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Disclaimer

This presentation is issued by PM CAPITAL Limited (ABN 69 083 644 731 AFSL No. 230222, ‘PM CAPITAL’) as investment manager for the PM Capital Global

Opportunities Fund Limited (ACN 166 064 875, the ‘Company’), and as responsible entity for the PM CAPITAL Global Companies Fund (ARSN 092 434 618), PM

CAPITAL Australian Companies Fund (ARSN 092 434 467), PM CAPITAL Asian Companies Fund (ARSN 130 588 439), and the PM CAPITAL Enhanced Yield Fund

(ARSN 099 581 558) (collectively the ‘Funds’).

It does not constitute advice or a recommendation of any kind, and is not made being made available in any jurisdiction in which it would not be lawful to do so.

The presentation contains general information only, and does not take into account the objectives, financial situation or needs of any investor. The opinions

(which constitute our judgement at the time of issue) and the information herein are subject to change without notice. The stocks mentioned in this presentation

are provided for illustrative purposes only, and are not recommendations, and may, or may not, be currently held. You should not rely, or act, on any

information contained herein.

Investors should make their own assessment of the Funds/Company and conduct their own investigations and analysis, including considering:

• a copy of the current Product Disclosure Statement which available from us, and seek their own financial advice prior to investing in the Funds; or

• all Company announcements made to the ASX, and seek their own financial advice, prior to investing in the Company.

In addition, you should consider whether any investment with its inherent risks, are appropriate to your particular objectives, financial situation or needs, and

seek taxation and financial advice. The Funds and Company are subject to investment risk, including possible loss of principal invested.

While the presentation has been prepared with all reasonable care, PM CAPITAL, the Company, and their respective directors, employees and/or consultants do

not accept any liability (whether arising in contract, in tort or negligence or otherwise) for any error or omissions, or for any resulting loss or damage (whether

direct, indirect, consequential or otherwise) suffered by the recipient of this presentation or any other person.

Past performance is not indicative of future performance. The objective is expressed after the deduction of fees and before taxation. The objective is not

intended to be a forecast, and is only an indication of what the investment strategy aims to achieve over the long term. While we aim to achieve the objective,

the objective and returns may not be achieved and are not guaranteed. All values are expressed in Australian currency unless otherwise stated.

Certain statements in this presentation may constitute forward looking statements. Such forward looking statements involve known and unknown risks,

uncertainties, assumptions and other important factors, many of which are beyond the control of the PM CAPITAL or Company and which may cause actual

results, performance or achievements to differ materially (and adversely) from those expressed or implied by such statements.

See the company announcements platform at www.asx.com.au, and www.pmcapital.com.au, for further information. See www.msci.com for further information

on the MSCI World Net Total Return Index ($A) and the MSCI AC Asia ex Japan Net Total Return Index ($A), the www.asx.com.au for further information on the

S&P/ASX 200 Accumulation Index, and www.rba.gov.au for further information on the RBA Cash Rate.
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Welcome

Lachlan Cameron – Head of Distribution
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Why PM Capital?

4

Performance (net of fees)
As at 31 January 2018

1 Year 3 Years 
p.a.

5 Years 
p.a.

Since 
Inception 

p.a

Total return 
since 

inception

PM Capital Global Companies Fund 24.6% 11.4% 18.8% 9.1% 435.2%

PM Capital Asian Companies Fund 26.1% 10.2% 14.7% 16.4% 327.0%

PM Capital Australian Companies Fund 14.5% 11.0% 12.6% 10.8% 535.7%

PM Capital Enhanced Yield Fund 5.0% 4.0% 4.1% 6.1% 153.5%

Objective: Long term performance accretion

Performance calculated from Inception date for The Global Companies Fund - 28 October 1998, The Asian Companies Fund, 1 July 2008, The Australian Companies Fund – 20 January 

2000, The Enhanced Yield Fund – 1 March 2002. Past performance is not a reliable indicator of future performance

4PM Capital Adviser Forum 2018



A history of after-fee 
outperformance…

55PM Capital Adviser Forum 2018 | Performance data as at 31 January 2018
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A history of after-fee 
outperformance…

66PM Capital Adviser Forum 2018 | Performance data as at 31 January 2018
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Agenda
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Jarod Dawson
Director 

