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Welcome to the February edition of Pac Tok, PacWealth’s monthly publication
covering Pacific and Global markets.
This month, we cover an array of unique topics including:
- Trump’s ‘reforms’;
- the Solomon Islands positive start to 2017, and;
- the ‘art’ of patient investing.
We are extremely proud that the first edition of Pac Tok reached friends and
clients all over the Pacific and the world! We truly appreciate the positive
feedback we have received.

GLOBAL MARKET OVERVIEW
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The US stock market juggernaut continued to advance in February (Russell 2000 has gained more than 10% since the
election), with investors hopeful that President Trump’s promise of ‘phenomenal’ tax reform and deregulation will soon be
realised. The big questions:
1.How robust investor patience will be while waiting for these proposed reforms to actuate, and;
2. Will the policy changes satisfy heightened expectations?
The Fed also met this month and maintained its hawkish tone, stating that a rate hike would occur ‘fairly soon’. This positive
view on an expanding economy was typified when DIY supplier Home Depot posted strong performance during earnings
season, pointing to a buoyant American consumer base.
Brexit is still on the minds of many investors, and for good reason. Since voting to leave the EU, the UK has suffered
economically, with the two key data points:
1. The Pound has dropped nearly 16% relative to the USD since the referendum, and;
2. Consensus forecasts of GDP growth for 2017 fell to a low of 0.5% (decrease of 75% from pre-Brexit forecasts).
But staying positive…there has been no material disruption to economic growth data since the vote, with robust fourth
quarter growth posted in 2016. This is highlighted by Lloyds Bank, the second largest listed bank in Britain, posting decade
high profits in late February.
Whilst Britain still comes to terms with its Brexit decision, the Eurozone nonchalantly posted 14-month equity highs during
trading on the 22nd of February. This, coupled with 6-year highs in business activity, positions the region well for a positive
2017. However, a cautious view should be maintained, with a plethora of significant national elections on the horizon.
The World closely watched the Japanese Prime Minister, Shinzo Abe’s first meeting with Donald Trump, which was later
declared a resounding success, with no new mention of the US imposing tariffs on Japanese companies. Another positive
was the potential of a bi-lateral trade agreement between the countries in lieu of the soon to be US-free Trans-Pacific
Partnership (TPP) deal.
Globalisation has been credited with narrowing the gap between developing and developed markets through the free flow
of goods, services, people and technology. It seems, however, that there is a shift occurring, as developed powerhouse
countries, led by the US and now filtering through Europe, start to discuss protectionism as a policy for safeguarding their
future growth. How high will these potential trade, investment and immigration barriers go is a question most important to
Emerging Markets. Nevertheless, Emerging Market economies have strong tailwinds - strengthening fundamentals,
improving growth prospects and a global reflationary environment should all contribute to an already promising start to
2017 (+8% MSCI EM Index return YTD).

GOLD = $1,255 USD/oz

COPPER = $2.71 USD/lb

Gold prices ended slightly higher for the
month, but potential headwinds, in the
form of a US Fed rate hike, may put
downward pressure on prices. As interest
rates increase, being in a non-interest
bearing investment, like Gold, means that
an investor is missing out on higher
interest.

Copper continued its storied price
increase, reaching two year highs during
the month. This is music to the ears of
BHP Billiton, a large Australian copper
miner, whose shares have risen ~62%
over the last 12 months due to the
sustained price surge in various
commodities.

WTI OIL = $54.01 USD/bbl
A slight increase in oil prices was
observed for the month, as OPEC
signalled optimism over its deal with
producers to curb output. Hedge Funds
across the world showed how bullish they
were, holding net long positions
equivalent to a record 903 million barrels
of oil.
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PAPUA NEW GUINEA
A recent report by the International Monetary Fund (IMF) on PNG has stated that more attention should be
given to the deals offered to foreign resources companies operating in PNG. In future, fiscal revenues, and
ultimately the country, will stand to benefit significantly if certain concessions, like tax holidays or the allowance
of repatriation of profits are avoided or tightened.
The IMF report also painted a picture of an economy in need of flexibility. As shown below, the composition of
the economy has changed, albeit slightly over 5 years, from 2010 to 2015. The dominant sectors have remained
dominant: oil & gas extraction, agriculture/forestry/fisheries and construction, with little or a reduction in
growth from others.

