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This newsletter is a general commentary on markets and companies; it is not an invitation to make an 
investment nor is it intended as an offer or recommendation to buy or sell any fi nancial instrument. 
Peterhouse views are at the time of writing and are subject to change.

2016 HIGHLIGHTSOutstanding returns delivered in 2016

 Specialist Category - Gold Fund    +88%
 Growth Category - Dynamic Fund   +25%
 Balanced Category - Diversified Fund  +24%
 Cash + Category - Cautious Fund   +2.5%

Our assets under management closed the year at £77m
While our assets under administration doubled to £400m

Trump - it was the year that 
Donald Trump upended global 
consensus by winning the US 
presidency and challenged head on 
any idea that supra national 
march towards globalisation was 
inevitable. 

Brexit - It was the year the phrase 
“populism” re-entered the 
“vernacular,” sending a message 
that the “elitism” and the global 
establishment and reigning political 
dynasty’s were all under threat.

China - It was the year the 
Chinese military came of age, 
major new names like AVIATION 
INDUSTRY CORP and NORINCO 
emerging to become Asian 
equivalents of BAE and 
L O C K H E E D . . . T r u m p ' s 
appointment of Peter Navarro, 
author of “Death by China” as 
Chief of Trade, suggest that the 
rules of the engagement between 
2 of the 3 largest economies in 
the world are going to be 
significantly re-written.

Block chain - moved onto the 
next stage of its development 
with global IT giant IBM joining 
the respected "Hyperledger 
Project" and investing heavily in 
permissioned networks rolling out 
it as a core global offering to 
banks and financial institutions 
and central banks like the Bank of 
England instructing a full services 
centralised ledger survey...The 
idea of a shared immutable ledger 
for recording the history of 
transactions is becoming part of 
the mainstream.

Commodities - roared back into 
life, gold, oil and base metals 
leading the way to a new secular 
commodities bull market.

NAVIGATING THE NEW WORLD ORDER

2017
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10 Key themes for 2017

Trump will bring a pro-business growth oriented White House, to 
be sure diplomacy, political correctness, and statesmanship are a 
thing of the past. It is also interesting that a majority of the promises 
he made don’t require house support, perhaps because he feared 
being emasculated by a political franchise he has pilloried so 
publically. Paul Ryan, Mitch McConnell and southern conservative 
Democrats and some serious cash hawks within the Grand old 
party will undoubtedly conspire to block the more extreme of 
Trump's policies. While the most expensive version of his plans will 
likely by stymied by these hawks, some version at the very least will 
go through. Those things that don’t need house support are his 

ability to renegotiate NAFTA, the China trade relationship, WTO 
members, and reduced support for NATO. Let’s remember that he 
believes he is the embodiment of the title of his own book, “the Art 
of the Deal”. We believe Trump will surprise some by going for what 
he knows, which is trade not war, and by trade we mean “Fair 
trade” not “Free Trade.” Trump does not care whether or not the 
rest of the world likes him, he cares little about diplomacy or 
statesmanship, all he cares about is restoring America to growth, 
and that is likely to include bringing down the dollar to make 
American goods more competitive. The Trump Era has begun and 
it is going to be a whole new set of rules.

While Precious metals were the first to move, Trump’s 
infrastructure promises set off the rally that ended a 5 year long 
commodities bear market. Metals rarely all move at the same time, 
and they never move in a straight line, but the fundamentals of 
demand and supply as well as cyclical factors have aligned for a 
new bull after a long bear. Commodities as measured by 

benchmark index the CRB started to form a base in 2016 closing 
the year at 192 led with iron ore doubling in price to $75 a ton and 
coal to $150 a ton. Gold and silver, uranium and titanium and 
aluminium along with selected foodstuffs (did you know a bushel of 
wheat trading at $4 is trading at the same level as 1995?) are our 
favourite over weights in commodities.

