Platinum International Fund

ARSN 089 528 307

PIF 1,390.8% (C Class)
MSCI 342.0%

31 December 2018

Market update and commentary
•
•
•

Weakest quarter for global markets since March 2009.
Portfolio conservatively positioned.
After multi-year migration, portfolio biased towards Asia-Pacific (42% net exposure) and away from US (6% net
exposure).

Whilst the Fund stayed broadly flat during the sharp declines of December, the global index* ended 2018 with its worst quarter
since Q1 2009 – the height of the GFC. The index* returned over 200% in a bullish market environment from 31 March 2009 to
30 September 2018.
The market* has only fallen by 10% or more 6 times since the Fund’s inception. Two of these episodes developed into bear
markets -> markets fell 48% over 29 months from 31 October 2000, and 38% over 22 months from 31 May 2007. The Fund (C
Class) made a positive 5% return in the first case, and fell 9% in the latter.
The other four periods, including the current episode, are compared below:
Period

Duration (months)

Index return *

Fund (C Class) return ^

31 Jul 1998 - 30 Sep 1998

2

-10%

-8%

28 Feb 2011 - 30 Sep 2011

7

-13%

-12%

31 Jul 2015 - 31 Mar 2016

8

-10%

-8%

30 Sep 2018 - 31 Dec 2018

3

-10%

-8%

Past performance is not a reliable indicator of future returns.

While the precise causes of any sell-off are hard to define, key factors that have concerned investors include China’s
slowdown, triggered by financial reform and exacerbated by the impact of trade “war” and rising US rates, coupled with a
more general global tightening. Encouragingly, the Chinese government has recently loosened policy and the market has
started to question how far US rates will rise. Trade talks continue, but with pain now being felt in the US, a resolution seems
more likely. If 2018’s headwinds reverse, this could help sentiment.
Looking forward, remember the market has already absorbed the media’s alarmist headlines. During the first 9 months of
2018, we reduced the Fund’s net exposure considerably, realising profits and adding shorts; we have tentatively added to the
Fund’s long exposure since October. Market moves have been relatively sharp already; China and emerging markets peaked
as early as January (as discussed last month) – many stocks are now down 30-50%. Last month’s comments on momentum
and market breadth remain relevant.
Looking at the portfolio - long positions have an average forward PE of 10x (market* = 14x; the Fund was on 15x a year ago).
On price to book, the Fund averages 1.4x, compared with the market at 2.2x. Valuations across the Fund’s portfolio are highly
attractive. A sizeable cash balance provides optionality, and short positions should add some protection.
Our goal is to generate capital growth from investing in mispriced equities whilst trying not to lose clients’ money. We believe
that, over a cycle, our strategy will generate better outcomes than the market. If September 2018 turns out to be the top of the
market – the prior peak being May 2007 – then peak to “peak” our cumulative return of 141% (annualised 8.1% p.a.) bested
the market’s 90% (annualised 5.8% p.a.) for cumulative outperformance of 51% (annualised 2.3% p.a.).
Whilst the Fund’s ten-year returns are similar to the index, this has been achieved with only a 75% average net exposure
during the strongest ten-year period for global markets since the Fund commenced in 1995. Last month’s comments on end
point bias remain appropriate.
Looking at the last quarter, long positions in Europe and North America cost the Fund a total of 6%, with oil-related exposures
hurting the most. Shares of Transocean, TechnipFMC and Seven Generations fell hard as oil prices plummeted.
The top four contributors over the quarter were short positions which added over 2%, while currency management also added
a little. Leading the positive long contributors were Indian banks and a Chinese property company (China Overseas Land &
Investment), suggesting the region’s markets may be basing. While Asia and Japan each cost the Fund 2%, there is around
three times the capital deployed in Asia.
More detail on the macro environment, and on the activity within the portfolio, will be in the Quarterly Report, which will be
available on our website from 14 January 2019.
* “Index”, “the market” and “global market(s)” all refer to the MSCI All Country World Net Index (A$).
Source: Platinum for Fund returns and RIMES Technologies for MSCI index returns. Fund returns are calculated using the Fund’s NAV unit price (i.e. excluding
buy/sell spread) for C Class, and represent the combined income and capital returns for C Class in the specified period. All returns are pre-tax, net of fees and
costs, and assume the reinvestment of distributions.
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Platinum Unhedged Fund

