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Andrew Clifford  Portfolio Manager

Disposition of Assets
REGION SEP 2011 JUN 2011

China (Listed PRC) 5% 7%

China (Listed Ex PRC) 16% 16%

Hong Kong 1% 1%

Taiwan 6% 7%

Greater China total 28% 31%

Korea 18% 19%

Thailand 12% 11%

India 9% 9%

Singapore 5% 5%

Philippines 5% 4%

Malaysia 4% 5%

Indonesia 2% 2%

Vietnam 1% 1%

Canada 1% 1%

Cash 15% 12%

Shorts 4% 12%

Source:  Platinum

Performance
Performance (compound pa, to 30 September 2011)

SINCE
QUARTER 1 YR 3 YRS 5 YRS INCEPTION

Platinum Asia Fund -6% -17% 4% 4% 16%

MSCI AC Asia ex Jp Index -13% -15% 2% 0% 9%

Source:  Platinum and MSCI.  Refer to Note 1, page 4.

While concerns about European and US indebtedness were a
major factor in driving Asian stock markets lower during the
quarter, increasing evidence that China’s frantic growth rate
was slowing also contributed to falling stock prices.

During the quarter, Asian stock markets fell 17%, though the
depreciation of the Australian dollar reduced losses to the
Australian investor to less than 13%.  The benefit of the falling
Australian dollar was not as significant as one may have
expected as many of the regional currencies also suffered
setbacks as export prospects have diminished.  Hong Kong
(down 20%) and Chinese H shares (down 29%) were the
weakest of the region’s markets.
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Source:  Platinum and MSCI. Refer to Note 2, page 4.
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The Fund’s outperformance during the quarter can primarily
be attributed to the relatively conservative net invested
position of the portfolio during the quarter.  Short positions
made a strong positive contribution to performance,
particularly positions in Chinese cement companies which
were significantly impacted by falling cement prices.  On the
long side of the portfolio, our Indian holdings were among our
weakest performers as ongoing interest rate rises continued to
place pressure on the balance sheets of our Indian property
developers.   While it is disappointing to continue to
experience losses on these and other holdings, the value we
see in these underperforming investments give us confidence
that in time, returns will improve. 

Changes to the Portfolio
The most significant change was an increase in the Fund’s net
invested position from 76% to 81% toward the end of the
quarter.  This was achieved through a combination of a
reduction in short positions from 12% to 4%, partially offset
by an increase in the Fund’s cash position from 12% to 15%.
The increase in cash came primarily from the sale of a number
of positions such as Astra International (Indonesian autos and
heavy equipment) due to its strong performance, and Bank of
China Hong Kong (HK Bank) and KT Corporation (Korean
Telecom) where a reassessment of their medium-term
prospects prompted the sale.

Youku, a recent Chinese internet listing that provides a service
that is “part Youtube, part video-on-demand service” is a new
holding for the Fund.  The fragmented nature of the TV
industry in China is allowing Youku to effectively position itself
as the leading distributor of high-rating TV series in China.
Although a highly competitive business, Youku has a strong
position and concerns around US listings of Chinese stocks
(please see our previous quarterly report) have allowed us to
acquire an initial position at a very interesting valuation.
Other new holdings include Fraser and Neave, a Singaporean
based regional conglomerate with interests in property
development, brewing and beverages; Jaiprakash, an Indian
construction company with a portfolio of infrastructure and
property developments; and IDFC, an Indian provider of
infrastructure finance.

Commentary
It would appear that the tightening of monetary policy in
China over the last 18 months has started to have an impact
with a number of indicators in parts of the economy
suggesting a slowing of growth.  Monthly sales of heavy trucks
and construction equipment have fallen 9% and 12%
respectively from their levels a year ago.  Cement volumes
have eased-off slightly in recent months, which have resulted
in cement prices in some regions falling by several percent
since June.  Sales of residential property appear to be peaking,
while monthly auto sales have continued to languish below
peak levels of late 2010.  Likely to arrive soon is a slowdown in
exports as European and the US governments struggle to deal
with their indebtedness.  None of these indicators per se
suggest much more than a lull in China’s frenetic growth rate
but there are a number of reasons to be concerned that this
may be the beginning of a bigger setback in the economy.

