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WELKOM TO 2017
Welcome to the first edition of Pac Tok, a Global and Pacific newsletter that
provides our valued partners with an overview of what has transpired in
financial markets on a monthly basis.
We truly hope you enjoy reading this edition, and subsequent publications.
We welcome any feedback you may have as we endeavor to present you
with the most relevant economic and investment information in a timely
manner.

GLOBAL MARKET OVERVIEW
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Despite initial fears of what a Trump Presidency would have on the economy, U.S equities continued to climb
further in the last few months of 2016, with U.S. small cap companies fueling the Dow Jones resurgence to
20,000 points. However, more recently, the executive order, that limited immigration of certain nationalities
to America, caused the US dollar and stocks to fall the most since the presidential election in November; the
Dow Jones losing 0.61% on the 30th January, with large tech companies Facebook, Google and Microsoft all
posting loses as their CEO’s voiced their disapproval of the ‘Muslim Ban’.
In direct contrast to the US, the UK continues to feel the negative effects of their own shock, in the form of
Brexit, with investors believing the split from the EU will be a complicated and ultimately unfavorable event for
the nation. The uneasy sentiment was further exacerbated with UK Prime Minister Theresa May taking a
decisive stance during a speech on a ‘hard exit’ from the EU earlier in January.
The Eurozone potentially faces the most interesting 2017, with a myriad of elections in early to mid-year (read
PacWealth’s ‘2017 Year Ahead’ publication for a full election breakdown). The Netherlands, France and
Germany will all go to the Polls this year, and with their combined GDP accounting for 54% of the European
economy, a surprise result in any one or more of those has the potential to cause a market shock.
The Japanese economy posted a strong finish to last year, with its third quarter results showing that it grew
much faster than expectations (2% GDP growth), with a strong Yen not slowing down the productivity of the
country’s exporters. This will be music to Prime Minister Shinzo Abe’s ears, after copping much criticism for
‘Abenomics’ and his three-arrow plan to stimulate the Japanese economy. This surprise uptick in growth also
reduces the pressure on the Bank of Japan, as they near the limits of their monetary policy.
Emerging markets have justifiably been hurt by the election of Trump, with concerns over a strengthening US
dollar and potential traded conflicts. Surprisingly though, Chinese macroeconomic data has continued to
improve in the early stages of this year, with the President Xi Jinping delivering a speech at the World Economic
Forum in Davos (17th January) that implored fellow nations to continue to have a pro-Globalization mindset.

GOLD = $1,189 USD/oz

COPPER = $2.65 USD/lb

WTI OIL = $52.63 USD/bbl

January saw Gold prices rise for the
first three weeks of the year, with a
recent dip due to Chinese New Year.
But with tensions rising off the back of
Trump’s immigration ban and Mexican
border discussions, Gold has finished
the month off strongly.

Copper also had a strong January, as
speculation around a supply
disruption means that the market
could tighten. Copper is up 15%
since Trump was voted in due to his
promises of increased infrastructure
build.

An increase in U.S oil drilling caused
a temporary decline in the WTI Oil
price, which is in direct contrast to
the OPEC decision in November last
year to cut output by approximately
1.8 million barrels per day in the first
half of 2017.

PACIFIC MARKET OVERVIEW
PAPUA NEW GUINEA
The most recent official data shows positive though low
economic growth in Papua New Guinea.
As Papua New Guinea business gets back to work after the
festive season, we look at some of the issues coming up in
2017 - it looks likely to be a year of consolidation.
2017 is an election year in PNG, with voting scheduled to
take place from late June to early July. Historically, a slowing
of business engagement by the Government during an
election campaign occurs - PNG businesses are optimistic
that any disruptions will be kept to a minimum.
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The New Year also brings increased opportunity to expand
on business stimulation and job creation. Despite 2016
being weathered domestically, coupled with a challenging
global economic environment in recent years, PNG still
produced positive growth.
Overall, economic growth is likely to be modest - the Asian
Development Bank (ADB) is forecasting 3% growth against
the National Budget estimate of 2.5% for 2017.