The Cassandras (the IMF, WTO, BoE, and European leaders) who 
issued dire warnings the sky would fall in if we voted to leave the 
European Union were firmly put in their place as a vote narrowly but 
decisively to leave the European Union won, and despite full 
expectations of pain, the economy continued to grow. A lower 
pound, a firm commitment to staying a global trading centre, lower 
taxes and low rates have been the stimulus needed, and together 
they will continue to shore up the British economy during this 
transition. There is actually a chance that Brexit will be the wake-up 
call for the UK to be more entrepreneurial and globally focused. 

The fact is that the US and silent but strong majority all over the 
world (that showed their strength in first Britain, potentially 
bolstering the votes in the US and Italy) are giving the UK credit for 
having the courage to be the first to say no to the overwhelming 
global pressure to maintain the status quo. It might not have been 
the PC choice but it is a stronger force than the present political 
dynasties of the world would have you believe and has gained the 
UK a grudging new respect in the eyes of the world, which will we 
believe translate into economic success.

The price of oil doubled in 2016 to $55, coal did too and even much 
maligned natural gas defied the fracking supply issues to end the 
year at $3.5 per million British thermal units. Uranium - we believe 
nuclear technology will make a comeback in 2017 as global nuclear 
capacity sees reinvestment building once more. Fukishima 5 years 
ago flooded the market with an oversupply of stockpiled uranium 

that permanently upset the status quo, but a reduction in uranium 
production using up of that supply and an increasing number of 
reactors in the world have hit an inflection point where demand is 
set to start outstripping supply in 2017 and we are very bullish for 
its future.

While many espouse Keynes as the most important enconomist of 
the 20th century, we are rather more fond of Irving Fischer and one 
of his more famous equotations, MV=PT, (Money supply x Velocity 
of Money=price levels x volume of transactions). “The quqntity 
theory of money states that there is a direct relationship between 
the quantity of money in an economy and the level of prices of 
goods and servives sold. According to QTM, if the amount of 
money in an economy doubles, price levels also double, causing 
inflation (the percentage rate at which the level of prices is rising in 
an economy). The consumer therefore pays twice as much for the 
same amount of goods or service. Quantitative easing around the 

world has been in effect for 6 years and is only now tapering as 
spark of growth can be seen. But as money supplied by 
quantitative easing more than doubled the actual money supply, 
velocity (the number of times money changes hands) fell off a cliff, 
velocity and growth are intrinsically linked and with the slow but 
sure growth that has returned to the economy, like a slow ball 
rolling down a hill velocity will pick up, the QTMis about to show its 
force. Added to the cyclical re-rating of commodities which are the 
baseline inputs for everything in our economy, we know that this will 
translate into consumer price increases for everything, also known 
as inflation - UK inflation expectation have hit 3.5% per year.

 3. The return of a Secular Bull market in commodities

2. The UK is still a contender
Brexit- the Cassandras were just plain wrong

1. The Trump Effect

4. The energy complex had a 2016 to remember...And we are bullish for 2017

5. Inflation is back



BOND YIELDS
7. Gold and Silver - a banner year for our new gold fund in 2016
another strong year for gold expected in 2017

While Gold is unlikely to go up 25% as it did in the first half of 2016 
we continue to believe that gold is in a secular bull market swing 
that will likely lead to a 50-100% upswing over the next 2-4 years 
from its 2015 market bottom of $1050. The bull market factors 
supporting this are a correction in US stock markets which are in 
one of the longest up trends this century and are historically 
negatively correlated to gold, an increase in inflation which began 
last year and is likely to continue to gather steam as the economy 
perks up and the amount of quantitative easing that takes effect. 
While we believe that US rates will rise and will undoubtedly be 
negative for gold, they will be temporary setbacks that cannot 
outweigh negative real rates (which are historically the best 

indicator of gold prices) that are a result of inflation outpacing rate 
rises. Trump has also stated what economists globally have said for 
years, the USD needs to be lower to allow the US to compete more 
effectively, and that will be good for gold as well. Last but not least, 
geopolitical upheaval which is inevitable given the about face in the 
status quo, will lead to uncertainty which we believe will lead people 
and governments to continue to keep a certain percentage of their 
savings in gold higher than they have in the past as a form of wealth 
insurance. To be sure, increase in interest rates, increasing bond 
yields, and lower demand in retail Chinese buying and potentially 
central banks are all likely to give correcting hiccups to the general 
upward trend, but we believe the trend for gold is up.

