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15th Oct 2022 // Quarterly Client BRIEFING 

 

 

 

 

 

Dear Valued Client, 
 

 

Crisis & Opportunity… 
 

The last 12 months have seen a globalised liquidity scramble 

almost without precedent through history.  
 

Another way of explaining this is that there has been a massive 

risk aversive ‘demand’ for cash vs. the holding of assets in a 

variety of forms.  
 

The below is a somewhat ‘simplistic’ chart that is representative of the Portfolio Demand for Cash. 

When it is rising, it typically means that cash is outperforming a diversified portfolio of assets (& 

usually bad things are happening in the world). 

 
 

Globally we’re going into a fairly nasty recession. Conservatively positioned portfolios could do very 

well in this sort of environment, particularly when the acute phases of ‘demand for cash’ dynamic 

eventually changes. Patiently monitoring growth, inflation and capital flows will be key.  
 

In addition to recessionary dynamics, an escalating wartime environment wherein US economic 

policy could easily be ‘mistaken’ for perpetrating a predatory USD/lending cycle squeeze to increase 

pressure on enemies and to remind allies that they need the USA (& their swap lines among other 

things).  
 

Nonetheless, many central banks are having to continue to raise rates  in order to address 

inflationary & currency/funding issues, further compounding the issues building globally.  

“The entrepreneur always searches 

for change, responds to it, and 

exploits it as an opportunity.”  
…Peter Drucker 

All rights reserved. Prerequisite Capital Management Pty Ltd, its affiliates and content providers do not guarantee the data or content 

contained herein to be accurate, complete or timely nor will they have any liability for its use or distribution. This is General Information 

only and should not be construed in any way as specific advice or advice to purchase or sell financial securities or products. It has been 

prepared without reference to your objectives, financial situation or needs. You should consider the information in light of these matters 

and if applicable, buying and inspecting the relevant Product Disclosure Statement (Australian products) before making any decision to 
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At risk of presenting a picture that is perhaps ‘too busy’ – here we can see the leading nature of 

the Central Bank tightening cycle on Global Growth Conditions, in addition to the realities of the 

net tightening monetary conditions in the world…  

 

 
 

Within the above context, over the last 12 months we 

have held in our portfolios the highest allocations to 

cash that we are possibly allowed within our mandates. 

The remaining diversified asset exposures have been a 

drag on performance, but a source of positive return 

contribution has been the US Dollar exposures that 

we’ve maintained.  
 

Although our Portfolios are down year to date from 

their peak valuations over the last 18 months (i.e. down 

‘single digits’, less than 10%), our conservative asset 

allocation skew means that as these risk-off processes 

unfolding in the world play out, we are potentially well 

positioned for the amazing buying opportunities that 

could be building (see later in this letter).  
 

Conventional 60/40 Portfolios are suffering their worst 

drawdowns in the past 100 years (see chart to the 

right).  

Strengthening 

US Dollar 

Hikes vs. Cuts 

www.prerequisite.com.au 

www.prerequisite.com.au 



  

 
 

page 3 
 

www.prerequisite.com.au 

www.prerequisite.com.au 
Copyright © 2022 Prerequisite Capital Management Pty Ltd, Australia. All rights reserved. Past performance is not indicative of future results.  
Prerequisite Capital Management Pty Ltd (ABN 27 141 060 933) is an Authorised Representative of First Mutual Australia Pty Ltd (ABN 42 154 012 085), AFSL 423710 

 

Inflation. 
 

For a while now we’ve been writing about the fact that simplistically, there are three things that 

determine price levels (i.e. ‘inflation’): (1) Demand, (2) Supply, and (3) Monetary Conditions.  

 

In order to attempt to visually depict this we have utilised some of the Federal Reserve Bank of 

New York Oil Price Decomposition models (in addition to our own Monetary Conditions Model) in 

order to ‘disentangle’ what is actually going on with oil prices – which in turn (see next page) helps 

us to get a sense for what is happening with regards to break even inflation expectations.  