Encouragingly, the PNG Government has responded, with certain initiatives in motion now to help diversify the
country’s growth by, for example, “developing the manufacturing sector (e.g.: small industrial products) by
supporting SMEs” and “reducing the proportion of our unbanked population (around 70% now) into modern
financial services sector” (Loi M. Bakani, Governor of Bank of PNG).

Fiji GDP vs Fiji Finance Industry
FIJI
The Fijian financial system has been a solid contributor to
continued GDP growth, as “it has safely steered (the Fijian)
economy through the past two decades, and is considered the
most advanced amongst Pacific island countries”, said the
governor of Fiji's Central Bank, Barry Whiteside.
This steady industry evolution is even more impressive when
you take into account the multiple natural disasters that the
country has had to contend with over the last few years.
Gross assets within the financial industry were estimated to
be approximately $USD8.15b at the end 2016, which is nearly
double the size of Fiji’s GDP. The banking sector accounts for
51% of total financial assets.
The continuation of such growth will certainly put the nation
in a good position to realise it’s ambitious goal of being the
financial hub of the region.
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It is not, however, grounds to celebrate or become complacent,
according to some. As PacWealth detailed in the Global Market
Overview, certain commodities have been enjoying sustained
price appreciation, none more so than Copper. This price
increase provides a lift to Australia’s GDP and terms of trade,
with the country’s economic composition relatively
concentrated – it is often jokingly described as a ‘mine next to
a bank’, which refers to the dominance of such players as Rio
Tinto, BHP Billiton, Commonwealth Bank and Westpac Banking
Corporation. Should Copper supply continue to increase, and
Chinese growth continue to slow, Australia could just fall short
of that Dutch record: investors are cautioned not to become
overly bullish.

SAMOA
The theme in February for Samoa was ‘technology’, with some
fantastic developments occurring during the month.
Samoa is one step closer to getting faster, cheaper internet
with the start on the Savaii component of the country's new
submarine cable. Construction of the 1,300 kilometre system
will cost $US57.4 million and will connect Upolu and Savai'i, to
the Southern Cross Cable Network in Suva, Fiji.
Also during the month, the Government celebrated the launch
of its Cyber Security Strategy for 2016-2021, which aims to
ensure online information of Samoan citizens remains private
and confidential.
With so much technological development and future capacity
coming on board, Prime Minister, Tuilaepa Sa’ilele Malielegaoi,
has encouraged Samoans to do their part in increasing the
population. As of today, the country’s population remains well
below 200,000 and has only grown modestly over the past
decade, due to ‘family planning’ issues, according to the Prime
Minister.
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With doom and gloom predicted by many economists, Australia
was still able to post a surprisingly pleasing result: 1.1% GDP
growth in the December 2016 quarter. Data has also shown
that business conditions have improved, business profits are up
20% for the last 3 months and Australia is experiencing its best
balance of payments position in five years. This GDP milestone
means that Australia is one step closer to the Netherlands’
record of 103 quarters without a recession (something
PacWealth’s CEO is quite worried about…).
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SOLOMON ISLANDS

SI Private Sector Credit
($’M)

There has been a number of good news stories for Solomon
Islands this month, starting with the NZ national government’s
recent announcement that it would continue to support to the
nation’s social and economic development programs through
trade and investment, policing, infrastructure development,
agriculture, fisheries, health and education sector.
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On a similar note, the Ease of Doing Business Survey by Trading
Economics has seen an improvement in Solomon Islands
standing, with projections of further improvements to the year
2020. There was more positive news, this time for the fishing
industry, after a return to ‘green card status’ for Solomon
Islands tuna, which means such areas health and safety,
industry vessel maintenance and handling standard are
considered to be at a very high level.
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Finally, according to data from the Central Bank, there has been
an increase in private sector credit, driven by credit provided to
non-financial corporations by SBD$107 million to SBD$1,308
million.