Rates having been at unprecedented lows for longer than ever 
before in modern times. They have created an asset bubble in 
stock markets as there was no place else to go to invest. 
Companies could get very cheap debt and with such low costs 
rather than invest in real growth they invested in share buy backs 
which increased the asset bubble more. But many believe that has 
reached a tipping point with little or no real growth in revenues or 
productivity, assets are in an unsustainable bubble and trading at 
multiples seen only rarely before. With rates on the march albeit a 
slow one from a super low base, and bond yields showing the first 
signs of life, we believe a pivot away from this asset class is in 
order. The US economic cycle is extremely mature. Since WWII 
there have been 12 upswings with an average duration of 60 

months. The current cycle is in its 89th month and is now the 3rd 
longest over the period. The Fed is tightening, bond yields are rising 
and the currency has rallied. Credit metrics are in dangerous 
territory after the latest corporate debt binge. Corporate debt is at 
an 11 year high and corporate debt/profits is approaching the 2007 
levels that preceded the bust. This a warning for equity markets, 
high yield, and investment grade (in that order). The dollar is at the 
1985 plaza accord levels as measured by the real trade weighted 
effective index. The US is just not competitive and this represents a 
meaningful tightening in policy. Also note that without share 
buybacks JPM estimate 2016 EPS growth would have been 
negative. This is an asset class that is in risky territory of a severe 
correction.

BOND YIELDS8. The return of Yield

Corporate bonds we made good returns in 2016 and 2017 looks just as juicy... that yield in its various 
forms in back in play, investors want their money back in dividends not share buy backs. Pension funds can’t 
afford rates this low any longer they have liabilities to pay. Stock markets have likely reached their zenith for 
the time being and demand for yield will pivot back to various forms of fixed income.

BOND YIELDS9. Emerging Markets need a closer look

The Hang Seng has been trading sideways since 2009 at 
approximately 23,000. China’s GDP was $5tn in 2009 and growing 
at 8%. 6.8% growth was recorded in 2016 oversaw a GDP of over 
$11tn, double what it was six years previously. The slightly slower 
but much more sustainable growth of around 5%- 6% on a larger 
and sustainable base is a good thing. A greater proportion of the 
economy is internal every year and this is a huge bonus to the 
Chinese economy making it less reliant on exports and also less 
susceptible to the whims of foreign trade. The Hang Seng and 
Shenzen are due for a re-rating which reflects this. Russia is also 
likely to come back, the rouble has been decimated over the last 3 

years but consensus is Europe will lift sanctions this year and 
Moscow has a newfound friend in Washington and the market is 
poised for recovery. While India and Africa are still having serious 
growing pains and cannot seem to manage find a way through 
corruption and bureaucracy, Brazil is maturing. Many see the 
impeachment of Dilma Roussef as evidence of corruption, but we 
see it as an indication of a maturing developing nation and a system 
that works. The Bovespa has rallied and is indicative of what is likely 
to be a sustainable growth pattern in Latin America as a whole . 
Given our views on the mature markets of America, and Europe, 
emerging markets bear serious watching.

BOND YIELDS10. Will 2017 be the year the science behind climate change is challenged?