Global Yield Portfolio Manager

Paul Moore
Chief Investment Officer, Chairman 

and Portfolio Manager, Global Equities

Q&A session

Speakers

7PM Capital Adviser Forum 2018



Fixed Income

Jarod Dawson – Global Yield Portfolio Manager
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9

Interest Rates & 
Credit Investments 
– don’t get tangled up

Interest Rates
Case Study - Europe – Bond yields v the real world

Central Banks - inflection point in bond demand

Magnitude – Moneyball v today

Credit Markets
Key Principles – focus on the anomalies

Case Studies:  Spirit Pub Company / Sydney Airport

PM Capital Adviser Forum 2018



Interest rates
10PM Capital Adviser Forum 2018



Interest Rates
The world we live in
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US v Greece - 2 Year BondsApproximately

of all government 
and corporate 
bonds outstanding 
carry a negative 
yield (~$US 7.5 Trn)

PM Capital Adviser Forum 2018 | Source: Deutsche Bank global research 02/18 and Bloomberg 

15%
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Why are they an anomaly?

• Don’t reflect real growth rates – let alone inflation / term premium. 

• % Difference should be comfortably positive.

Bond rates should reflect real growth + inflation + term premium

Interest Rates 
Case Study – Europe 

Country 10 year bond 2017
2018 

(projected)
% Diff 

(10 yr v 2018)

Germany ~ 0.75% 2.54% 2.29% ~ -1.54%

France ~ 1.00% 1.81% 1.80% ~ -0.80%

Spain ~ 1.50% 3.08% 2.34% ~ -0.84%

Ireland ~ 1.15% 3.64% 2.72% ~ -1.57%

Europe 10 year bond rates v actual and projected real growth rates*

12PM Capital Adviser Forum 2018 | Source: https://data.oecd.org/gdp/real-gdp-forecast.htm
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Impressive job growth

Trade surplus

Deflation not an issue

Government debt / GDP declining

Government budget surplus

Household debt / GDP declining

13PM Capital Adviser Forum 2018 | Source: tradingeconomics.com

Interest Rates
Spotlight on Germany
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Interest Rates
Central banks – the train is leaving… left?

US (Fed) 
• Rates from 0.25% to 1.25%
• Reducing ~$5trn balance 

sheet – ~$US 1Trillion over 
next 2 yrs. 

• Budget deficit – CBO 
estimates suggest $US300-
500bn hit next 5 years

Japan (BoJ) 
• Jan 18 – buying 

fewer long dated 
Japanese treasuries

China (PBoC)

• Rumblings around reducing 

holdings of US treasuries

Europe (ECB) 

• Jan 18 – 50% cut in bond 
buying program from 
EUR60bn to EUR30bn per 
month

UK (BoE) 

• Nov 17 – raised rates for 

first time in ~10 years. 



Interest rates
Forum to Forum

19

2017 Adviser Forum
US 10 year bond and 

sensitivity to rates

Next 5-10 years
Surprises more likely to be to 

the upside

19PM Capital Adviser Forum 2018 | *CNBC, 14 February 2018

Since then –

US 10yr yield   ~0.70%

• Pretty meaningless?

• Including running yield, 
capital value   ~5%

On a longer term move 
of +2-3% - losses well 
into double digit %

• Inflation is materialising 
/ Global economy 
strengthening 

• Rates coming off a very 
low base

• Investors have lost sight 
of the anomaly given so 
low for so long?



Interest Rates
How long are you?

2020PM Capital Adviser Forum 2018 | *Bloomberg Research - Feb 2018

Making their way 
into the indices, 

lengthening 
duration.

Lower coupons + 
Savvy issuers 

locking in long 
term interest 

rates

Index investors are getting 
longer, at a time when we 

believe rates have inflected, 
and investors should be 

reducing interest rate risk. 

Over the past 3 
years, index 
duration has 
been increasing
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Effectively zero interest 
rate duration 

21PM Capital Adviser Forum 2018

Interest Rates
Fund positioning 

• Limits the impact of higher rates on fund capital 

• Yields ratchet up with higher rates 

Double positive



Credit markets
22PM Capital Adviser Forum 2018
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Credit
Current environment – discipline is everything

Meaningful capital in our best ideas 

Investing together

We view risk 
as the risk
of losing 
money

Ability to be 
up to 100% 
cash – in 
or out of 
markets

Look 
through
the 

capital 
structure

Intense 
research –
distilled into 
a few key 
elements

Invest globally 
– why be 
constrained?