TIMOR-LESTE
In last month’s edition of Pac Tok, we briefly looked at the exponential growth of the Timor-Leste’s Petroleum Fund, a $US16 billion
Fund that assists policymakers in sustainably managing the country’s petroleum resources. As outlined in the 2017 budget, a
substantial 78% of expected revenue generation for Timor-Leste is to be sourced from oil and gas earnings.
The Government, however, has been withdrawing from the Fund at a rate above the Estimated Sustainable Income (ESI) benchmark,
which is the enforced ceiling on yearly Fund outflows, to assist in paying for the infrastructure that is greatly needed to grow the
non-oil sector within Timor-Leste. There is some evidence that suggests the Fund could be empty by 2027.
A potential key and significant step forward in preserving the Fund is in the upcoming negotiations with Australia over the Greater
Sunrise region, which is situated between the two countries and estimated to potentially hold more than $US30 billion of petroleum
revenue in. Although it is difficult to judge how the negotiations will evolve over the next year, there is no doubt that the Greater
Sunrise area will be essential for Timor-Leste’s future. The hope is that Australia will be fair in its negotiations.
Timor-Leste’s presidential elections will be held on March 20, with a potential second round of voting in April before the
parliamentary election in July, the first such election to be held since the United Nations (UN) Mission departed in 2012. The young
country must work to improve the balance between democracy and state-resource dependency by improving the domestic
challenges experienced daily by the Timorese people; empowerment, poverty, education, employment and corruption.

Planned government expenditure against the combined funds received from Official Development Assistance, domestic
income and withdrawals from the Petroleum Fund
AU$ MIllions
ESI Withdrawals
Official Development Assistance Grants
Official Development Assistance Loans
Domestic Revenues
Planned Government Expenditure
Total

2015
901
314
34
240
(1,939)
(451)

2016
712
288
151
279
(2,037)
(607)

* Withdrawal figures from 2017 onwards assume that ESI guidelines were followed the previous years.
Source: Statistics Timor-Leste national budget documents, Feb 2017

2017
726
221
143
291
(1,992)
(611)

2018
742
153
437
309
(2,046)
(406)

2019
755
98
649
329
(1,951)
(120)

2020
762
56
448
349
(1,911)
(296)
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TONGA
Tonga's Climate Change Trust Fund was officially launched on 27th February, with it being designed specifically
to support local communities in alleviating the effects of climate change. Unfortunately, the dangers of natural
disasters are ever-present in Tonga – the country has the second highest natural disaster risk in the world,
behind fellow Pacific nation Vanuatu, as measured by the IMF World Risk Index.
The Hon. Deputy Prime Minister of Tonga said at
the Trust Fund’s official opening ceremony that this
initiative “sends a clear message to the world, that
Tonga is taking a ‘whole of country’ approach to
tackling the effects of climate change”.
The Trust Fund is part of the Tonga Climate
Resilience Project, financed by a $19.25 million
grant from the Pilot Program for Climate Resilience
of the Strategic Climate Fund.
February also marked a sombre month for Tonga,
with the death of its Queen Mother Halaevalu
Mata'aho, aged 90.

VANUATU
Vanuatu, like Tonga, has also taken a pro-active,
positive approach to its vulnerability to natural
disaster. The country is exposed to both climaterelated natural disasters (cyclones) and slow-onset
issues, such as rising sea levels. With 90% of
Vanuatu’s infrastructure located within 500m of its
coastline, preparation and planning for potential
disruptions is of upmost importance.
The Regional Technical Support Mechanism (RTSM)
has approved a Green Climate Fund grant of
$USD23 million for the Climate Information
Services for Resilient Development project. Project
activities will predominately focus on further
utilisation of scientific data to help monitor
potential natural disasters. The grant will mean
that technical support and capacity can be
increased to help interpret the streams of data that
they receive, and ultimately improve the
Vanuatuan
ecosystem,
safeguard
local
infrastructure and improve health, water and food security.
Speaking of food, Torba, a group of islands in Vanuatu has decided to ban imported junk food to ensure sustained
health and wellness of its citizens. The hope is to make Torba the first ever fully organic province of the
archipelago nation by 2020.
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A Word From…
Adam Hill, PacWealth Executive Chairman
I recently attended the Investment Innovation Institute’s conference in Auckland with many
leading dignitaries, luminaries and our brilliant colleagues from across the Pacific. The event
showcased perceptive experiences and publicized valuable knowledge. I was struck by the
consistencies that were evident through many extraordinary success stories!
I returned to PacWealth HQ in Port Moresby, spending the flight enjoying an SP, thinking
about something that we inside PacWealth have started calling the:

“Pacific Collective Economic Unit”
The Pacific Collective Economic Unit (PCEU) is often overlooked despite its considerable size,
power and most importantly positive growth potential. More recently, the progressive
Pacific growth story has begun to attract some serious attention from global investors and
PacWealth believes we are on the cusp of unlocking its potential.
Our research indicates the total retirement assets of the Pacific is greater than AUD$35Billion,
in context this would place the collective Pacific retirement assets among the top 20 global
sovereign pension funds. The key to moving forward is greater collaboration and crossinvestment which will initiate compounding opportunities and deliver exceptional growth.
In 2016, PacWealth hosted The PacWealth Pacific Islands Forum, which was attended by
leading senior dignitaries from PNG, Timor-Leste, Fiji and others. It was a great opportunity
to originate big ideas, fruitful discussions and establish collaboration amongst key business
and public sector leaders from across the region.
As PacWealth approaches its 9th year of business, its maxim remains consistent: the best
international service delivered in a local context and understanding.
We continue to believe in regional empowerment through education, governance and
collective bargaining power. Under the banner of the proud Pacific flag we encourage all our
colleagues to engage with PacWealth and each other to discover outstanding investment
opportunities and most importantly provide tangible benefits to its members!!!
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Strategic Asset Allocation: Market Timing
In the last edition of Pac Tok, we looked into Strategic Asset Allocation (SAA) and how constructing a
diversified, long-term focused portfolio can produce greater risk-adjusted returns.
This week, we’ll delve deeper into the ‘long-term focused’ aspect of SAA and see what the effects can
be on an investment if you try and time the market or ‘buy and hold’, using a simple case study:
Let’s say that you had $10,000 to invest in to
the market back in August 2011. After much
research and deliberation, you decide to
invest that $10,000 into the Australian market
– the ASX 200 Index, which tracks the
performance of the largest 200 companies in
Australia. Over the next 5 and a bit years, you
try and buy when the market is low, and sell
when the market is high. Unfortunately, you
miss some of the best trading days as a result
of this short-term mindset.
What would happen if you approached things
differently? Rewind back to August 2011; you
invested the $10,000 into the ASX 200 Index,
and then decide not to touch it again over
those 5 years, letting your investment ride
the peaks and troughs that every market
experiences. We can see from the graph to
the right that you would have made
considerably more money had you left your
money invested the entire time, and kept a
long-term focused investment approach.
Missing the best 5, 10, 15 days of trading,
which can and does happen to those who
short-term trade in and out of investments,
can meaningfully reduce your return.
Bringing this analysis to the Pacific region,
the PCL analysts conducted the same
research on the Kina Securities Shares Index, which tracks all companies listed on the Port Moresby
Stock Exchange. It paints and even more telling picture – you would have been considerably better off
staying invested in the market than if you had missed the best trading days over the same period.

The moral of this story: It pays to be patient!

KWESTENS WITH JOHN RIDGWAY
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John Ridgway is Head of Legal Services at Pacific Legal Network (PLN) and has been actively involved
in the Pacific region for over two decades.

1. Please provide a quick overview of PLN and your involvement in the Pacific.
So I was blessed to be offered a job in Port Vila, Vanuatu in 1991. Those heady days had no Mr Google and the local land lines consisted of
4 numbers in total. A fax machine was our most instantaneous method of communicating with the outside world. I ended up staying for 8
of the next 10 years, opening and running an office for a major Australian law firm, then buying it out and returning to Sydney to crystallise
those connections I had made into the region into the Pacific Legal Network (PLN). PLN has been kicking along for over 15 years, we now
have a presence in some 12 of the Pacific jurisdictions and we specialise in corporate and banking/finance work. I don’t know why but I am
just not tired of it yet. I enjoy waking up and seeing what the overnight email has to offer – usually something quirky from some distant
place, and I enjoy going to work. Living in Sydney and travelling the Pacific is about as good as it gets as a lawyer.