Foremost amongst these are residential construction starts,
which in recent months have been running at almost twice the
current level of sales (see chart below).  What is more, starts
have been well-above sales since the second half of 2009
implying an ongoing build-up in unsold inventories of housing.
It should be noted that the current level of sales of new
housing are hardly subdued - running at a rate of
approximately 12.5 million units a year with housing starts at
over 25 million!  If you want a benchmark for comparison, US
housing starts peaked at 2.5 million units in the early 1970s; a
rate of one house built for every 85 people.  So while current
sales may not be out-of-line with this, with around one home
sold for every 104 people, actual starts are at twice this level.
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Source:  Wigram Capital,  CEIC
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It must be said, this has all occurred in the one sector where
the People’s Bank of China (PBOC) has focused its efforts on
restricting the availability of financing!  Of course making such
simple comparisons can be misleading.   How does one
account for the fact that the construction of modern housing
stock is a relatively new phenomenon in China, starting less
than a decade ago, or adjust for differing levels of income?
The data itself will not be entirely reliable.  What probably can
be safely concluded is that China is building an extraordinary
number of new housing units and it is difficult to see how this
can be maintained over time.

Residential construction may be only one sector of the
economy (though probably accounting for around 10% of
economic activity) but it is not hard to find corroborating
evidence elsewhere.  Cement consumption at over 2.1 billion
tonnes over the last 12 months or 1.6 tonnes per person,
exceeds the previous record holder, Korea, which peaked in the
mid-90s at 1.4 tonnes per person.  The rapid rise in sales of
excavators, up almost four fold in the last three years, or
heavy duty truck sales up over 2.5 times in the same period,
also illustrate the extraordinary rise in investment activity in
China.

The observations we make above are also consistent with a
change in the Chinese economy’s usage of credit.  In the
period from the beginning of last decade to 2008, debt to GDP
was relatively stable and in fact had been falling since 2004,
and yet these were years of strong economic growth.  By the
end of 2011, credit will have expanded by RMB 39 trillion (US$
6 trillion) over the prior three years, an increase that
represents 60% of GDP.  By comparison, in the five years
leading up to the sub-prime crisis in the US, debt to GDP
increased by only 40% of GDP.

Of course, China has been growing strongly for much of the
last 15 years but what is important to appreciate is the
extraordinary take-off in investment in the three years since
the GFC as a result of the expansionary policies put in place by
the Chinese government.  Not only has investment activity
expanded from already high levels achieved by 2008, it has, by
most measures, exceeded investment booms achieved
anywhere in history.  When we compare housing starts with
the US, or cement consumption in Korea, these were not
levels that were maintained for long periods of time but
represent peak levels reached momentarily from which the
decline to longer term sustainable levels were significant.

So now that some cracks are appearing in China’s growth
story, will this snowball into a greater setback revealing the
over-investment of the last three years or so?  When there are
further signs of deterioration, policy makers will likely attempt
to turn things around through relaxation of monetary policy
and possibly new infrastructure spending initiatives.  This may
be problematic if we have not seen some relief from
inflationary pressures in the economy.  Nevertheless it seems
reasonably clear that Chinese leadership wish to keep the
game going and are unlikely to not at least try.

For the rest of the region, a slowdown in China will compound
the weakness in export markets they are facing as a result of
slowing European and US economies.  As the export sector
dominates many of the ASEAN economies, it is likely to have a
not insignificant impact on their economic prospects.  Having
said that, offsetting these pressures to some extent may be
relief from rising inflation, particularly for India where the
Reserve Bank of India has continued to tighten monetary
policy.  

Outlook
The conundrum for investors is that usually the stock market
is a good place to be during investment and credit booms.
During the US housing boom, US housing shares appreciated
strongly as did the shares of the companies that provided the
finance; until it all fell apart.  In the case of China, however,
the Shanghai market and the Hong Kong H share markets
have been poor performers over the last three years.  Within
these markets, the worst place to be has been in the real
estate and banking stocks whose businesses have been front
and centre in China’s growth story.  Usually at the peak of an
investment cycle such as the one China has experienced
(which is probably a few months behind us now), one would
expect to find stocks trading at record high valuations, while in
fact valuations on most criteria are at historically low levels.

