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Key to Diversified® process isresponding to anticipated macroeconomi
developments.Strategiesattempt to position portfolios ahead of likely events in epear to 18
months. Shortetterm decisions and trading opportunities are generally delegated to the ac

managers selected. In operating a eywar to 18month horizon particularly for macreconamic
parameters strategies are formally reviewed quarterly.
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SUMMARY

1. Thebroad consensus amonmainstreamForecasterss that the synchronous global
economicreflationary phasewill most likelyto continue forthe next year or so

2. Recovery in Commoity producers(notably Russia & Brazilonstitutes a
synchronous, if unexcitingglobal economic upturn

3. The aggregate pace of growth is a little higher2017over calendar2016, andis
projected to accelerategently againin 2018

4. We identify wage grovth and oil pricesg already inching up in leading economie&sas
perhaps more virulent forces than is ithe-market. The risk is of inflation surprising
to the upside.

5. At least one source predicts the current global Reflationary cycle may terminate in
Recession, commencing maybe as soon as late in our tactical horizon.

6. A monetary tightening cycle from the very, very low starting point prevailing, is
underway. While it is expected to broaden, the onset is widely expected to be very
slow and gradual. Mvertheless, the talwind behind interestrate sensitive
investmentssince 2008 haseased. Itis being replaced by Aeadwind.

7. Bonds are expensive, boring, carry capital risk and are unlikely to contribute
YFEGSNAFEte 2 YSSGAydondy@Said2NRa NBG dzN

8. Equities remain the preferred asset class, supported by a robust environment for
corporate earnings; bygatheringreflation in Europe and by the recurring prospect of
tax reforms in USA.

9. Eaquity valuations generally are elevated, though nowhere neas precarious as in
2000. 2017has been good, but the nodengthy Bull Marketwill inevitably wane.
Market capweighted indices are not advisable; rather, actively managed, defensive
capable professional managers are preferred.

10. Industrial metals offerbrighter prospects warranting a tactical position. Continuing
global reflation on essentially static supply, benefits producers. The beaten down
sector has rebounded, but remains well off earlier cyehéghs yet.

11. We continue to caution that the exceptioal level of Portfolio returns this past three
years is unsustainable. Astute investors will equally recognize that the best defence
against potential downside market volatility, is teapture gains as a buffer.

12. With most Asset Classes now highly praeportfolio returns may be subdued for
several years

13. Shortterm market volatility is likely to accompany any perceived signal that the
global reflation may be ebbing. When markets eventually raVer from now rarefied
heights, it is less easy to see whe even adequate ¢évels of return might come from
over the medium and longeterm. (Maybe precious metals?)

14. As ever, the future is inherently unknowable. Systematic diversificatiby issuer,
industry, region,assé sector & class, & of investment styl@emainsworthy.
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THEECONOMIGITUATION AGGREGATEROWTH-ORECASTIFTEDSLIGHTLY

Reversing earlier patterns of forecasts following @ebal Financial Crisi&GFC) of 2008, trailing
actuals are now marginally exceeding projectio@obal GDP growth is now forecast at 3.5% this
year and 3.7% in 2018up from the 3% achieved in 2016.

Recent forecasts have margindlfyed expectations for OECD nations, and slightly reduced those for
some key Emerging Markets.

Importantlyfor investment strategyOECD characterise thature of aggregate global growthhead
as insufficiento secure strong and sustained medittarm global growth.

KEY ECONOMIC PARAHEY; OECD ECONOMIC OUTKOREAL GDR-ON-Y %

2016 2017 2018

Difference Difference

Interim from June Interim from June

projections Economic | projections Economic

Outlook Outlook

World 3.1 3.5 0.0 3.7 0.1
United States 1.5 21 0.0 2.4 0.0
Euro area 1.8 21 0.3 1.9 0.1
Germany 1.9 2.2 0.2 21 0.1
France 1.1 1.7 0.4 1.6 0.1
Italy 1.0 1.4 0.4 1.2 0.4
Japan 1.0 1.6 0.2 1.2 0.2
Canada 1.5 3.2 0.4 2.3 0.0
United Kingdom 1.8 1.6 0.0 1.0 0.0
China 6.7 6.8 0.2 6.6 0.2
India’ 71 6.7 -0.6 7.2 -0.5
Brazil -3.6 0.6 -0.1 1.6 0.0
Russia -0.2 2.0 0.6 2.1 0.5
G20 3.2 3.7 0.1 3.8 0.0

Source:OECS Interim Economic Outlook,"28ept, 2017

KI 8 083y

Growth expectations ford&NB ! NBI X wdzaaiAl FyR /Iyl RI
Saa 3f 2 NA 2 dz3
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IANRPGOGK Aad LINRP2SOGSR G2 0SS afAakifte f
recession slightly weaker.

