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Market update and commentary
•
•
•

Strong year for portfolio with a return of 17%.
Market bifurcation as previously highlighted remains in place; creates opportunity.
31 December Quarterly Report* provides a deeper insight on the portfolio and markets.

For investors, it is important to remember that time is a continuum while commentators bombard us with their “2020 Visions”, failing to
recognise this nor acknowledging the futility of forecasting.
A new year or indeed a new decade is a chance to reflect, to look at the score-card and to look forward. This is broadly what we are forced
to do every day as fund managers; to assess the portfolio’s suitability for the ever changing world and to be judged on how the portfolio
performed in the recent and more distant past as other changes unfolded.
On this basis, 2019 was a strong year for the fund at 17% pa. When we look at the last 20 years, it ranked 7th with only 2013 (47%) and
2017 (25%) meaningfully superior. This is well ahead of the fund’s median return over 20 years at 10% pa.
The breakdown of last year’s returns on the long side is shown in the table below by sector and geography. In reconciling this with the
market, our average stock was up 27% (in line with the index) but we had only 87% invested (consistent with our approach), so the
contribution was 23%. Our shorts cost 5%, with overvalued technology stocks hurting us most. The top stock contributors were Ping An
Insurance, Samsung Electronics, Facebook, Skyworks Solutions, Weichai Power and Bharti Airtel.
Region/Country
Average weight %
Contribution %
US
21
6
China
22
5
Japan
9
3
Europe
18
3
Rest of Asia
13
3
Source: Platinum Investment Management Limited

Sector
Tech/Communications
Consumer/ Health
Industrials
Financial/Real Estate
Energy/Materials

Average weight %
25
16
11
18
15

Contribution %
8
5
4
4
0

When we go back over the decade, which began with the clouds of the GFC still overhanging, the annualised return of 8.9% pa is likely
one which would have been gratefully accepted as the fireworks welcomed in 1 January 2010, when “we [could] not bring ourselves to
believe it would be plain sailing”**. This return achieved our simple stated goal of providing capital growth by investing in undervalued
companies, yet fell short of the market’s return of 11.5% pa.
The gap could be attributed simply to our average net exposure of 76% across the period; we were too cautious in the early part of the
decade and suffered in 2018 from a market bifurcation that saw the crowd chasing expensive, apparently safe havens. A core principal we
apply is to try to avoid permanent impairment of capital, focusing on the absolute return we achieve rather than on whether or not we beat
an arbitrary index. This leads us to using a number of risk management techniques which have an opportunity cost in rising markets, but
which tend to pay off in bear markets. Ironically, in the previous decade which included the Tech Wreck and GFC, the fund returned a
similar 9.7% pa.
To make such a crude simplification misses the dominance of the US over the period and its accordant dominance of index returns given
its heavy weighting. Over 10 years, MSCI Indices show the US at 16% pa, Asia and Japan each on 9% pa, and Europe on 8% pa. For much
of the period, our sense has been on a relative basis the best ideas lie outside of the US, yet it has continued to attract investors. For simple
risk management reasons, we could not look to match the index’s weight in the US at over 50%, so have faced a challenge when the US
dominates returns as it has in recent years.
On a sector basis, the biggest gap has been between Technology’s 18% pa and Energy’s 4% pa. Technology, in its broad sense, has been
our largest exposure throughout much of the period and indeed Samsung has been ever-present in the portfolio over this time. The ultralow monetary policy and the rise of China have also been significant and we built a large and profitable position in China in the middle of
the decade, while most investors remain under-exposed to this great opportunity.
As it stands today, our portfolio is attractively valued and this is the best predictor of future returns that we can offer. This table shows how
the portfolio looks on a number of measures and compares this to the opportunity set for context.
Metric
Platinum International Fund
MSCI AC World Net Index (A$)
NTM (Next 12 Months) Earnings Yield
8% (Price to Earnings ratio of 12.5x)
6.1% (Price to Earnings ratio of 16.5x)
NTM Dividend Yield
2.9%
2.9%
Price-to-Book-Ratio
1.6
2.3
Enterprise Value-to-Sales
1.2
1.6
The valuations in the table refer to the long portion of the portfolio, excluding negative net earnings, and using FactSet consensus earnings.
*The Quarterly Report will be out on 15 January 2020.
**December 2009 Quarterly Report.
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ARSN 123 939 471

PUF 392.3% (C Class)
MSCI 206.7%

Platinum Asia Fund
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ARSN 104 043 110