So have stock prices adjusted enough for a potential change in
China’s prospects?  To our mind it is likely that in most cases
they have.  A greater risk is present in other regional markets
where stocks prices have performed better since the GFC,
have fallen less in recent months, and generally trade at more
generous valuations than their Chinese counterparts.
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Notes

1. The investment returns are calculated using the Fund’s unit price and represent the combined income and capital return for the specific period.  They are net of
fees and costs (excluding the buy-sell spread and any investment performance fee payable), are pre-tax, and assume the reinvestment of distributions.  The in-
vestment returns shown are historical and no warranty can be given for future performance.  You should be aware that historical performance is not a reliable
indicator of future performance.  Due to the volatility of underlying assets of the Funds and other risk factors associated with investing, investment returns can
be negative (particularly in the short-term). 

The inception dates for each Fund are as follows:
Platinum International Fund:  30 April 1995
Platinum Unhedged Fund:  31 January 2005
Platinum Asia Fund:  4 March 2003
Platinum European Fund:  30 June 1998
Platinum Japan Fund: 30 June 1998
Platinum International Brands Fund:  18 May 2000
Platinum International Health Care Fund:  10 November 2003
Platinum International Technology Fund:  18 May 2000

2. The investment returns depicted in this graph are cumulative on A$20,000 invested in the relevant Fund over five years from 30 September 2006 to 30 Sep-
tember 2011 relative to their Index (in A$) as per below: 
Platinum International Fund - MSCI All Country World Net Index
Platinum Unhedged Fund - MSCI All Country World Net Index
Platinum Asia Fund - MSCI All Country Asia ex Japan Net Index
Platinum European Fund - MSCI All Country Europe Net Index
Platinum Japan Fund - MSCI Japan Net Index
Platinum International Brands Fund - MSCI All Country World Net Index
Platinum International Health Care Fund - MSCI All Country World Health Care Net Index
Platinum International Technology Fund - MSCI All Country World Information Technology Net Index
(nb. the gross MSCI Index was used prior to 31 December 1998 as the net MSCI Index did not exist).

The investment returns are calculated using the Fund’s unit price.  They are net of fees and costs (excluding the buy-sell spread and any investment perform-
ance fee payable), pre-tax and assume the reinvestment of distributions.  It should be noted that Platinum does not invest by reference to the weightings of the
Index.  Underlying assets are chosen through Platinum’s individual stock selection process and as a result holdings will vary considerably to the make-up of the
Index.  The Index is provided as a reference only.

Disclaimer

This publication has been prepared by Platinum Investment Management Limited ABN 25 063 565 006 AFSL 221935 trading as Platinum Asset Management (Plat-
inum®).  It contains general information only and is not intended to provide any person with financial advice or take into account any person’s (or class of persons’)
investment objectives, financial situation or needs.  Before making any investment decision you need to consider (with your financial adviser) whether the informa-
tion is suitable in the circumstances.  

Platinum is the responsible entity and issuer of units in the Platinum Trust Funds® (the Funds).  You should consider the PDS in deciding whether to acquire, or con-
tinue to hold, units in the Funds.  You can obtain a copy from Platinum’s website, www.platinum.com.au, or by phoning 1300 726 700 (within Australia), 02 9255
7500, or 0800 700 726 (within New Zealand), or by emailing to invest@platinum.com.au.

No company in the Platinum Group® guarantees the performance of any of the Funds, the repayment of capital, or the payment of income.  The Platinum Group
means Platinum Asset Management Limited ABN 13 050 064 287 and all of its subsidiaries and associated entities (including Platinum).

© Platinum Asset Management 2011.  All Rights Reserved.

MSCI Inc Disclaimer

Neither MSCI Inc nor any other party involved in or related to compiling, computing or creating the Index data (contained in this Quarterly Report) makes any ex-
press or implied warranties or representations with respect to such data (or the results to be obtained by the use thereof), and all such parties hereby expressly dis-
claim all warranties of originality, accuracy, completeness, merchantability or fitness for a particular purpose with respect to any of such data. Without limiting any
of the foregoing, in no event shall MSCI Inc, any of its affiliates or any third party involved in or related to compiling, computing or creating the data have any liabil-
ity for any direct, indirect, special, punitive, consequential or any other damages (including lost profits) even if notified of the possibility of such damages. No fur-
ther distribution or dissemination of the Index data is permitted without express written consent of MSCI Inc.
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