ARSN 123 939 471

PUF 305.3% (C Class)
MSCI 141.9%

31 December 2018

Platinum Asia Fund

31 December 2018

ARSN 104 043 110

PAF 690.4% (C Class)
MSCI 340.9%

Market update and commentary
With the US market free-fall dominating media coverage in December, it may be a surprise that Asian markets, and the Fund, had
their second (small) positive months in a row. It does not eliminate a tough quarter, but could be the first green shoots. Losses
were dominated by Chinese holdings over the quarter, with Korea also suffering, but our Indian holdings have made a meaningful
positive impact as the government took steps to encourage bank lending and boost the economy ahead of general elections.
China has loosened financial conditions significantly, but this is yet to feed through to its economy and in turn the rest of the globe.
This follows a substantial tightening in 2017; capacity closure in heavy industry, diminished investment in infrastructure,
restrictions on lending to the consumer and small-to-medium-enterprises, before we had to deal with the impact of trade
disruption.
Chinese authorities have cut banking reserve requirements and increased liquidity, indicated via Shibor (Shanghai Interbank
Offered Rate). Effective tax rates have been lowered, the impact of which is in the order of 1.5% of GDP (source: Cornerstone
Macro). Note, they are not borrowing excessively to build infrastructure as in times past, and continue to reform their economy.
One should expect China’s policy responses to lead to increased economic activity in coming months with a lag. It is not clear that
any definite signal of an uptick will be apparent in data until after Chinese New Year in February. Data to November and
December reflect a moderate slowdown in activity. China’s December manufacturing PMI fell to 49.4 from 50.0 in November, with
50 being a neutral reading.
In November, Chinese industrial production had grown 5.4% y/y, industrial sales for export grew 7.6% y/y while fixed asset
investment grew 7.7% y/y (source: CICC). Average new house prices in China rose 0.9% m/m in November following a 1.0% gain
in October (source: Reuters).
Trade tensions remained apparent, albeit with some signs of concession on China’s side. Notably, a Wall Street Journal report in
December indicated an easing back on the ‘Made in China 2025' campaign, delaying some targets in its strategy to dominate
high-end technologies.
Contrary to rhetoric, the US is not “winning the trade war”: everyone is losing. The US trade balance has deteriorated over 2018
and export PMIs have collapsed globally, including in the US.
To understand why, imagine you run supply lines for a firm in Hamburg, Seattle or Guangzhou. You don’t know what tariffs will
apply on 1 January 1 2019 or 1 February 2019 or 1 March 2019! This remained unclear after the G20 détente between Xi and
Trump; the uncertainty is affecting supply lines globally. Now imagine being the CFO of the same firm – should you abandon
current, highly efficient supply lines in China and invest in capacity in Vietnam, Cambodia or Bangladesh? You don’t know if tariffs
are permanent or a temporary bargaining chip, making long-term decisions difficult too.
Perhaps this is all masterful positioning ahead of negotiations, but a simpler explanation is that it is politicking. We would note that
this is a headwind for global profit growth, given the long, intricate supply lines of large companies. This impacts companies in
Europe, the US and throughout Asia.
For more detail on the portfolio’s activity and positioning, the Quarterly Report will be available on our website from 14 January.
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Platinum European Fund

ARSN 089 528 594

PEF 812.3% (C Class)
MSCI 67.2%

31 December 2018

Platinum Japan Fund

ARSN 089 528 825

31 December 2018

PJF 1,379.2% (C Class)
MSCI 66.9%

Platinum Int'l Brands Fund

ARSN 092 429 813

PIBF 719.3% (C Class)
MSCI 62.8%

31 December 2018

Platinum Int'l Health Care Fund

ARSN 107 023 530

PIHF 286.1% (C Class)
MSCI 260.5%

31 December 2018

Platinum Int'l Technology Fund

ARSN 092 429 555

PITF 385.7% (C Class)
MSCI 8.0%

31 December 2018