While the vast majority of global climate scientists agree that the 
climate is changing and that part of that change is caused by 
humans, the actual quantum of human change is very much a hot 
topic of debate. In fact only 4 % of global carbon emissions come 
from humans, the rest are from natural sources. While the world 
has warmed over the last century there have been periods like the 
last 3 years where the globe has actually cooled. Despite the global 
tendency to blame all extreme weather events on “climate change” 
there is a great deal of evidence to suggest that the climate simply 

changes and the globe both cools and warms and the ice caps 
melt and re-form in natural cycles. There are also alternative 
theories to climate change including solar flares. It is far beyond our 
abilities to genuinely judge how much of climate change is caused 
by humans, but what is obvious is that the powers that be including 
the new Trump administration are starting to question the accepted 
greenhouse gas theory, and that without more definitive evidence 
are going to overturn the trend that started 20 years ago of annually 
increasing investment and subsidisation of “green” technologies.

6. The S&P is likely to correct



BOND YIELDS1. The Trump Effect

Paint producers like SHERWIN 
WILLIAMS, chemical companies like 
DOW CHEMICAL and DUPONT, and 
aggregates groups like VULCAN, are 
seeing pricing power emerging as US 
building materials chart below shows.

And a key feature of US (and 
global) economies in the last fifty 
years has been under-investment 
with investment in the capital 
stock at a 50-year low...meaning 
Trump is pushing at an open door.

Commodities are on the march and we believe many will 
follow gold into a bull market. Even if the dollar is stable or 
strong the commodities complex will do well driven by 
supportive demand and constrained supply...
Donald Trump's victory in the US presidential election in 
November will likely usher in a building boom and paint for 
example is becoming a highly profitable business in this 
cycle. With the likes of SHERWIN WILLIAMS and VALSPAR 
merging and demand on the rise, ilmenite, a core paint 
ingredient is the type of niche commodity that could do well.
Agricultural commodities can look back on a tricky year as 
industry players jockeyed for position with CHEMCHINA's 
takeover of SYNGENTA along with the merger between 
BAYER and MONSANTO dominating the global industry and 
while it's true the Brits may be paying more for marmite 
(even though it's made in Stoke apparently) the price of a 
bushel of wheat is the same as it was 20 years ago.

BOND YIELDS2. The UK is Still a Contender

We believe the UK will 
perform well and post the 
Brexit vote the economy is 
proving to be resilient. 
2016 saw record production 
for UK cars, with factories 
churning out 1.7 million 
cars with 75% for export.

UK too needs improvement in 
infrastructure and investment 
has been lagging so PM 
Theresa May has unveiled a 
12-point industrial strategy.
BALFOUR BEATTY, BREEDON 
AGGREGATES and VESUVIUS 
are three excellent companies 
we believe should do well.

Longer term outlook is tempered by record shale 
gas production in the US. We expect a trading range 
of US$50-70 and look for best value in suppliers 
where we’re overweight.

 3. The Return of a Secular Commodities bull Market-we favour above all corn, gas, and uranium

4. The Energy Complex- The oil price rallied strongly in 2016 and we expect another reasonable lift in prices in 2017.

And our favourite outlier is uranium-fundamentals are 
improving driven by cuts in production in swing producers 
like Kazakhstan and a revival in demand for nuclear 
power-we believe the price may rise towards $50 a lb from 
its current $24.

Peterhouse Asset Management: 
Current positioning and strategy



BOND YIELDS7. Gold and Silver-Gold is in the foothills of a bull market that based on past cycles has a long way to run.

BOND YIELDS6. The S&P is likely to correct in our view.

We believe the US equity market is expensive and likely to 
underperform.

US stocks are at the expensive end of their longer term valuation.

BOND YIELDS5. Inflation is Back and we favour producers over consumer for pricing power

We favour cyclicals over defensives, we believe 
producer pricing power is turning up versus consumer 
pricing power and negative real bond yields will help this 
trend...we particularly like the energy complex.

Our asset allocation is strongly weighted towards 
protecting against the threat of inflation rising in 2017.
With global breakeven rates as measured by TIPS 
(treasury inflation protected securities) at 2.1% this is the 
rate as investors we need to beat to maintain our 
purchasing power in real terms.
In addition the VIX suggests markets have become in 
our view too relaxed.