2. Have you noticed a change in the way business is conducted in the region?
The region has changed dramatically over the last 10 years, and in particular over the last 5 of those. The organic growth of Pacific based
businesses (often from PNG and Fiji) launching themselves across other parts of the Pacific has been something to behold. Thankfully we
have been at the forefront of many of those excursions, and all the excitement and the challenges that they have to offer. I do not see that
changing. Banking and financial services together with the telco and hardware industries are examples of this. More tourism related
businesses and especially aviation are the next cabs off the rank. Personally I think this is great, in particular as it usually offers the chance
for Pacific islander management to travel and experience working in other Pacific places.

3. How can Pacific Island corporations continue to build on their growing
international standing?
I am not a huge fan of trade agreements in the Pacific. The parochial way in which each Pacific country looks at them and what is ‘in it for
them’ is not something that is easily understood or resolved. So for me, I see continued and real opportunity for Pacific island corporations
to expand into their neighbouring Pacific jurisdictions as the most likely area to succeed, and the best way of overcoming time or distance
issues with this is via an active and progressive social media platform. The world is becoming smaller and you can be and you will be found
if you go to the effort of being brave enough to ‘put yourself out there’. I make this suggestion from experience. We have had success with
this via our own Pacific law and advisory firms –we have a vibrant, relaxed and fun approach to social media; it works socially and culturally
and our firms are being found by prospective clients (literally) all over the globe.

5. What are you most excited about in 2017?
2016 was a watershed year for us. We re-branded across 4 countries in the Pacific and we have a further 2 countries coming on board in
mid-2017. On the back of all this we are having a PLN get-together in Fiji in late May. Even though it will be full of lawyers, it is going to be
great to get all the teams from across 7 countries in the one place to share some love.

6. If you had one free day in Nadi, Fiji, what would you do?
I have flown from Suva to Nadi (and vice versa) about 300,000 times. Each time I look out the window and see one particular track which
rises to the highest point of the mountain range that overlooks and cascades down towards the West of the island. I need to find that track
and walk it.

DISCLAIMER
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Important:
This document has been prepared by PacWealth Capital Limited (PCL) ABN 48 151 039 039. This document contains general
information and general advice only and does not constitute personal or specific financial product advice. As such, the
material does not take into account the personal or specific investment objectives, financial situation, tax position or
particular needs of any specific recipient. Prior to any investment decision, we recommend that you seek personal
investment advice, based on your particular situation and consider the relevant offer document (including any product
disclosure documents) before making any investment decision.
No representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability
of the information contained herein, nor is it intended to be a complete statement or summary of the securities, markets or
developments referred to in the materials. It should not be regarded by recipients as a substitute for the exercise of their
own judgement. Any opinions expressed in this material are subject to change without notice. PCL, its directors, officers and
employees’ or clients may have or have had interests or long or short positions in the securities or other financial instruments
referred to herein and may at any time make purchases and/or sales in them as principal or agent. PCL may act or have acted
as market-maker in the securities or other financial instrument discussed in this material. Furthermore, PCL may have or
have had a relationship with or may provide or has provided investment banking, capital markets and/or other financial
services to the relevant companies. Neither PCL, nor any of its affiliates, directors, employees or agents accepts any liability
for any loss or damage arising out of the use of all or any part of this material.
Options, derivative products and futures are not suitable for all investors, and trading in these instruments in considered
risky. Past performance is not necessarily indicative of future results. Foreign currency rates of exchange may adversely affect
the value, price or income of any security or related instrument mentioned in this document. Before making an investment
decision, you should consider whether the information is appropriate in light of your particular investment needs, objectives
and financial circumstances, and seek your own legal, regulatory, tax, financial and accounting advice.
This material is for distribution only under such circumstances as may permitted by applicable law. To the extent that PCL
has sourced any material in this document from a third party, PCL accepts no liability for the accuracy, currency or
completeness of that material. All information is correct at the time of publication only and subject to change without notice.
PacWealth Capital Limited, registered office: Level 3, Deloitte Tower, Douglas Street, Port Moresby 121, National Capital
District, Papua New Guinea.
All materials contained herein are confidential and proprietary to PacWealth Capital Limited. Any reproduction or public
presentation of any form without prior written consent of PacWealth Capital Limited is strictly prohibited. PacWealth Capital
Limited accepts no liability whatsoever for the actions of third parties in this respect.
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