Focus on the anomalies

Rational when markets 
irrational

Exploit fear of unrated 
securities
Investment grade quality
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Downside protection
• Quality balance sheet

• Hard assets - What are they 
really worth?

Monopolistic qualities?
• Debt levels 

Appropriate/sustainable?

Earnings/Cashflow profile
• Comfortably meet coupons / principal

Security Structure
• Anything unusual that stands out?

29PM Capital Adviser Forum 2018

Credit
We are looking for anomalies

Questioning the 
status quo 

Easy to say “markets 
are expensive”

Genuine long 
term anomalies  
are by definition 
hard to find

Stick to your 
investment process 
– ignore the noise

Some starting points
Potential long term partners

?
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Credit
Spirit Pub Company – UK

Senior secured debt - top of the capital structure at ~20% discount to par 

Background

UK pub industry going through significant transformation 
• Legislation breaking the beer tie – Pub operators could buy beer 

elsewhere, but no more cheap rent either.

Investment 
thesis

Key was to understand mindset of pub operators 
• Mass migration to new system? one way to find out – go and see them! 
• Clear feedback – operators lived in the pubs so rent is important –

cheaper beer potentially offset by higher rents

Conclusion
“Industry transforming” legislation was not particularly transforming at all
• years after legislation passed, <10% of pub operators have switched.

What made it 
an anomaly?

2015 – Spirit bought by Greene King – can only access secured property 
cashflow by redeeming at par.
Nov 2017 - Redeemed bonds at par - 20%+ return for investors over 2 years 

Anomaly: This was not deeply subordinated debt in a broken down company –
this was a solid business, and we were the company’s most protected investor
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Credit
Sydney Airport – current anomaly

Senior Secured Debt - Top of the capital structure

Background

Monopoly asset - one of best infrastructure 
assets in the world
• Huge demand for quality infrastructure. 
• Tight spreads - Global airports / tollroads

at cash + ~0.75% to 1.25% (~3% yields)  
• How could there be an anomaly?

Question the 
status quo

Scan the full capital structure

What we found

Inflation linked bond
• Fell off the radar - most fixed income 

funds cant buy it – mandate flexibility 
• 3 yr bond at cash + ~2.25% 

(~4% yield) – material yield premium

Potential kicker

Given current low inflation rates, effectively 
an option on higher inflation – consistent 
with our views 
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The end game 

Short term, returns may bounce around a little 

Clear long term objective of Cash + 2% 

Invest globally –
otherwise leaving too 
many opportunities 
on the table

Opportunities won’t fall into your lap - The 
last 10% factor

• Is there truly something the rest of the market is missing?

• Best investments – clearly identified the 10%

• Worst mistakes – we didn’t finish off the last 10%

Interest Rates - don’t 
underestimate the destructive 
power of higher rates.

May be the greatest 
impediment to wealth 
building over the next 10 yrs

Credit 
Markets 
• Focus on the 

fundamentals
• Anomalies
• Ignore the herd

Fund positioning
• Effectively no interest 

rate risk – double 
positive

• Material cash at hand 
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• Don’t invest because you think you 
should – wait for a genuine 
opportunity to present itself - and 
put meaningful capital into it.  

• Stick to a clearly defined process –
discipline is key.

• PM Capital – view us as long 
term co- investment partners 

33PM Capital Adviser Forum 2018

Remember…

Performance (net of fees)
As at 31 January 2018

1 
Year

3 
Years   
p.a.

5 
Years   
p.a.

10 
Years 
p.a.

Since
Inception

p.a.

Total return 
Since inception

PM Capital Enhanced Yield Fund 5.0% 4.0% 4.1% 5.2% 6.0% 153.5%

RBA Cash Rate 1.5% 1.8% 2.1% 3.4% 4.1% 91.4 %

Excess return 3.5% 2.2% 2.0% 1.8% 1.9% 62.1%

The past decade or so has 
been one of the most 
volatile periods                               
in market history

Pleasingly, over 16 years the 
Enhanced Yield Fund return 
and its margin  above cash has 
been remarkably stable. 

