggigythose magni lcent wing
i . . allowing the bird to soar to new and greater heights. Rathe
but one of the things that really captivated me was this passage

) _ i i than defeat the bird, rather than drain it of all its strength in
that describes théagleQ gropensityamidst a storn{see excerpt titanic battleto stay aloft, he eaglemanoeuvres and glides
to the right).

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

Many years ago, well in advancefotindingPCM, | read a book
about Eagles.

This left an indeliblenark on me and was one of the genesis 'ts, huge Wings. The.{eagle 1Ses ihe forcy of ttjevstorm ol
o _ _ 26y FROFY(GlI3aSs KINySaary3

principles thatunderpinned our design of the PCMvastment

Strategy.. seeking to beesilient andevenable to turn conditions dod/ 2f {IINAYIENZA WRFC

to our advantage, whatever they may .héo developa genuinely
Wil-weatherportfolio management solution.

For thefinancial year ended 30of June 2016the Australian
Share Market returned2.19%(S&P/ASX 200 Total Return).

The PCM Portfolios over the same time period returit6dl%(Core) and-9.74%(Strategic).
These returns were achieved with between 51% (Strategic) to 68% (Esse)olatilitthan
the Australian Share Market and maintainad averagedefensivecashholding of 30% for
Core and 39% for Strategic Opportuniti€s far,our portfolios have successfulyeenable

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

advantage.
PCM Portfolios on Linear (growth of a typical $500,000 account)
Daily, Net of IM Fees, Since inception to 30th June 2016
. . . $660,000
—Strategic Opportunities Portfolio

(Proactive Option, with more international exposures at times)

$640,000
= (CORE Portfolio
(Conservative Option, with more Australian-focused exposures)
$620,000
—— Australian Share Market
(S&P/ASX 200 Total Return)
- $600,000
Al
$580,000
|
$560,000
$540,000
/o $520,000
L w ™ Carrying an average cash holding since inception of 30% in Core, 39% in Strategic.
p ™ The Portfolios use no leverage, no derivatives, and no shorting of securities.
: ! ! 500,000
350,000 . ™ Only exchange-traded (ASX & NYSE), long only, liquid securities are used. 3
™ Returns are generated using a common-sense, resilient asset allocation methodology.
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One of the benefits of operating within a portfolio management framewoik glevates a
longerterm trend-following approachfand complementst with fundamental analysis of
underlying conditionkis that as a general rule of thumb, surprises tend to happen in the
direction of the underlying trend.

il should |Iike to point out that | was nimdaforth@unti ng o
particular reason. But, as | have told you before, my experience of thirty years as a trader is that such
accidents are usually along the |l ine of | east resi

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

W, NBEAGQ 62N KS 'Y NXB TBHthilgidt daYeave heEum@edh| & | 32 6 KSI
Union) was a classic cagepoint. TK S W& dzNLINA aSQ SEAG @208 FyR (GKS NB
waves throughout the financial markets arouride world was in the direction of the

underlying trends ofalling economic growth & confidence, societal/geopolitical instability

escalations, and disorientated capital flond dzy” ¢ A Y R Qarctirtd heahkaNdi. .ysetause

our portfolios wee already aljned to such conditions globally (through our trend following

approach and fundamental maciamnalysis), thé&8urpris&shock waveghroughout financial

marketstended to result in gains for us.

¢KS&S I NB Sa&SydAltfe 2 dadissuesdeaviog farwadS NI I Ay Ay 3 G 2

1 Given in particular theglobal nonperforming loan cycle, the globalerivatives
situation, and the volatility shoclkwaves that went through the global financial
markets due to Brexit, we would be surprised if there were smine major banks
(probably Europeanjequiring energency assistance in theeeks to comeMore
dominoes willikely continue to fall in the direction dhcreased @2 f | G AT A G @ Q®
I The global economic situation was already recessionary before Rrexttnowthe
UK is leaving and its currency has started to fall even further, it is highly likely that
GKS INBSGK O2y(iNROGdziAz2zy (2 GKS g2NIR o0o0& gl& 2
now cause a further weakening of global growth in the quarters to come.
I It seems inevitable that the EU will continue to fragmef@nly war will hold it
together should an externdhreatGemporarilyunite it.)

u The Commodity Cycle still has further to run yet:
wSOSyife (KS h 9 /BasingsS& FhanaeSORtloderedsi key exaerpt.

G¢KS NBGSNRERIFIE 2F (GKS &dzLJSNJ 080t S SYlFylLidAy3a FNRY
even stronger headwind than theshape recovery in advanced economiEscess
investment is always accompanied with financial consequences witwgrewing is a
factor, and there is little doubt that neperforming 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 undestimate.At its recent peak, some 40%awmrporate 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
S02y2YA8a YR Aa RSOf(CECD,9086) Ay SYSNHAY3I YIN)| Siaodé

GCAIdzNBE mMoH wOKFNIL Fid GKS G2L) 2F GKS ySEG LI 3S8
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 snapsbat of
overinvestment works. Demand picks up due to s@teen 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 ¢ which for China has been estimated to be around 230% of(GiDi then
OFLIAGEE SELSYRAGAINE RSOfAySa NBOEADA2GIS) (2 RSLINBOAL (7
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Figure 1.2. Commodity prices and the Baltic Dry Index, 1980-2016
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Source: OECD calculations, Thomson Reuters Datastream.

Surprisingly, despite the fundamental situation indicating that further commodity cycle
washout is still yet to come, we are seeing the level of positi#ea LIS O d#eritiniehtd S Q
towards commodity markets in general at extremes typicalygsociated with meium-term
commodity markettops. 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 positioningose a widearray of
commodities showing that Commodity Commercials have been selling at a historic pace
(Commercials are considered to be thig moneyWA y aA RSN ONRB SR Ay O2YY2RAGA
typically the oppositef the Speculative community who have been buying atstoric pace)
Essentially, we believe the probabilities towards lower commodity prices fhere are still
significant(also a negative for the Atralian Dollar)
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u Excitement around Precious Metals may be a little premature

Our Portfolio Management Strategy gives us the lwafrgot having to act in hastés we
have often said before, we adhere to the nineteenth century Rothschild mé8Rimays leave a
profit to the other fellow.'We are happy if we capture 0% of a major mulyear trend,; if this
is done consistently with a reasonable strike rate, sgroeturns 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 follmg and macrdundamental
frameworks,we see little that suggests the market is ready yet to be able to trend upwards in
asustainablemanner(S @Sy (K2dz3K ¢S KI @S KI R | jdBehBalyy 6A3 Wo 2 dzy C
speaking, we are increasingly of theimipn thatthe world ismisspricing(among other things)
the realties around realnterest rates and underappreciating the deflationary liquidity
conditions that continue to gather pacblevertheless, 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 letgriceQlead us into it according to our long&rm trend following
methodology.
Gold (USD), the last 40 years... Gold (USD), the last 6 years...
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