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INVESTMENT UPDATE AND NTA  - June 2007 
 

 
FUND PERFORMANCE* 
 

 
 
PORTFOLIO EXPOSURE ANALYSIS 
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Growth of $1,000 

Performance to 30th June 2007 CCL All Ords
1 Month 1.58% -0.07%
3 Months 11.12% 6.26%
6 Months 12.68% 13.79%
1 Year 49.04% 30.30%
2 Years ( % per Annum)
3 Years ( % per Annum)
Inception to date accumulated return 98.29% 47.14%

* Before Management and Performance Fees
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PORTFOLIO SECTOR ANALYSIS 
 
          
Sector   Long Short Total 
          
        
Diversified Financials  30.08%  30.08%
Materials  22.21% -3.38% 18.83%
Software & Services  18.15% -4.13% 14.02%
Commercial Services & Supplies  11.96%  11.96%
Capital Goods  10.31% -1.12% 9.20%
Telecommunication Services  6.27%  6.27%
Media  6.84% -1.17% 5.67%
Insurance  4.78% -0.90% 3.88%
Banks  3.31%  3.31%
Retailing  2.76%  2.76%
Food Beverage & Tobacco  2.65%  2.65%
Health Care Equipment & Services  1.50%  1.50%
Automobile & Components  1.20%  1.20%
Energy  2.78% -1.73% 1.05%
Real Estate  1.29% -0.78% 0.51%
Pharmaceuticals, Biotechnology & Life Sciences  0.73% -0.43% 0.30%
Consumer Services  1.71% -1.62% 0.09%
Transportation  0.75% -1.00% -0.25%
        
Gross Exposure   129.28% -16.25% 113.03%

          
Net Cash / (Debt)       -13.03%

 
MARKET AND COMMENTARY 
 
Cadence Capital Limited NTA estimates as at 30th June 2007: 
 
Gross NTA      $1.50513 
Pre Tax NTA      $1.41868 
Post Tax NTA      $1.31252 
 
To get weekly estimates of the NTA for Cadence Capital Limited please visit 
www.cadencecapital.com.au 
 
During the month of June, Cadence Capital Limited returned a gross 
performance of 1.58% compared to a decrease in the All Ordinaries 
Accumulation Index of - 0.07 % and a rise in the Small Ordinaries Accumulation 
Index of 0.07%. For the past 12 month period, Cadence Capital Limited returned 
a gross performance of 49.04% compared to a rise in the All Ordinaries 
Accumulation Index of 30.30 %. The fund finished the month 129.3 % long, 16.3 
% short and with a net long exposure of 113 %. The net exposure for May 2007 
was 104.4%. 
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Correlation……is there any……  
 
 
Having recently travelled in the USA and Asia presenting to investors, I was 
surprised how often I was questioned on the correlation between the Australian 
market and the US market, as well as Asian markets, in particular China. 
 
Over time I have come to the view that highly technical and complex discussions 
and analysis on correlation are fraught with danger. I have always found it 
curious that the first thing many Australian investors check is the overnight 
performance of the Dow Jones Index. When we check this index we are actually 
determining how the top 30 stocks in the USA performed overnight. A better 
measure would be how the S&P 500 has performed overnight – at least this is a 
basket of the top 500 stocks listed on the US Stock Exchange rather than a 
basket of 30 stocks.  
 
Nonetheless, this analysis is still rather limiting. How should the Australian 
market perform in relation to the top 30 or top 500 stocks listed in the US? How 
related are the companies listed on the Australian Stock exchange to those listed 
in the US? What percentage of the S&P 500 consists of resources stocks, what 
percentage are financial services? What percentage of the US index consists of 
technology stocks? This analysis quickly creates more questions than it does 
answers.  
 
The correlation problem prompted me to find out what the performance of the US 
market (S&P 500 index) has been over the last ten years, relative to the 
Australian Market (All Ordinaries Accumulation Index). The chart appears below: 
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Interestingly the US markets significantly out-performed the Australian market 
during the ‘technology boom’ of the late 1990’s and 2000 and significantly 
underperformed the Australian market from the middle of 2000 to around early 
2003 during the ‘technology bust’. Since 2003 the Australian market has 
outperformed the US market. The result is that an investment in the Australian 
market has grown around 250% in 10 years. A similar investment in the US 
markets has grown by around 65% in ten years. 
 
The correlation discussion becomes even more complex when you adjust for 
currency movements between the AUD$ and US$. During this ten year period 
the exchange rate between the AUD$ and US$ has fluctuated between a low of 
US$0.485 per Australian dollar and the current exchange rate of US$0.865 per 
Australian dollar. This represents an 82% appreciation in the Australian dollar 
relative to the US dollar and results in only a 40% increase in the S&P 500 in 
Australian dollar terms. Clearly currency fluctuations affected correlation between 
the markets. 
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The ten year history of the Australian market relative to the US market should 
serve as a warning against making any emphatic statements on the correlation of 
the two markets. The problem of correlation over long periods of time is at best 
problematic and at worst meaningless. The reason for outlining this history is to 
illustrate a similar potential error in examining the Australian market relative to 
Asian indices, and in particular the Chinese market. Below is a chart of the All 
Ordinaries Index relative to the Shanghai Stock Exchange Index: 
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What can we say about the correlation between the Australian and Chinese 
market over the past five years? Well, at a very simple level the Chinese market 
significantly underperformed the Australian market for most of this period and 
then significantly outperformed the Australian market since late 2005. More 
importantly, what does this tell us about the likely correlation between the 
Australian market and the Chinese market in the future? Given our previous 
observations on the US market, the answer is probably very little. As 
unsatisfactory as this answer appears, any other answer is fraught with danger. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
DISCLAIMER  
 
The information contained in this report has been prepared with all reasonable care by Cadence Asset Management Pty Ltd. 
It is provided for information purposes only and should not be construed as an offer or solicitation. It should not be relied 
upon as the sole basis for making an investment decision, nor should a decision be made until the risks of the investment 
are fully understood. Cadence Asset Management Pty Ltd assumes no responsibilities for errors, inaccuracies or omissions 
in this summary. The information is provided without warranty of any kind. Past performance is not indicative of future 
performance. Investors may not get back the full amount originally invested. 