PAF 829.5% (C Class)
MSCI 421.8%

Market update and commentary

December saw ongoing strong performance for the fund and Asian markets
in general, as fears regarding trade tension were quashed by an apparent
“phase one” resolution in early December. This news came against a
background of global monetary easing and US Treasury deficits effectively
being monetised by the Federal Reserve via large repurchase operations
and quantitative easing in all but name. The combination of all this has
encouraged strong asset price performance globally over 2019. That said,
the US dollar remains strong, precluding the kind of outperformance of
emerging markets in general, and Asia in particular, seen in the early 2000’s
and in 2017. In this environment, where growth is hard won, we are hewing
to quality companies which can grow, while seeking to avoid valuation
extremes.
Over the month we added to SK Hynix, one of three dominant memory
chipmakers globally. While semiconductor chips remain a cyclical business,
this industry is now an oligopoly in both DRAM (for computer operating
systems) and NAND (for phones) – see Chart 2 and Chart 3. In DRAM there
are three dominant producers, in NAND memory there are five. Ongoing
content growth due to streaming services, e-commerce, artificial intelligence
and the advent of 5G give us confidence that the long-term growth outlook
for semiconductor chips is strong. Samsung, the largest producer of DRAM
and NAND globally, is also a major holding in the fund (Source: company
filings).
With the imminent release of 5G phones we think that smart phone sales may
reaccelerate as consumers seek to replace handsets in order to benefit from
greater speeds and functionality. With that in mind we initiated a position in
a handset component maker during the month, which we are still building a
position in.
We have trimmed our Indian exposure slightly, selling down a holding of one
of the major telcos in that country, whose balance sheet and lack of
diversification leave it more vulnerable than its major competition – Reliance
Industries. We continue to like the emerging industry structure of mobile
telephony in India – with few dominant players and very rapid subscriber and
content growth. The two major telcos are adding 6-7 million 4G subscribers
per quarter at present. However, the land-grab phase of the industry’s
evolution has led to substantial losses for industry players. We like the fact
that Reliance has an excellent refining business, with the world’s largest
refining complex at Jamnagar, which is crucial to India’s energy
requirements. Furthermore we are encouraged by statements from
Reliance’s Chairman Mukesh Ambani that the company is aiming to be debt
free within 18 months (Source: company filings).
Issues such as trade friction between China and the US and unrest in Hong
Kong will be ongoing. We are reminded of the trade friction between the US
and Japan in the 1980s – this was an ongoing issue for years. We believe
the same will be true between the US and China in coming years. As a result,
we hold no basic Chinese manufacturers which may be substituted by
migration to locations such as Vietnam or Mexico.
As far as Hong Kong is concerned, again we think problems may linger.
Much of this we believe may be attributed to the extreme wealth inequality
and intergenerational unfairness of a system which boasts some of the
world’s most expensive real estate, plus a minimum wage of less than US$5
per hour (Source: Hong Kong Labour Department). This is in addition to
concerns regarding Chinese encroachment on the liberties of Hong Kong’s
people. These issues will not be resolved swiftly. However, from an
investment perspective, Hong Kong is a tiny part of the Chinese economy
and we own no direct exposure to its economy.
Despite these issues, we believe Asian economies will continue to grow by
simply catching up to the productivity levels of the more developed
countries, given their high savings rates and focus on long-term
investment. The key focus for us is to find domestically oriented companies
that can effectively tap into this resilient growth trajectory.

Major market price-earnings ratios - Next 12 months
USA
India
Saudi Arabia
Australia
Indonesia
France
Canada
Mexico
Brazil
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South Africa
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South Korea
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8.0
6.8
6.4
0x

5x
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18.4
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17.4
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13.3
13.2
13.1
11.6
11.5
10.6

10x

15x

Source: Chart 1 – FactSet, Correct as at 31 December 2019.
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The Quarterly Report will be out on 15 January 2020.
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•

December saw Asian markets outperform, possibly on relief around trade.
Valuations remain attractive in the region after two years of underperformance versus the rest of the world –
see Chart 1.
Issues remain, but we expect Asia’s growth to remain resilient over the long-term.

Market Share

•
•
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PEF 984.9% (C Class)
MSCI 107.9%
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ARSN 089 528 825

PJF 1,658.6% (C Class)
MSCI 99.9%
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Platinum Int'l Health Care Fund

ARSN 107 023 530

PIHF 377.8% (C Class)
MSCI 342.9%
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Platinum Int'l Technology Fund

ARSN 092 429 555

PITF 505.6% (C Class)
MSCI 58.9%
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