BOND YIELDS9. Emerging Markets needs a Closer Look.

And income offers wide ranging opportunities both in fixed income and equity.

BLACKSTONE CLO FUND offers a 9% dividend yield and is listed on the London Stock Exchange

Emerging markets offer opportunities both in debt and 
equity 
The average emerging market sovereign yields 7%, 
while among corporates double digit returns remain 
common...
Brazil becomes more investable ironically partially 
due to the process surrounding Dilma Roussef’s 
impeachment as the economy becomes more 
mainstream-the Real has rallied and the Ibovespa rose 
100% in 2016
Mexico offers 7%. while our favourite manager 
GALLOWAY CAPITAL offers a ucits daily dealt fund 
run by Nathan Shor and Ulysees D’Oliveira yielding 
7.4% Russia offers opportunities...

BOND YIELDS10. Will 2017 be the year the science behind climate change is challenged?

Climate change - Trump's key appointees Rex Tillerson as 
Secretary of State, Mike Pence as his vice president and both are 
at heart oil and coal men. 
While lip service may be paid to the renewable industry we have 
come full circle from the days of Al Gore's "Inconvenient truth" to 
a rather different inconvenient truth where a decade of huge 
investment and another one to come has barely touched the core 
baseload generation which even today is 85% hydrocarbons.

8. The Return of Income-let’s face it, there’s no fund manager in the world that doesn’t love a good yield.

EDF and E.ON Europe’s largest 
utilities, offer dividend yields of 6% 

US preference shares yield an 
average 5.5% 

SAINT GOBAIN EMBALLAGE offers a 
yield of 6% as does French paints 
leader CROMOLOGY

ENTERPRISE PUBS, Britain’s largest 
pub operator offers a 2018 bond 
yielding 6.5%

Year of the Rooster
China may be a winner from 
the scrapping of the Trans Pacific 
partnership, the Chinese yuan fell 
7% in 2016 and the economy is 
competitive. Chinese industrial 
companies are inexpensively 
valued and sectors like banks as 
well as industrials could do well.
Shale production is already 
rebounding and will hit 4.5m 
barrels per day and this is a more 
attractive investment than wind in 
our view as production tax credits 
are phased out.

We expect the opportunity to be in clean coal technology, coal 
bed methane, oil services. If you have to be a greenie we think 
solar 's better than wind as the economics for pv (photovoltaic) 
slowly becomes more attractive.

Shale production is already rebounding and will hit 4.5m barrels 
per day photovoltaic not wind thanks to phasing out of production 
tax credits.



PAM Asset allocation themes for multi asset portfolios

PAM current stance

We are underweight government 
bonds, at current low yields. Across 
global rate markets, we are 
underweight German Bunds and 
Japanese government bonds and 
overweight emerging market and US 
bonds.

We are constructive on credit in 
general. Corporate bonds offer 
interesting opportunities although 
there is a need to be selective. There 
is particular value in B rated 
non-investment grade. 

We question the consensus that the 
US$ will be strong. The major central 
banks have understood the negative 
consequences of too strong a dollar 
and we believe rising US rates may 
only serve to highlight structural 
weaknesses in the US. 

We are slightly underweight equities, 
with a focus on country and sector 
selection. Equities appear fairly valued 
versus fixed income and we believe 
further expansion of price-to-price 
earnings ratio and multiples is 
unlikely. 

We maintain overweight exposure to 
real assets. We believe commodities 
offer an attractive risk/ reward 
trade-off against a background of 
constrained supply and robust 
demand. REITS offer attractive yields 
and valuations against a backdrop 
where rates are likely to remain low 
for the foreseeable future.

Bonds (Government) 0%-20%

Credit (Corporate Debt) 10%-45%

Currencies (US$ 60% benchmark)

Equities 5%-40%

Real Assets (REITs, Gold, Infrastructure) 
10%- 45%
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In this interview Amanda is asked her 
views on the outlook for commodities in 
general and for gold in particular.