VOUTLOOK GOOD BUT ERRIOUS

The OECDPautionsthat aggregatebusiness investmeris stirring, but along wittrade remairs yet
too weakto sustain healthy productivity growth, and that Emerging Market Economies require
deeper reform for strong future growth.

INDUSTRAIL PRODUGCRAORADE EME®RLDbD 9/ hbhaGRQ¥THwWI ! [
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The OECD also notes that inflation has been held in check to date by low wages. [We would add by the drop in
energy prices, Ed]

|GOOD GROWTISDEPENDENT ON CHINA & ¢w D

As with the whole posGFC recoveryhe happy projected pace of GDPogth ahead is critically
RSLISYRSy( 2y [/ KAY !l Qandtheof makyEdaérgirg Markeé@econdSiksindiéh
I R2LIGSR 9 SESYLX ATE /KAyl Qa LRfAOe &adzO0SaasSao

GLOBAL GROWTHNIRIBUTIONS BY REGQ Y-ON-Y, REAL GD
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Source:OECS Interim Economic Outlook,"28ept, 2017

Key Points:

The current global economic expansionary cycle is 8.5 yeaasnaldg Advanced
Economies. Growth has broadened to include Russia and. Brazil

The probability is that an aggregate pace of growth near current or slightly
greater, will continue for at least our ofy@ar to 18month, tactical horizon.

Inflationary pressures and growth pace are of a pace to allow the still
stimulatory Fiscal & Monetanstimuli in place, to be only very gradually
withdrawn

The globakconomicsetting issupportive of corporate earnings.

¢KS WwWagSSi aLkRiQ F2N) 9ljdzA (A Datrisks ale2 NJ NA &1 I aasSi
elevated.
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USA¢ LEADING THE ADVANGEIONOMIES

The USA economic cycle is most advanced amahgdt R@l y OSR o+ { | W5 SABESfy@atsISRQU  S02
from the GFC, unemploymentagjain veryjow, wage growth is resuming and price inflatiodigbling The
US Federal Reserve Board is correct to contitsu@urney toward normal monetary setting.

UNEMPLOYMENT & WAGROWTH USA INFLADN TRENDS
% o!:bou' force Yoy % chasnges Y-o-y % chag;as
° \/M\ //\—\‘\ 4 ’AK', = k_!?{ — r‘p:‘:,lUCOre—' j
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’ AR G S S > i
I i b Y I
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Source:OECEconomeé Survey on US, July, 2017

While[ 9L Qa R2 y2G &8S4G AyOfdzZRS GKS AYLI OG 2F NBOSYy (G (KdzNN
and August. This impeccable recession indicator signals solid underlying growth in flagshipndShaybe a

moderate pickup - through at least the next half yeafhe prospect of Fiscal stimulus (tax reforms) stands to

offset dampening trends.

CONFERENGOARD LEADING ECONOMDEX

The Gonference Board Leading Economic Index® (LE) for the United States
130 | —— The Conference Board Coincident EConomic Indexm (CEI) for the United States

LEI

Index [2010=100)
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Source: Conference Board, Sept 212017

The US Federal Reserve Board pledged to begin reducing its US%4.5 trillion, asegitdyasdérom this
month, by allowing maturing issuésholdsto be cashed up ad measured pee over several yeargvhilst
monetary liquidity will be withdrawn, it is the least influential of tfeir measures (the others being
Corporate liquidity, financial market liquidity and lending liquidity.

¢KS !'{ CSRQa GSyidl (Auw8y rei&RR tedéxtkaprginagy Meaduteyaelnd Ibidger £ A ]
required.

Key Points:
Themighty USAeconomyremainskeyto broadglobalprosperity;

Leading Economic indicators signal the growth outlook for the USA is solid.

Diversifiedinvestments
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The justification for Extraordinay measures by the US Federal Board has
palpably pased Methodical reduction in its Balance Sheet, and more
normalized administered cash ratesre in order and proceeding.