FIJI
The ‘Ease of Doing Business’ measurement, reported by the
World Bank, which ranks countries by exactly that, has Fiji
with a ranking of 97, one spot behind Trinidad and Tobago.

Ease of Doing Business - Fiji

Providing confidence to the Fijian Government, is the
massive increase in Chinese investment and tourism into
Fiji. According to the Minister for Industry, Trade, Tourism,
Lands and Mineral Resources, the number of tourists from
China to Fiji has increased tenfold from 4,087 in 2009 to
40,174
visitors
in
2015.

Another positive result for the economy was the success of
rebates offered to production companies to shoot films in
Fiji, which enabled a record year, with 56 film productions
hosted in Fiji last year, generating FJ$120.4 million in new
economic activity.
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Also, at the Investment Seminar for Chinese Investors in
Suva on the 26th November 2016, it was unveiled that there
has been more foreign investment from China in the past
two years than from any other country.
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T P P COUN T IRES TOTAL GOOD S
T RAD E D WIT H U.S - 2 0 1 5

In December 2016, Australian job growth beat expectations
for a second straight month (+13,500 jobs), however the
release was not enough to prevent a lift in the national
unemployment rate (up 0.1% to 5.8%). The unemployment
rate is now at its highest level since January 2016.
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SAMOA

Samoa took part in Asia’s largest professional travel show
held in Shanghai in November 2016, called the ‘China
International Travel Mart’, with the aim of attracting
Asian tourists to the region.
In addition to the tourism push in Asia, the Samoan
Government launched a new campaign in the UK, to tap
into the European market in the hope to also entice
tourism from that region.
Lastly, Samoa's Prime Minister, Tuila'epa Sa'ilele
Malielegaoi, has invited American Samoa to join the
Pacific Islands Forum when the country hosts the event
in September 2017, saying that the two nations working
together would mean a stronger voice for both on the
world stage and within the United Nations.

8

14

24

Samoa Tourism Arrival by Country
50.0
45.0
40.0

% OF TOTAL ARRIVAL

On the 11th of January, the ADB and the Government of
Samoa signed a policy-based grant worth $5 million to
help the Pacific island nation achieve long-term fiscal
stability. The ADB has been a long-time supporter of the
country, working with Samoa since 1966, with approved
loans, grants, and technical assistance totaling $340.46
million.
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Meanwhile, an improved commodity outlook appears to
point towards better sector and national growth and steady
policy rates from the Reserve Bank of Australia. The key to
Australia's outlook is the expected pick-up in domestic
activity, with expected strengthening in private and public
capex being balanced by a moderation in consumption
growth.
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Australian exporters now face a Trans-Pacific Partnership
deal without the United States, following President Trump’s
withdrawal on 23 January.
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Headline inflation rose 0.5% q/q in Q4 2016 (+1.5% y/y),
missing expectations. Given that a higher Q4 inflation
release had been assumed by most pundits, this release
may offer the Reserve Bank of Australia scope for further
interest rates cuts from 1.50%.
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PACIFIC MARKET OVERVIEW
SOLOMON ISLANDS
A report released by the ADB in late last year, titled ‘Finding
Balance 2016’, highlighted the impressive performance of
Solomon Island’s state-owned enterprises. Solomon
Islands was the shining light amongst the Pacific region
during the years 2010 to 2014, averaging higher return on
equity (ROE: 10%) and return on assets (ROA: 6.7%) when
compared to its regional counterparts.
To put this into a broader global perspective, a country that
had similar SOE performance to Solomon Islands over that
same period was Singapore, with 10.4% ROE and 5.1% ROA.
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SOE Portfolio Profitabilty
FY2010 - FY 2014
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Average Return on Equity %
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In a big development this month, the mining lease for a
closed gold mine in Solomon Islands is being reinstated by
the Government after having been cancelled by the mines
minister last year. A Government statement said the
relevant framework for the Gold Ridge mine to reopen was
being finalised - the projected cost of bringing the mine
back into production would be between $US80 and 90
million.
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The reconstruction of the mine is expected to happen in
early February 2017, with actual production projected to
begin at the end of 2018.