 

Indications of Demand & Monetary Condition influences in oil seem reasonably straight forward in 

that they are following along with many of the usual leading indicators & relationships (as we’ve 

tracked over the last couple of years) – oil supply conditions however are much more tricky… 

anticipating the possibility of further global supply issues in oil over the next few quarters, 

especially in the context of still likely escalating geopolitical issues, is not a straight forward 

endeavour, there’s quite a wide range of scenarios that could unfold.  

 

  

Implied Global Monetary Conditions  
(advanced in time by 3months) 

Implied Oil Demand Conditions  

Implied Oil Supply Conditions  

Tightening 

Supply 

Tightening 

Monetary 

Conditions 

Falling 

Demand 
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Oil is strongly correlated to inflation breakeven expectations (although there are other factors that 

impact treasury market pricing as well). 
 

We can simplistically see that the levitation in Inflation Expectations recently has been almost 

entirely attributable to Supply Chain & Oil Supply issues.   
 

It is interesting to note that presently the Global Supply Chain Pressures index is moderating whilst 

more specifically the Oil Price ‘implied’ Supply Conditions model is still tight.  
 

 
 

Overall, the path of least resistance for Inflation Expectations is still likely lower from here, at least 

for the next few quarters. But as mentioned before, the difficult thing to anticipate however is the 

possibility of further global supply issues in both trade and oil over the next few quarters – especially 

in the context of still likely escalating geopolitical issues.  
 

Investment Opportunities. 
 

So, where will returns come from over the next few years?  
 

The frameworks on the next three pages provides an overview of one of the ways we approach 

identifying investment opportunities – fortunately there are many industries & securities setting 

up along these lines that will likely be triggering ‘buy points’ over the 3 to 24 months.  
 

In addition to these ‘buy point’ frameworks, we would recommend you watch our detailed 

Investment & Asset Allocation VIDEOS that we produce each month for a timely updating of 

conditions and identification of opportunities when they come up.  

Oil Demand 

 

Global Economic Growth 

 

Oil Supply 

(inverted) 

 
Global Supply Chain Pressure Index 

 

 

Global Implied Monetary Conditions 

Index (advanced in time 3mths) 

US 5yr Inflation Expectations 
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An example of an industry that is setting up, but is not yet meeting our ‘buy point’ methodologies is that of 

the global metals and mining industry.  

Recently it has been falling quite 

hard (see chart to the right) in line 

with the falling growth 

expectations we’ve been 

highlighting for the last 18 

months. We also know their 

industry capacity is extremely 

tight and tightening on a 

multiyear (and even multi-

decade!) basis… so it is probable 

that we see a substantial 

opportunity in this sector over 

the next year or so. 

 

Examples of previous ‘Buy Points’ in this 

industry can be seen in the following chart…  

 
We will be updating the above chart and similar charts for many other industries & stocks in our monthly 

Investment & Asset Allocation VIDEOS.   

PCM Research, 20th June 2021: “…risk assets… might be vulnerable to any 

disappointments in growth (which is our primary forward looking scenario over 

the next 6-12 months). This would suggest the share market might be at risk of  

some form of significant correction over the next 12 months. 

…commodity markets are likely in a topping process currently, with 

gold leading the way lower already (having previously put in its  

peak during the second 

half of 2020).” 
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2022 has seen nearly all asset markets under pressure (hence the increasing demand for cash) with 

the only exceptions being the supply disrupted commodity markets (& the USD).   

 

Moving forward the next 18 months are likely to be uniquely suited to our Portfolio Strategy and 

we are expecting that we will be rewarded well for the meagre results in the conservative/resilient 

strategy over the last 2 years.  

 

We hope this has been a helpful Letter. As always, please feel free to contact us should you have 

any questions about your portfolios or the conditions unfolding in the world.  

 

Kind regards,  
 

 

 

The PCM Team 

Contact Information: 
Darren A. Brind (Director) 

darren@prerequisite.com.au 

phone. +61 498 671 505 

Ben Parker (Investment Advisor) 

ben@prerequisite.com.au 
 

Prerequisite Capital Pty Ltd (ABN 42 621 110 736) is an 

Authorised Representative of First Mutual Australia Pty Ltd 

(ABN 42 154 012 085), AFSL 423710 

a PO Box 144 Morningside QLD 4170 