Economic risks are about equally balancegkopolitical shocks vs successful tax
reform.

CHINA¢ EXEMPLAR TO EMERGBEE®DNOMIES

The table above depicts K A ypdc&xad economic growth to persist at 6.8% this year followed by 6.6% in 2018.
LT Fdzf FAff SRE /KAyl Qa SO2y2YAO SELIyYyarzy Attt KIFGS &

TREND INEAL GDP
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SourceXOECD Economic Survey 6hing July, 2017

bSAGKSNI Aa / KAYIl Qa SOz2 ycanedtious EuiréhAdziouniCeikirplds is Sgdar&teddy | 2 y O €
Services deficit offsetting Goods Surplus. Topical, exce$sive N1 Jadudtefines@ amog Chinese
enterprises is primarily a problem of the Stadened sector, rather than wider.
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Source:OECD Economic Survey on China, July, 2017

Key Point:
/| KAyl Qa 3INBgGK NI OGS Ylsweléel ghve 654 paA t AT SR i Iy

Widespread encerngnot ours]in 2016 ovelChind2@l y R G KS @2 NI RQas SO02yz2Y
growth pace has dissipated;

I KAYylFQa SO2y2Yeé Aa adNRy3asr GK2deBkn GKS NI aGS 27
a higher base, and;
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Market capweighted indices, and investments which mimic them, are poor
avenues through which to invest in the Chinese economy.

EUROLANI PACE OF RECOVERY JUIEPRISE OF 2017

After several years of hesitant, if any, growth, the Eurozone is comparatively booming. Fkamstta¢long

term trend growth near 1.2%, the Eurozone id projected to achieve 1.8% growth in 2017, and 1.7% in 2018.
Labour markets have improved, interest rates remain very low and lending has loosened. Consumer
Confidence is buoyant & Private Sectonti@ment (a minority in much of Euroland) is soaring.

EUROZONE ECONOMIGHEENT

Spain

France

Source:Euromonitor, Sept 22, 2017

KeyPoint:
GDP irkuroland is exceeding low expectations;
Emerging Europe with freer economies stands to prosper from the uplift

The a@gregate is overall encouraging, but masks wide disparities & challenges
among individual members of Euroland.

AUSTRALASIAN ECONBS® OZ LIFTING OVER 20NZ MAY BE PEAKING

Australian Exports are being boosted by the solid rally in commodity prieg2617.

AUSTRALIAN EXPORESWBRGENT CONTRIBUTTO GDP

GDP ‘SoUrces:

ABS,
. wWestpac
Consumpition Econamics

Housing
Mining inv. mDec-17f
Non-mining inv. m Dec-18f
Public demand

Exports

Imports

2 A 0 1 2 3
Source: Westpac Market Outlook, Sept., 2017
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AUSTRALMECONOMY SLIGHTLY IMPROVEDIOOOK

L dzAGNI £ Al Q& SELISOGSR INRGGK LING®RtHG suBliciektly @ alanBedyal t A Fi SR 0
banks.Projected uemploymenthas been significantly reduced by Westpac Economics in consequence.

AUSTRALIAMAJOR EGNOMIC PARAMETERS

2017 2018

NAB Westpac NAB Westpac
Growth (GDP) 2.5% 25% 2.9% 3.0%
Inflation (CPI) 2.2% 2.0% 2.5% 2.5%
Unemployment 5.6% 4.7% 5.3% 4.6%

Source of DataNAB Economic Forecadl! Oct, 2017:WestpacAust & N2Weekly,9" Oct, 2017
ldza G NI £ Al Qa 3 NP 4LIKI LINRTF AL AS(H KA &b W R t SOS |

NEW ZEALANDFISCAL POLICY IN BOV

b»nQa KSI Ricgrgwsh isdBasiggut is attributable to immigration. Per capita growth is negligible.
The size of government is a dampener of growth in NZ. Alas it seems destined to expand. Early indications are
of lifting wages in the public sector is Labour sucdset® government.

éNZECONOMIC PROJECTIQR3LENDAR YEAR

Westpac & ANZ forecadt®th anticipate robust GDP growth ahead

2017 2018

ANZ Westpac ANZ Westpac
Growth (GDP) 2.% 2.6% 3.0% 2.%
Inflation (CPI) 1.3% 1.8% 2.1% 13%
Unemployment 4.7% 4. 7% 4.4% 4.6%

Source of Data: Westpagust., & N2AWeekly, 9" Oct.,2017 ANZ Mkt Focus d¥nd Oct, 2017

éPREDICTIVE POWER?

