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Paragon Aust. Long Short Fund -14.1% -24.7% -27.0% -11.3% -4.8% +25.5% +18.8% +9.4% +11.3% +161.2% 

ASX All Ordinaries Accum. Index +1.7% -2.4% -4.1% -0.6% +10.0% +9.8% +9.3% +9.0% +8.3% +105.7% 

ASX Small Ords. Accum. Index 0% -7.7% -9.1% -4.0% +5.0% +10.9% +7.8% +9.4% +6.4% +75.2% 
 

OVERVIEW 

The Fund returned -14.1% after fees in February, due to another violent ‘risk-off’ sell-off. 

Global Indices were hit: -3.4% (Nasdaq), -3.1% (S&P500) and -2.7% (Russell3000), with 

CYTD peak to trough corrections of 15-25%. Local Indices fared better: 0% (Small Ords AI) 

and +1.7% (All Ords AI) as the weight of money moved to large and mega-cap resources. 

Global markets encountered extreme volatility as geopolitical tensions escalated, 

culminating with Russia’s unexpected invasion of Ukraine. Our stocks were not traded on 

their merits, but on fear-based macro headlines. Woodside performed well, however the 

balance of the portfolio corrected. 

Our outlook for 2022 remains unchanged, despite this set-back. Given rapidly depleting 

inventories, and the outlook for long-term industry deficits across various resources 

markets (strong demand and lack of timely new supply), our net exposure continues to be 

deliberately high. Whilst many of our small and mid-caps have corrected ~25% since the 

start of the year, we expect them to recover quickly and do very well given strengthening 

commodity prices, a genuine need for material levels of new supply and an ongoing M&A 

cycle. We used the sell-off to add to Lithium Power and Woodside. Pleasingly, we’ve had 

a solid start to March. 

Portfolio insights:  Russia attacking Ukraine only strengthens case for Inflation & Resources 

Russia’s attack has further exacerbated tight commodity markets and importantly, will 

have longer term strategic implications for nations re-thinking their commodity mix and 

procurement moving forward. These two factors will set up the foundation for an even 

stronger move in the commodity markets over coming years. Russia and Ukraine are both 

critical to the supply of commodities. Wheat prices are soaring, as Russia is the world’s 

top wheat exporter and together with Ukraine accounts for ~30% of the global wheat 

export market. Europe relies on Russia for 40% of its natural gas. Oil prices are at 7-year 

highs of ~US$100/bbl (Russia ~10% of global supply), Palladium is back at 7-month highs 

(Russia ~40% of global supply), Gold is breaking out (Russian central bank having just 

announced they will resume buying gold after halting 2 years ago) and Nickel is at 11-year 

highs of US$25,000/t (Russia ~7% of global nickel supply and produces ~20% of the world’s 

class 1 nickel used in electric vehicle batteries). Copper is rising again towards all-time 

highs of US$4.60/lb+ (Russia ~4% of global supply). Russia’s attack could prove to be like 

the OPEC oil embargo of 1973 – oil rose ~4x - which drove inflation much higher and where 

energy, resources and precious metals stocks performed very well. 

The strong decarbonisation theme continues. The addition of any credible sanctions on 

Russia’s exports will only add fuel to the resources supercycle. Despite the current sell-off 

in global markets, battery-EV minerals’ fundamentals are strengthening. Chinese EV sales 

are up 144% yoy. Lithium prices continue to accelerate, breaking records of US$67,000/t+ 

(see Chart 1) and Rare Earths NdPr price is breaking 10-year highs of US$151/kg. Added to 

this, in ‘old-energy’, global oil inventories are at their lowest levels in 20 years, having 

fallen by ~650m barrels. This has created an inventory-draw unparalleled in oil-market 

history, with demand now outstripping supply after years of under-investment. 

Historically, crises including wars have not had a sustained market impact. Wars don’t last 

and the day of invasion typically signifies a market bottom. As illustrated in Table 2, 

markets are typically higher 3, 6, 9 & 12 months later. As with the 1Q20 COVID-crash, 

Paragon has demonstrated its ability to successfully navigate through a crisis and return 

to new highs. There is now a big dislocation between small to mid-cap resources stocks and their underlying commodities, which 

we will benefit from. 

FUND POSITIONING & RISK METRICS 

Fund Size $47.3m 

Longs 20 

Shorts 5 

Net exposure 95% 

Beta-adj net exposure/ 69%/89% 

Average (rolling 12mths) 

Gross exposure 124% 

Cash 5% 

Index Futures                                             0% 

Correlation 0.5 

% Positive Months 60% 

Up/Down Capture 105%/72% 

Liquidity (% saleable inside 10BD) 80% 

 

UNIT PRICING 

NAV (Mid-Price) $2.1308 

Entry Price $2.1340 

Exit Price $2.1276 

 

 

 

FUND FACTS 

APIR Code PGF0001AU 

Responsible Entity & Paragon Funds  

Investment Manager Management Ltd 

Strategy Aust Equities L/S (long-bias), 

Fundamental, Concentrated.  

Global and unlisted permitted.  

Objective >10% p.a. over 5yrs 

Structure Unit trust 

Domicile Australia 

Pricing/Applications/ Monthly 

Redemptions 

Min. Investment $25,000 

Min. Additions $5,000 

Min. Redemptions $10,000 

Administrator Link Fund Solutions 

Prime Broker/Custodian UBS 
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Chart 1: Lithium prices accelerating across the board. No signs of any slowdown, given any material supply response is 2+ years away. 

 
Source: Platts 

 

Table 2: History shows markets rebound after a crisis including wars/invasions. US stocks’ losses during crisis events have been recouped in a few 

months. Since 1907, Dow Jones Industrial Average (DJIA) has fallen an average of 7% during a crisis, to then rise 9.6% six months later (trading days).  

 
Source:  Ned David Research
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