Timor-Leste Petroleum
Fund Growth - USD
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Timor-Leste continues to rely on its Petroleum Fund to
finance the budget, but 2016 saw good progress in domestic
revenue collection. Non-oil revenues rose by 31.3% (y-o-y)
during January – October on the back of a 25.0% increase in
tax revenues and a 7.7% increase in non-tax revenues.
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The Petroleum Fund, which began 2016 with a balance of
USD 16.2 billion (approximately USD 13,400 per capita) has
performed well, earning an overall return of 5.9% through
the first three quarters of last year.

$0

$4,000,000,000
$2,000,000,000

Jun-06
Dec-06
Jun-07
Dec-07
Jun-08
Dec-08
Jun-09
Dec-09
Jun-10
Dec-10
Jun-11
Dec-11
Jun-12
Dec-12
Jun-13
Dec-13
Jun-14
Dec-14

This month, Timor-Leste withdrew its Australian espionage
claims in the permanent court of arbitration as a
“confidence-building measure”, as the two countries
continue to negotiate over their maritime border. The
Timor-Leste government claimed the espionage gave
Australia an unfair advantage in negotiations over the
Certain Maritime Arrangements in the Timor Sea (Cmats)
treaty, which divides future revenue from the tens of
billions of dollars’ worth of oil and gas that lie beneath the
sea.
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TONGA
2016 Remittance Receipts- Tonga

The ‘Tourism 2020’, which outlines the country’s plans for
making Tonga a highly desirable tourist attraction, envisages
that the tourism industry will be the main source of income
for Tongans and to be their primary source of employment.
An update on this plan on the 30th January by the Minister of
Tourism, Hon Semisi Sika, detailed that despite good
progress, improvement in the industry is still required.
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Positive steps have been made to ensure Tonga becomes a
Pacific Island destination of choice, with a proposal
submitted for a 400 million US dollar tourism development
project, which would include an airport hotel, shopping mall,
luxury villas and a gaming resort (currently gambling is illegal
in Tonga).
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IMF projections show a 4.5% Real GDP growth in 2017,
driven by the recovery in tourism and agriculture, and
further ramping-up of infrastructure projects.
To outline how the country would continue
this growth trajectory, on the 18th of January, Prime Minister
Charlotte Salwai launched ‘Vanuatu 2030’ at the National
Convention Centre in Port Vila, which is the new National
Sustainable Development Plan.
It showcases the Government’s 15-year development road
map that seeks to improve infrastructure, education and
healthcare, develop the sustainable economy and rural
sector and mitigate against the effects of climate change. It
also promises political reforms to shore up stability in Port
Villa.
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VANUATU
Vanuatu’s economy continued its gradual, promising
recovery from the extensive damage caused by Cyclone Pam,
which hit the country in March 2015, with recent
reconstruction efforts generating positive economic results.
The cyclone led to a decline in GDP of about 0.8% in 2015,
relative to pre-cyclone projections of 3.5%.
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Growth in remittance receipts was largely driven by private
transfers, mainly receipts for family support and gifts was
expected to remain high as last year’s Christmas season
approached.
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During last year, remittance receipts continued to grow, even
after the usual spike historically seen during the June and
July’s festive season.
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A Word From…
Eric Kramer, PacWealth CEO
It is with great pleasure that I present you with the very first edition of Pac Tok, a Global and Pacific Market newsletter
that hopes to provide our valued partners and clients with a concise overview of what has occurred in markets during
the month. Being a fiduciary, we want to deliver you with the best, most relevant views and outlooks that will help
you understand what is going on in the world. That means we are open to all feedback,
additions and criticisms that you may have – this will help us build this newsletter into a Pacific
Publication for the people, by the people.
Every month in this section (PacWealth Pulse), we will feature different topics for discussion,
educational content and insight pieces – we may even ask to feature you, a client of
PacWealth.
Once again, we hope you enjoy reading what our team has put together.