Patience is critical



Global Equities

Paul Moore
Chief Investment Officer

Global Equities Portfolio Manager

34PM Capital Adviser Forum 2018
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Moneyball

Why invest in 
anomalies?

Where to now??
PM Capital Adviser Forum 2018



Post-GFC 

37PM Capital Adviser Forum 2018

A once in a lifetime opportunity to invest 
in credit and a once in a generation 
opportunity to invest in equities

with record fiscal and monetary 
stimulus, the economy will recover, but 
will be characterised by a two steps 
forward one step back scenario

“
”

“
”



Opportunity cost

38

Calendar Year PM Capital Global 
Companies Fund

MSCI World Net Index 
(AUD)

2012 41.6% 14.4%

2013 54.2% 47.0%

2014 14.4% 14.7%

2015 12.6% 11.5%

2016 3.1% 8.0%

2017 20.4% 13.3%

2018 CYTD* 1.9% 1.7%

2012 – 2018 CYTD* 255.8% 168.7%

PM Capital Adviser Forum 2018 | Sources: PM Capital Internal and Morningstar as at 31 January 2018.



Post-Trump

Coincidentally, cyclical growth trends inflecting

Trump moving with the tide as pro-growth; 

• Lower taxes, fiscal spending, lower regulation – the key brakes on 
growth that we have consistently alluded to

A different sub set of opportunities going forward

Bonds, Bond proxies – Property, Infrastructure, 
“Defensives” most at risk

Banks the primary beneficiary

Do not under-estimate the magnitude of change and 
the implications for portfolio /manager composition

First innings – post tax reform, now in the second 
innings

39PM Capital Adviser Forum 2018



2016: Negative rates

40

The reality is, that the future is always uncertain. Every year I comment that 

just when you think you have seen everything, something new comes along. 

The 1987 stock market crash, the 1990 “CNN” Gulf War, the TMT mania in 

2000, Twin Towers, the Global Financial Crisis and now Brexit are the 

standouts (I am going to have to stop making that statement). So our 

ultimate objective as an investor is to find different businesses that we 

believe will provide us with a satisfactory long term return and remind 

ourselves that investment returns are not a straight line and that                   

we are ultimately arbitraging short term investors’ lack of patience. ” 

Paul Moore | 2017 PM Capital Investor Forum

PM Capital Adviser Forum 2018 

“

”
+ Trump + Bitcoin



Bondnado
41PM Capital Adviser Forum 2018

Valuation

Risk Reward

Market behaviour

Record 
Government Debt

Record low rates

Post Trump Framework



Bondnado
The fundamentals

42

• Absolute return makes no 
sense; zero return - hard 
to make a positive return!

• Real return; inflation –
priced as an impossibility!

• Risk adjusted; defaults –
priced as an impossibility!

Quantitative

Bottom line
Financial system does not work with negative rates –
mis-allocation of capital - It had become ridiculous

Qualitative

The bigger the crowd the bigger the risk

42PM Capital Adviser Forum 2018

Cumulative inflows to US FI and Equity Mutual Funds 
and ETFs (SM): 2005 - 2017



Ridiculousness
43PM Capital Adviser Forum 2018

Inflation 10%+

Interest Rates 20%+

Dan Akroyd

Volker

No wage growth

Negative Mortgage Rates

Inflation too low!



Opinions
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“ But our expectation 

was that growth 

would be stronger 

than most expected 

and that inflation, 

wages and interest 

rates would inflect.”

“ And investing's tough. 
It'll test your character. 

And you need patience and 
conviction. Why? Because 

all great investments at 
the time they're purchased 
are either questioned and, 
in some cases, ridiculed.”

44PM Capital Adviser Forum 2018



2018, now a fact? 

46

Fed and ECB 
reducing their 
bond holdings 
(liquidity)

Trump tax 

reform                  

= fiscal stimulus

Rates are up –
US 10 yr more 
than doubled

But no wage growth? Surprised?

