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Dear Valued Client,

AWhat ifX?¢ oWhenever we have a large number of actors
S OK LlzNBdzAy3 GKSANI
One ofA the bigge§t mistakes an irlvestpr Can  there is a potential for a Complexity. Such
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thg Apredominant group 9f pa}rtiCipantS emergent behavior, which reither predictable
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necessarily the intent of the actors. This

Why? Because as soon as you assUMemergent quality means the system has its ow
irrationality (even though at a surfaceviel you  momentum and integrity. It is often mysterious
may at times be correct)your sincere and  to those involved, even to those trying their
earnest enquiriesnto the underlying reasons hardest tomodify or "lead" the systera.
that a market is pricing in such a maniend to ..Jerry L. Talley (www.problemsolving2.com!
cease If your enquiries into the underlying
drivers of a complex phenomenon cease, so too

does your thinkig cease as does your diligence aXxaeaidsSvya GKAYylAy3

¢ you are prone to drawing wrong conclusions fundamental shift of perception from the world

and misunderstanding the broader systemthat + & | Yl OKAyS (2 GKS

@2dz GKAY]l @2dzONB aSS{1Ay3 (2 Xdzy RSNE (i € ¢ Robwigst & 2 d;

prone to losing excessive amounts of money.
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¢ asking yoursejft 4 K I 2YGSEGT LIzN1LIR2 &S& | yR LINY OGA O f
YIEYyATFSadlraAz2y 2F (KSaS Bk @dupsDdf particlgaizn® indgNB & |
eventuallye2 t @S Ay ili2 | WF22f AaKQ &Gl GS> odzi dzadz f ¢
from underlying causes in the broader system that may stay intact much longer than you ever
thought possible; if your enquiries cease into the underlying drivers of a systemarket,

then you are robbing yourself of great opportunities to surface profitable insights as an
investor, which ultimately means you are ssifbotaging your potential rewards to your

investment activities.

BYBNQGANT BAadgzySALEWE dzy Qi NI A OA |

Before weexpand upon thidine of thinkingand start to look at some of the major markets
(through ad ¢ K I iéns)Awe first need to take a slight detoxr

u Leading indicatorX

Leading Indicators help us:to
a) 384G I aSyasS T2NJ gKIG WKAaU2NAROFE LINBOSRSYy
some market, and
b) challenge our own thinking about the prospects for some market relative to our own
preconceived ideas
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Leading indicatoroften serve as a catalyst fais todo some more research or digging to
challenge our own thinkingto askourselvessincerely and curiously the ¢ K | guesliofsé
that can lead us to the deeper insights we all desire to underpin rexuteading indicators
are best used tatart the research process, not to conclude it.

Characteristics afjood leading indicators
1 Anchored in common senseae somewhat intuitive

1 Able to digest a large amount of relevant information into a useable form
b2 WYOINBOSHARIBRYAAZSR (2 WFANRG )JINRY OA LX
9 Historically robust and consistent
9 Utilises data that iseadily available andot prone to Governmenfor agendadriven)
manipulation/engineering
Theprimary limitationof Leading Indicators N G KIF G (KS@& | daadzyS | Ay

la 2LI13RaSR (G2 GKS | Oldz f Olmeanlviidthatire vie Inli A FS Q
(In other words, sometimes previously established patterns and relationships break)down.

u Somed 2 K | {Iquestionsithat matterfor our portfoliosX

ya z

U Whatifi KS Y2ai
Yields?

A Y L@ NIRI Yol SUQY Ay M@iUE Bollaghpt B RealA &

Could it be that thebroadermovementsin the US Dollaare foreshadowed by thé&quidity
conditions andeturns thatcan be obtained within US Asddairkets as implied by the real
interest rates (real yielg) implicitly imbedded within US Capital Markets
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—PCM Corporate Real Rate Model, rhs [lag 18 months, exp.sm. 1 month]
—FX Indices, ICE, U.S. Dollar Index, Close, lhs
— Government Benchmarks, Macrobond, Inflation Indexed, 10 Year, Yield [lag 18 months]
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G \What if buying longduration US Treasury Bond circa 3% yields in the face of ballooning
RSTAOAGA | YR SELISNA YSansahitis? Y2y SGF NB L2t A0e oI

) , Stated in a somewhabversimplifiedmanner; ¥ WS@SNE2ySQ A& aStftAy3as
df everyone is dzadzk t @ a2YS GoAIé aavblardedoa o Ydald 0S5 6d2Ay3
thinking alike, then
no one is thinking €
...Benjamin Franklin
(17061790)

Could it bea signatlthat despite such 8argeé& vocalrrowd ofTreasury Bondgellers over the
last couple of years, tha80-yearyields have been unable to breach the 3.25% level in any
material manne?

Could itsuggest underlying strength bondprices(weakness ityieldg for some reason?

Could it be that &8 NP dzLJ 2FY IBAFIESF NI ¢ KlFa |+ KdzaS | LIS,
bonds trade towards those lev@®Vhy would i KA & 3 NP dzLJ 2Patierdmdnaya SN  Y';
participantsd6 S F QG Ay 3 Ay adzOK I WONIXT &8Q YI yySNK
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O Whatifd KS G A Youitg @yht fods¢liRddishortthe Australian BanksP2 dza i & S QK

Could it be that this time is different, aridat the historic precedent o&ctualbroadercredit
conditionswill be proven inaccurate?

Could the pessimisnerystallisedby the Royal Commission be overdone relativethe
unfolding ofactual conditions?

QdzZ R GKS ! dza0NIfAlY D2@SNYYSyd GAIKGISYy LRt ACG
G332t RSy 322aS¢ O0APSd GKS ONBRAGKLINRLISNI & Sy3Ax
Couldtheshorh y 1 SNB al Ay | giting detup th he Qgueeret gvdndefoieShe

Y2 0 Pinpedeingbear marketgets underway?

Leading Index, Australian Credit Conditions Market Capitalisation of Banks, % of GDP
(advanced 12 months) WBC, NAB, ANZ, & CBA (post 1991)
q q

Australian Property Prices, %YOY
q

% Spread, 6mth BAB vs. RBA OIS émth Swap Rate (shown inverted)
q
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