Strategic Asset Allocation
Strategic Asset Allocation (SAA) is a well-researched, well-used portfolio construction technique for building portfolios.
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Whether you employ an SAA or TAA method,
PacWealth believes that majority of returns
come from the way in which a portfolio is
constructed as a whole, and not through
individual asset picking or from trying to time
the market.

Share Price (AUD)

One aspect of adopting an SAA for a portfolio is the ‘buy and hold’ concept - investing into asset classes and assets,
within determined percentage ranges, that the investor believes will provide positive returns over the long run. There
are variations to SAA, such as Tactical Asset Allocation (TAA) which allows for more dynamism, enabling the investor
to make quicker changes to the constituents within a portfolio, depending on his or her view. However, events that
unfolded in 2016 have further emphasised
iShares S&P 500 Share Price - Nov 2016
that taking a long-term view by ignoring
short-term panics or events is a more
310
disciplined and potentially advantageous
300
approach.

Let’s look at the Trump election win as a
basic (and admittedly extreme) case study.
We have two portfolios holding the same
investment, IVV:ASX (which tracks the 500 largest
companies in America). Investor one is an active investor who trades intra-day and reacts to any significant market
noise. As such, investor one sold out early as markets started tumbling upon confirmation of the surprise Trump
election result. Despite limiting the downside loss by exiting the investment early, investor one subsequently missed
the rebound, and is now worse off than investor two, who had an SAA approach to investing. Investor two rode out
the short-term volatility experienced on November 8 2016, recovering initial losses to now have more money postDonald, than pre-Donald.
That being said, there is place for both SAA and short-term, dynamic trading. It all comes down to the skillset of the
investor and most importantly, the client needs and wants. If you would like to take a deeper look into this topic,
please don’t hesitate to reach out to PacWealth.

KWESTENS WITH MICHAEL ROOK
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Michael Rook joined PacWealth in 2016 as the Chief Investment Officer (CIO).
He is situated in our Port Moresby office, where he works alongside Eric Kramer
and the team.
1. What do you like most about living in PNG?
PNG is a vibrant young country, and for all of the diversity of its people and culture, there seems to be an
unfailing sense of optimism and humility in all of the people I have met. It has been quite an inspirational
experience for me so far. And at the end of the day, the sunsets in PNG are quite beautiful.

2. Where else in the Pacific would you like to visit and why?
I have visited Europe, Asia and the United States many times for both work and holidays, but I'm embarrassed
to say the first time I visited a Pacific nation (other than New Zealand) was a family holiday in Fiji in 2014.
Joining PacWealth in July has changed that already, and it’s a real joy to combine work with the pleasure of
discovering new places. In answer to the question - as many places as I can visit and as soon as I can - because
I'm here.

3. What does the US/World look like with President Trump at the
helm?
It’s been said that people never lie so much as after a hunt, during a war or before an election. There was a lot
of controversy during the campaign, and perhaps more controversy the executive orders immediately
following the inauguration. I think we are still a way off being able to make sense of how Trump’s economic
and trade policy agenda will impact the global economy.

4. What market event surprised you most in 2016?
I confidently predicted Bremain and President Clinton. Enough said...

5. Have you found yourself a new favourite restaurant in Port
Moresby?
At the moment I'm still discovering new places, and there have been so many new restaurants open in just the
few months I have been here. I enjoy visiting the restaurants in the Harbourside precinct, I've always loved
being close to the water.

6. What are you looking most forward to in 2017 as CIO of
PacWealth?
One thing? I'd say improving the range and quality of our advice for our clients by further developing the
strength of our team of analysts in Port Moresby and Sydney.

7. Are you now a PNG Hunters fan?
As a born and bred New South Welshman, the Hunters will always have my complete
support in their battle with any team from Queensland...

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.

PacWealth Capital Limited
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