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Forget Picking the Bottom, Focus on Value

by Andrew Clifford, Co-Chief Investment Officer

In late September, CEO and Co-CIO Andrew Clifford sat down with Investment Specialist
Julian McCormack to share his thoughts on interest rates, inflation, China, and Europe - and what
they all mean for markets and Platinum's portfolios. An edited transcript of the conversation is

below.*

JM: Andrew, there is a lot going on in the markets. Let’s
start with interest rates, how far will they go?

AC: This is everyone’s question at the moment, and
understandably so. The typical approach to answering this is
to examine the underlying components of inflation and
where they're heading. There is a lot of evidence indicating
that inflation is starting to peak, although the one thing that
is holding up is the employment market, which is still
surprisingly robust. But at some point, inflation will roll over.
I think the bigger issue here is how much interest rates have
moved already. We've just been through one of the most
extraordinary increases in interest rates. Coming off near-zero
rates, yields on two-year US Treasuries are now around 4%
and 10-year yields aren't far behind." These are levels we
haven't seen since 2008. When that degree of change in
funding costs occurs in the economy, you have to expect
some fall-out from that. One really interesting number is the
cost of a mortgage in the US. Average monthly payments on
a new mortgage for a median-priced house at current prices
are up around 60% from a year ago, they have almost
doubled from the pre-COVID period, and are up threefold
from the lows of 2013/2014 (see Fig. 1). US households
predominantly have fixed-rate 30-year mortgages, so they
obviously aren’t actually paying the higher payments, but it
provides a real sense of just how much funding costs have
changed in that economy, and it's not surprising to see
activity in the US housing market in free fall. We need to turn
our minds to the damage in the economy. | think what we
have ahead of us is a very difficult period for company
earnings across the board.

1 All market data in this Macro Overview are sourced from FactSet
Research Systems, unless otherwise stated.

Fig. 1: US Monthly Mortgage Payments
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JM: That comment about fixed mortgages is interesting.
It's not costless. So, how do you move house when you
can’t take on a new mortgage?

AC: It's one of the interesting side effects of the US fixed
mortgage market. For many people, they just simply can't
afford to move. They have a good mortgage deal where
they're living, and that is impacting labour flexibility at a time
when the economy needs it the most. It works against one of
the US’ otherwise key strengths, in terms of the way people
move around for jobs.

*The full interview is available in audio format on The Journal page of our
website https://www.platinum.com.au/Insights-Tools/The-]Journal
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JM: If you're the US Federal Reserve, do you pause, keep
raising, or cut?

AC: Well, I'm glad I'm not the Fed. It's not really a question
for us as investors of what they should do, it's simply just a
question of what they will do. Two or three years ago, when
central banks were saying rates would be zero until 2024, |
said, “Well, you shouldn't believe that”. They tell us that
because they need to build expectations in. They want you to
believe it, so whether you're a consumer or a business, you
will act as if rates are going to stay very low. Similarly, today
they have to say rates are going up and build that same
expectation. While they might slow the frequency and size of
the rate increases, which will, of course, come to an end at
some point, | think we're a long way away from seeing
dramatic cuts in rates. There is a very real risk that if the Fed
cuts rates too quickly, with those strong employment
numbers and inflation still well ahead of interest rates, that
they will reignite those inflationary forces.

JM: What could come out of left field in terms of
monetary policy or its reformulation that could really
change things?

AC: What I'd say, which is not answering your question
directly, is that we've acted for a long time as if there are no
limitations on the actions of governments. But the real
economy, which is labour, people going to work, and the
capital they use, is the real limitation on the economy. All
governments are doing is redistributing funds and resources
around the economy, and there are limitations on what they
can do. We had a great example recently in the UK with the
new Prime Minister, Liz Truss, and the new Chancellor of the
Exchequer, Kwasi Kwarteng, thinking that they just needed to
spend money to get things back up and running in what has
been a very weak environment. The market didn’t respond
well to their proposed £45 billion mini-budget, comprising
unfunded tax cuts and temporary measures to help with
energy bills.? The market said there is no way they are doing
that, because simply, it requires the rest of the economy and
the globe to fund that decision. The UK government
subsequently backtracked on cuts to the top tax rate.
Inflation is telling us that we've come up against the
limitations of how governments can spend.

JM: Let's go to the opposite extreme. How would you
characterise China’s situation and outlook given its last
40 years of economic history?