So, Amanda, gold and many 
commodities like oil had a strong year 
in 2016. Can they repeat the trick in 
2017?
Gold started 2016 at $1050 and moved 
up to $1350 before a late sell off while oil 
dipped at the start of 2016 but then rallied 
hard to $55 by year end. Basically we're 
bullish on both and overall at Peterhouse 
Asset Management we think the 
commodities bear market cycle ended in 
early 2016 after a five year bear and 
demand/supply fundamentals are 
favourable across most commodity 
classes and especially aluminium, 
platinum, titanium and certain soft 
commodities.
We're particularly bullish on uranium 
actually...

Really, how so?
There's been a dearth of new investment 
in uranium since Fukushima in 2011 with 
the price falling from $150 per lb to $20 
per lb, yet nuclear is back with China 
rolling out a new nuclear power station 
every month 
and the US and UK looking at at a major 
revival in their nuclear power capacity. 
Uranium 's one of our top picks for 2017.

Turning to precious metals and in 
particular gold how do you see the 
gold price trading in 2017?
The election of Donald Trump was a 
surprise to everyone, but what was even 
more surprising was the market’s reaction 
to it. US bond yields and the US dollar 
have risen dramatically, the Fed rate rise 

expectations went up to 100%.and gold 
declined 10%. The market seems to have 
determined that Trump means pro 
business real growth in the US. At the 
same time Trump has promised to 
renegotiate the US relationship with, 
NAFTA, NATO, the WTO, the TPP as well 
as start an infrastructure building 
revolution. He wants trade not war, and he 
is going to protect the American 
economy, and the market likes it. It isn’t 
clear exactly how he is going to do this, 
but the market believes that for the first 
time in 10 long years someone in America 
is going to focus on the engine of 
American growth in order to maximise the 
efficiency of the quantitative easing fuel. It 
is a laudable and the markets are showing 
that they truly hope he will be able to pull it 
off. The irony is that growth of the type he 
is promoting if it is effective will by 
definition increase the velocity of money, 
combined with the trilions in quantitative 
easing paper the equation leads to the 
inflation that is the main driver of gold 
prices. In the long run gold is correlated 
with real rates of return, in the short term it 
is correlated with the USD and bond 
yields. The summary is that it’s short term 
bad for gold but in the long term very 
good.

You took on the gold fund in Jan 2016. 
Can you say why it's done so well and 
can we expect a repeat performance 
in 2017?  How are you positioned?
The gold fund is positioned with 
approximately 80pc in producers and 
developers that I believe have significant 
scope for re-rating, and approximately 
20% in higher risk higher reward 
exploration and development plays. As 
long as our thesis that 2016 was the 

beginning of a secular 3-5 year bull market 
in gold holds, the fund and its holdings 
should perform well.  The Bull case for 
gold outweighs the bear factors in our 
opinion, none the less interest rates, bond 
yield, real yields, the USD, the stock 
markets, central bank and retail demand 
all need to be monitored closely, and our 
positions adjusted for when the situation 
is more or less attractive for defensive or 
aggressive higher beta stocks. To pick 
good gold stocks is a combination of 
assessing the technical quality of the 
deposit and plan for extraction, as well as 
really knowing the management teams 
capable of delivering.  I wish there was a 
formula for this but it is really just a case of 
doing your homework and knowing and 
really knowing the industry, the players, 
and the myriad of factors that can 
conspire for success or failure; between 
exchange rates, commodity prices, 
grades and extraction techniques, 
different regimes and mining and tax 
codes, and miners with more than ample 
personality, it’s a complex puzzle that 
makes every company unique.

Interview with the manager - Amanda Van Dyke

Amanda is the fund manager of the 
Peterhouse Gold fund and has a 
background as a resources specialist. 
She is responsible for co managing several 
other Peterhouse funds and she also sits on 
the firm's investment committee.