I NRodzald NBfIFIIA2yaKALI Ad RSY2yaidiN) SR
advanced 12 months, and GDP@ro K ® / dzZNNBy Gt e GKS C/ L &
remain around 2.5% through 2018,
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b D5t 9 IDVANCEDWI-FR !

Annual % change
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GDP (LHS)

FCI (adv 12 mths, RHS)

Source ANZ Mkt Focusf 2" Oct., 2017

Key Poins.

1) Australi@da F2NBOFat 3dNRGGK Kl a boQ&y GREBAASR  YE
| marginally down
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succeed as govt;

may also be fomenting.

setting for both of Australia & NZ.

SUMMARY, 2 | ! ¢ Q{

YIONOMIC MARKET?

Diversified

@ O dzdzY

3) Irrespective of #2, additional fiscal stimulus is inevitallage pressures

4) Solid but unexciting growth near msctive sustainable rates, is the forecast

a

G2

g K

{86 2dzi 0St26 A& G K IINGR SO 2 yE2 YA auidRsy asSyNaise SELISOG F G A

parameters from a NZ perspectivé& therefore largely in markets.The survey was conducted duridgly

2017, and includes the views of BNZ, Nikko Asset Mgmt, NZIER, Salt Funds Mgmt and UBS NZ.

¢19 ! hb 9/ ISURVEY { ¢ Q{

In 1 year’s time
Average Dispersion

In 4 years'time

Average Dispersion

In 7 years' time

Average Dispersion

Inflation rate as measured 1.7% (0.3%) 1.9% (0.1%) 2.0% (0.1%)
by CPI 1.7% (0.3%) 2.0% (0.1%) 2.0% (0.2%)
Rate of increase of Average 2.1% (0.7%) 2.6% (0.7%) 2.7% (0.7%)
Weekly Wage 2.1% (0.8%) 2.6% (0.8%) 2.6% (0.6%)
Real interest rate (ie yield o o - o o -
on 10 year Govt stock, in 1‘8:" (0'4?) 1'90/" (0'60@) 2'00/? (o'i/f’)
excess of inflation) 1.4% (0.4%) 1.7% (0.3%) 1.9% (0.2%)
0 0y 0 0y 0 0y
Rists o growih of fesl GOP 2.7% (0.6%) 2.2% (0.5 %) 2.4@ (0.5%)
3.0% (0.5%) 2.4% (0.6%) 2.6% (0.2%)
Trade Weighted exchange 75.7 (1.0) 743 (4.4) 73.2 (5.0)
rate (TWI) 75.8 (2.5) 74.7 (5.0) 73.6 (3.8)

Sourcelnvestment SurveysAON Hewitt(NZ) July2017

GLOBAL MACHECONOMIC RISK

|GLOBAL INFLATIQNSCOPHB-OR UPSID&URPRISE

As US data demonstrategiowth leadsinflation, not the other way around~rom currently loose settings,

Central Banks should be expected to react quickly to any sign of rising inflation|ynatadpe inflation.

GROWTH LEADS INFION¢ US DATA

A';':’I‘_:/" —— CORE* CPI (LS)
g -—- REAL GDP (ADVANCED 18 MONTHS, RS)
sl
2

L L L L L L L L L L L
2000 2002 2004 2006 2008 2010

Source: The Bank Credit Analyst, Oc017.
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Wages and Qil prices are broadly perceived to be contained, but either could surprise. Against the general
expectation of stasis, Oil prices may trencchaoward US$6Mmbl.

OIL INVENTORIES AREVERSING

M usoDy/

Bl —— OECD INVENTORIES® (LS) Bbbi
BRENT PRICES (RS)
so00 |- \— 120
s
,
* 100
2800 —
A Z 20

[=1e]

2800 —

= BCA Research 2017
1 1 1 1 1 1 1 1
zo10 zo1z Zo14 Zo16 zo18

SourceBCA ResearcfThe Bank Credit Analys©Oct., 2017

Central Banks are forecast to respond to the expected very gentle rise in inflation over the coming year to 18
months. Risks are that those presss may escalate faster than is broadly expected.

