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Seasonality dominates holiday returns

Investors in Australian mining companies should be extra vigilant around Christmas but could ignore the market for the rest

of the year for better than average investment returns.
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After falling 2.8% beoween the beginning of December and Christmas,
the ASX small resources share price index has risen by more than 11%, Related content

just on twice the gain over the entire second half of 2016,

* Short-termism makes more sense

* Mizging ingredients retard mining cycle
A post-Christrnas price surge within this segment of the market has now s =
occurred for 17 consecutive years. * This is not a recover) e

* Why work?
A long term average monthly increase in the small rescurces share & Dot Tarmarkei i Lainb

price index of 0.6% comes with considerable seasonal variability.



Since 2000, the index has fallen at a 2.5% average pace in November. TOPICS (select for more information).

Seasonal weakness becomes progressively more marked through
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Movermnber and early parts of December.

While average returns for December as a whole have been positive,
negative returns leading up to Christrnas have been erased by unusually strong gains in the last few days of the year.

In every one of the 17 years since 2000, the market has produced positive returns in the days shortly after the Christmas
break.

The average index gain between Christmas and the end of December has been 2.6%. The average gain between Christmas

and the tenth day of January has been 4.1,

The pattern of prices gives every impression of investors tidying up their end of year affairs and, in particular, choosing to

hold less of the more risky parts of the market as thoughts wrn to cricket and summertime at the beach.

With fewer investors engaged in the market during Australia’s post-Christmas commercial hiatus, liquidity is reduced and
even relatively modest quantities of buying can have unusually large positive price impacts,

Once pastthe typical Australian holiday pericd, average returns again turn south in the later part of [anuary.

This pattern of returns should make investors wary about how they react to seemingly strang price action while they have

been on heliday.

Price gains over the past fortnight may yet prove a springboard to a stronger 2017 but could, just as easily, be another
example of the annual swings and roundabeouts typifying sector price action.

The evident seascnality in returns alsc warrants a rethink by advisers about the timing of their portfolic reviews and
resulting decisions to sell into a weakening market,

Much the same goes for June at the close of Australia’s financial year. June returns in 11 of the past 17 years have been
negative. Average returns in the following July have usually more than compensated.

Trading arcund these mid-year seascnal movements has been worth an average of six percentage points a year,

Combining the end of financial year trading opportunity with the average four percentage points from the Christmas wrade -
and remaining out of the market for the rest of the year - offers a high probability of superior investment performance,

The structure of the industry centributes to the strength of the seasenality in the small rescurces share price index and
throws up other potentially lucrative trading ocpportunities.

The ASX benchmark indices on which attention is most frequently focused are dominated by the heavy weightings given to
BHP Billiton and Rio Tinto.

The eight miners within the S&P/ASX 100 are the most likely to be used by institutions making asset allocation changes.
Australian domestic influences on the market are, in these cases, diluted by the extensive invelvement of international
investors,

The so-called =mall resources share price index is not skewed by the sector’s two global leaders but comprises only 26 of
the largest mining companies (along with another seven oil and gas stocks and four service providers) from ameng the
remaining hundreds cutside the top eight listed on the ASX,



The stocks within the small rescurces index are among those most likely to be traded by higher net worth and individual
imvestors with cccasienal institutional involvermnent They are also highly leveraged to changed macroeconomic
expectations.

That leaves a third stratum of companies, predominantly at the exploration stage, and making up the vast majority of listed
companies in the sector. Almost universally regarded as among the most risky, this segment of the market is largely the

preserve of risk friendly private investors.

Strengthening returns from this third group of companies would be the surest sign of a cyclical realignment. They are
currently trading 87% below prices from six years ago.

Double digit relative performance swings are common across these three market segments.

In 2016, the 5&P/ASK 100 resources index, which includes three oil and gas producers and three integrated materials
companies as well as the eight leading miners, added 37.9%. A 23.5% gain in the second half as institutional investors
jumped abeard the Trump-election bandwagen came after relatively modest gains of 11.7% in the first half,

The =mall resources index climbed 57.8% during the year (with a 49.2% and 3.7% split between the first and second halves,
respectively), This was the part of the market most highly leveraged to the macro forces which led investors worldwide to
embrace more risk during the first half of 2016.

Anindex compiled by PortfolicDirect to measure the price performance of a basket of 30 exploration companies rose the
least in 2016. Its 22% gain was made up of half-year contributions of 12.4% and 8.5M.

The 12-month performance differential between the small resources index and the 5&P/ASX 100 resources index widened
in favour of the smaller stocks to 60 percentage points during 2016,

Both indices outperformed the exploration end of the market during 2016. Performance differences of up to 35 percentage
points have now tilted risk adjusted cpportunities in favour of those companies whose primary activity is mineral
exploration.

Even in the absence of a generalized cyclical recovery and without having to pore in detail over individual company

execution plans, investment opportunities within the sector are presenting themselves,
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