German union wins 
right to 28-hour 
working week and 
4.3% pay rise

US 10-year yield 
jumps to new 4-year 
high of 2.92% after 
hot inflation report*

US inflation 
surprises to upside, 
pointing to faster 
pace of rate hikes

46PM Capital Adviser Forum 2018 | *CNBC, 14 February 2018



Bondnado (Sharknado) 2

1st liquidity rumbling

• Bitcoin / Short VIX funds

Market “scares” now about inflation (v 

economy)

Bondnado (Sharknado) 3/4/5

Everyone now on board?                            

Have they acted?

47PM Capital Adviser Forum 2018



The bigger the crowd the bigger 
the risk

Cumulative inflows to US FI and Equity Mutual Funds and ETFs (SM): 2005 - 2017

48PM Capital Adviser Forum 2018



Why it’s important?

NPV: higher rates 
= lower valuation

It’s a new phenomenon 
for virtually all in the 
industry

A different subset of 

opportunities

Investors 
positioned 
for the past?

49PM Capital Adviser Forum 2018



Generic return expectations

Cash

0-2%
Bonds

0-3%
Property

3-5%
Equities

5-6%

50PM Capital Adviser Forum 2018

High conviction (not benchmark aware) 
managers required?

Blended portfolios will not meet objectives?

Neither will index funds?

Bonds can be high risk?



What does it mean?

51

Industry may need to re-think 
it’s accepted wisdoms – lazy AA

Not to be feared – if the tide 
has changed, ask the right 
questions and adapt

PM Capital - business as usual

PM Capital Adviser Forum 2018



Looking back

52PM Capital Adviser Forum 2018 | *At investment. 

UND ER VALUED

OVER VALUED

R I S K

R E W A R D

Bank One

TMT – New Economy

Australian banks

Traditional asset managers

Budweiser Cash
AUD

Wells Fargo

Macau casinos

Las Vegas property

Global Domestic Banks

Alternative Asset Managers

Heineken

Exchanges
Global credit

“Old” economy



Looking forward

53PM Capital Adviser Forum 2018

UND ER VALUED

OVER VALUED

R I S K

R E W A R D

Traditional asset managers

Bondnado

Macau casinos

Global Domestic Banks

Alternative Asset Managers

Exchanges

ASX Small Cap Growth

Passive

Infrastructure

Consumer stocks

REITS



Consumer – perception vs fact

54

Company EBIT / EPS 2009/10 EBIT / EPS 2017/18

Campbell Soup 1360 1392 Canary in the coal mine

Kellogg 2000 1860 ZBB

Proctor and Gamble ? ? M&A BB

Unilever 2004 – 2009 ? Euro

Danone 3.04 2.79 Steven Bradbury Euro

Nestle 3.3 3.3 M&A BB Euro

Coca Cola 2.01 1.8 M&A BB

Recurring non-recurring items / 

M&A / financials messy / upscaling

PM Capital Adviser Forum 2018



Kellogg

55PM Capital Adviser Forum 2018 | Source: Factset
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Unilever

56PM Capital Adviser Forum 2018 | Source: Factset
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Nestle

57PM Capital Adviser Forum 2018 | Source: Factset
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So why going up?

58

Perception - defensive

Financial engineering - buybacks

Technical – ETFs

Corporate – Kraft Heinz –
zero based budgeting

Interest rates?

PM Capital Adviser Forum 2018



But what is really going on?

59

“Productivity improvement will be critical to fund 
investments for sales and market share growth while 

continuing to expand profit margins.” *

• Saturated markets, changing demographic and 
consumer behaviour, disruption

• AMZN, ice-cream (halo top)

• Nestlé sales growth weakens to slowest in decades

• Proctor and Gamble – first price decline in 7 years

• Unable to pass on rising commodity prices

• Margins lower 

PM Capital Adviser Forum 2018 | Source: Jon R. Moeller, Vice Chairman & Chief Financial Officer, Procter & Gamble Co.



Kraft-Heinz

6161PM Capital Adviser Forum 2018 | * Source: ABC News, 21 February 2018. Graph source: Factset
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McDonald’s 

63PM Capital Adviser Forum 2018 | Source: Factset
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Original business model
Own and operate

64

Revenue

Profit

Costs
Labour
Food
Other

Real 
Estate

PM Capital Adviser Forum 2018



What type of business are we?