CENTRAL BANKS ALREABVETIGHTENINBIAS

BCA CENTRAL BANK MONITOR":
_____ us. ===== CANADA
U.K. ===== AUSTRALIA
EURO AREA === NEW ZEALAND
----- JAPAN

Tighter
Money
Required

-----

@ BCA Research 2017
] 1 1 ] 1 1 1 1 1 1 1 ]
2006 2008 2010 2012 2014 2016

SourceBCA Researcfhe Bank Credit Analys©Oct., 2017

Key Point:

Official and broad market expectations share the view that inflation will remain
subduedhroughout at least our ongear to 18month tactical horizon;

Diversified accepts the consensus, but also concludes inflation risks are to the
upside.

Official Cash Rates may be hiked more rapidly than the very slow pace that is
currently in consensuxpectations.

GEOPOLITICAL

Nuclear challenges over North Korea and its natural allies versus USA are unimaginable, but concerning. The
potential for War over secessionist Statele¥e(nen/Catalonia/ Kurdistan/ Scotlajdisks regional flareips

with potertial to derail regional prosperity.

Diversifiedinvestments
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ASSEPRICE CORRECTION?
Most all assetlasses (Cash, Cryptarrencies, Bonds, Property, Infrastructure, Equities & many Commodities)
¢ except forBase and Precious Metajsare travelling at or near histarprice highs. A serious reversal among

any carries the risk of flattening positive sentimambre broadly
NZ House prices are obncern Indications are they may have peaked and rolled over, even in the absence of

mooted limitations on immitation.

AUCKLAND BUILDIRGTIVITY

REGIONAL HESE PRICE INDICES

a0 R

%yt

40
— Dwelling consents
30 4 30
— Residential building work
20 4 20
10 | }J\\\ m L 10
0 0
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=20 4 r =20
-30 4 r =30
Source: Stats NZ, Westpac Economics
-40 T T r -40
2004 2008 2012 2016

Source: Westpac Institutional Bank, Market Outlook, Sept., 2017

) L NdEX 920
200 | —New Zealand | 200
—Auckland
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140 A b 140
120 A F 120
100 ~ 100
a0 Sguroe: REINZ, :'fes!pan i . . . . a0
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1)

2)

3)

Key Points:

Wages& Energy costs need be monitored for signs of quickening inflation

Geopoliticakisks are ever preent & largely unpredictable but may require
strategy response

raasia

LINK OS a
consensus macroeconomic setting.

NB

St SO GSREQ IBNILIS NR ¥ 3

|CASH RATESTIGHTENING CYCLE C®NHED

Loose monetary policies globally have passes their acme. Liggbshipeconomy, US/Ag broad, relative

tightening cycle (from very loose conditions) is underway. Only the pace is conjectural, with a very slow
progression irthe-market.

NZ & Australia are both also projected to increase Administered Rates within our tactical horizon.

INTEREST RATE FORHGA

NZ OCR

NZ 90 day bill
NZ 10-yr bond
US Fed funds

US 3-mth

AU Cash Rate

AU 3-mth

1.75
=25
2.98
125
1.31
1.50
1.69

1.75
1.96
2.90
1.25
o2
1.50
1.72

175
1E5
2.97
125
123
1.50
1.71

Source: ANZ NZ Market Foc@@gtober 2nd, 2017.
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BOND MARKEJTHEUNWINDHASSTARTED

ECB officialsy June rescinded thepledge to increase bonbduying ifnecessary. Tapering is expected to be
announced in 2018

The US Federal Reserve Boailll from Oct., 201 7commencereduceits US$4.5 trilliobalance sheet toward
US$3 trillion in 2020, by allowing maturing securitiesun-off at a measured pace
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Sources — Federal Reserve, Thomson Reuters, CE

Key Poirg

1) A broad monetary tightening cycle is underway, or is expected to commence
within our tactical horizon.

2) W¢ A 3K isSrgh werid ose skings, and is wigly expected to be very
gentle in its progression

3) Generallyaccommodative interest rates are expected to linger throughout
the coming year to 18 months.

NZ$ EXCHANGE RATIREOASTS

NZ$ exchange rates are relatively divergent amongst key currencies.

REENTNZ$ EXCHANGE RARENDS AGAINST MAJORRRENCIES
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ANZBank Researgbrovide theirsynopsis oéxchange rate forecasts

Diversifiedinvestments



