65

Fixed Assets

Land & Building 21,258

OA 1,056

Total 22,314

Funded by:

Debt 24,732

“We are not technically in the food business. We are in the real estate 

business. The only reason we sell fifteen cent hamburgers is because 

they are the greatest producer of revenue, from which our tenants 

can pay us our rent.” *

•PM Capital Adviser Forum 2018 | * Source: Former McDonald’s CFO, Harry J. Sonneborn



New business model
Control and others operate?

6666PM Capital Adviser Forum 2018

Franchisor sells property and right to run the restaurant – receives royalties

• Capital released / + debt / buy back stock

Franchisee runs the business

• Borrows to by franchise

• Royalty

• Rent

• Labour, food and other costs

• Interest expense

Franchisee sells the real estate to an investor

Real estate investor borrows to purchase real estate4

3

2

1

Interest Rates facilitated maximum gearing at the point of inflection?



Industry dynamics

67

McDonald’s 35% of a saturated industry

It's a market share    
fight. We don't see 

really any significant 
broader market   
growth this year... 

Stephen J. Easterbrook
President, Chief Executive Officer & Director, McDonald’s 
Corp.*

“
”

Capital 
intensive

67PM Capital Adviser Forum 2018      *Source: Financial Times, 30/1/2108



Never black or white

68

It’s not easy

A lot of work

Simplifying the complex

Last 10% makes the difference

68PM Capital Adviser Forum 2018



What are the risks?

6969PM Capital Adviser Forum 2018

Absolute risk has changed

Business risk

Emotion

Size

But biggest risk is………….

Inflation

• Passive / ETFs reduce liquidity

• Short term headlines / macro and political distraction
• Slogans - Value Growth GARP Quantamental



A short term horizon

70

Risk is ultimately a function of time and objectives

Apollo
Anheuser

-Busch 
Inbev

PM Capital Adviser Forum 2018



Anheuser-Busch Inbev
Closing stock price

71

Business risk

HEIN - Simple business, 
great brand, 100+ years

Investment risk

Double digit ungeared 
yield

Price action risk

Patience and conviction 
the only issue

$0

$20

$40

$60

$80

$100

$120

$140

Jan-03 Jan-04 Jan-05 Jan-06 Jan-07 Jan-08 Jan-09 Jan-10 Jan-11 Jan-12 Jan-13 Jan-14 Jan-15 Jan-16 Jan-17

Initial discussion with Interbrew | Christmas Eve 2003

Purchased shares in Interbrew | 29 December 2003

ABI bids for SAB
September 2015

Industry consolidation at its end –
brewing investments exited

Purchased shares in Ambev
30 April 2004

Price action is not investment or business risk – focusing on will 

preclude you from the very best investments

PM Capital Adviser Forum 2018
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Business risk

Sweet spot of industry –
smartest management

Investment risk

>10% Yield

Price action risk

Patience and conviction the 
only issue

 $10.00

 $15.00

 $20.00

 $25.00

 $30.00

 $35.00

 $40.00

Apollo Global Management, LLC, Class A (APO-USA) KKR & Co. L.P. (KKR-USA)

Severe cyclical decline: ~60%

Performance fee trough

Recovery - 14/15 downturn was 
transitory, performance fees increase, 
corporate structure coming? 

Price action is not investment or business risk – focusing on will 

preclude you from the very best investments

Apollo, KKR
Closing stock price (USD)

PM Capital Adviser Forum 2018



The good news is…

73

4. Time horizon arbitrage

Our analysis shows that fundamental 

signals have significantly improved in 
efficacy over longer time horizons, whereas 
algorithm-driven signals perform 
well in the short term, but the decay rate is 
extreme. Valuations explain almost 90% 
of the S&P 500’s returns variability over a 
10-year time horizon — we have yet to find 
any signal with even close to that level of 
predictive power over the short-term. And 
ironically, what should be an 
increasingly efficient market has shown 
signs of becoming less efficient over the 
long term — alpha opportunities, 
measured by the range of market prices, 
have shrunk on a    short-term 

basis, but have demonstrably 

risen on a long-term basis
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PM Capital’s core competency
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Genuine long term valuation 
anomalies

Exhibited over 30+ years

Simple ideas, simple businesses, 
many iterations

Our credentials as a core 
international equities manager

PM Capital Adviser Forum 2018



Q&A



Thank you