AC: There are a few questions we need to address around
China, but I'll start with the simple economic one; the
country is in, let's call it, a recession. Whatever the numbers

2 https://www.economist.com/leaders/2022/09/28/how-not-to-run-a-
country

say, this is the most serious downturn in growth since the
economy opened up. At the centre of that downturnis a
collapse in sales of new properties that is flowing through to
construction and activity. This is a very important part of the
Chinese economy and the collapse in volumes has come
about as a result of policies designed to cap property prices.
It's been a severe policy error that has destroyed households’
confidence in the property market and property developers.
The idea, though, that some great property bubble has
popped is not really on the mark. They have not delivered
nearly the amount of modern housing stock that the Chinese
population needs. They have a problem. It's like a liquidity
trap. Nobody wants to buy a property because they don't
know if the developer is going to honour their commitment
to develop the property. Confidence needs to be restored.
There are announcements all the time of rescue funds being
provided to the developers, not to get those developers back
on their feet, but to ensure that these half-finished
developments go ahead and are completed. | believe they're
heading in the right direction on this front, and if they fix that
problem, | think that will solve the economic slowdown there.
Property sales may not get back to the huge, very high levels
they were at, but they will most likely recover.

Of course, China has also had a resurgence in COVID, but we
know that countries exposed to COVID get through it, one
way or another. I'd be surprised if we weren't moving on
shortly from that in China. We are also seeing lots of
stimulatory actions. Monetary growth in China, for instance,
is now accelerating and at the highest levels for quite a few
years. In sum, we are very optimistic that China will come out
of this recession, just as we would be for any normal
functioning economy coming back from a downturn.

The other, obviously bigger issue with China that people are
talking about is the political tensions with the West. Clearly,
this concern will be with us for some time. My first response
to this issue is always the same: our systems are so
intertwined that for either side to ignore that in their
interactions would have very significant implications
economically, not just for China, but for the world. We can't
predict the outcome; however, we would hope that good
judgement prevails on both sides. When it comes to
questions like an invasion of Taiwan, | think there is a lot of
focus on the very unlikely possibility of that occurring rather
than the things that might really happen, which could be
quite damaging. | would add that the US security agencies
that said Russia would invade Ukraine are saying right now
that an invasion of Taiwan is highly unlikely and that there are
no such preparations. It's more the middle ground where
things can really hurt individual companies and portfolios;
the very simple thing of sanctions, for example. Recently, the
US imposed sanctions preventing NVIDIA from selling some



of its high-end graphic processing units (GPUs) to Chinese
customers, which is very damaging to its business. Clearly,
you don't want to invest in companies that are close to the
Chinese government. You also need to be aware that when
investing in high-tech areas, if China is a big part of their sales
base, that's a risk. So, as investors, we need to be aware of
these risks and ensure that we're not overly exposed.

JM: Moving onto Europe, the outlook there is clearly
somewhat gloomy. How are you framing the extremely
weak consumer confidence, the industrial slowdown, and
the vulnerability around energy, versus what is generally
a pretty good jurisdiction?

AC: Obviously, the war has had huge humanitarian costs not
just in Ukraine but across Africa in terms of food supplies.
However, if we just focus on the economic and investment
implications, one of the biggest impacts is on the cost of
energy. Companies across the board have seen a substantial
loss in their competitive positions due to the higher energy
prices, and we've certainly seen closures in capacity of
fertiliser and chemical plants and the like. On the other hand,
this has also been reflected in a weaker euro. We've obviously
seen very dramatic strength in the US dollar versus all
currencies, not just the euro, including the Australian dollar
and the yen. There's a slightly different story for each, but it's
mainly a US dollar story, which benefits the rest of the world
in terms of their competitive positions. For Europe, the fall in
the euro, which has been quite substantial by historic
standards, has helped to level out the impact of the higher

energy costs on industrial companies and restore profitability.

The unknown question is how long energy prices will stay at
this level. | would expect that over a two-to-three-year
period, the intense pain Europe is feeling now will ultimately
dissipate as new sources of energy are secured. We have
already seen Europe manage to secure a significant increase
in LNG imports and the like.

JM: American corporations, which have enjoyed some
measure of global dominance, have the reverse problem
with respect to the currency impact on revenues. How
are you thinking about these and the headwinds they
face?

AC: It's interesting because there has been a very different
market response in places like Europe and Japan to the
weakening of their currencies. Normally, you would expect,
particularly for Japanese companies, such as the classic
exporters like Toyota, to perform relatively well in yen terms,
maybe even maintain their US dollar price, given the huge
benefit they get from that. You would expect similar
outcomes in Europe too. But that actually hasn't happened
this time. On the other hand, you would have expected quite
a lot of concern about earnings for US companies, based just
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on the strength of the US dollar. There's some talk about
that, but not a lot. So, the market reaction has been very
different to what we would have seen in earlier times.

I think this reaction partly reflects an aversion to business and
geopolitical risk, but there's also recency bias at play here,
where we remember what worked well before, so we go back
to it. It’s also worth noting that the US market was the most
pumped up by monetary expansion, and while that's certainly
faded, it's still benefiting from the tail-end of that, which is
holding up US asset prices. It's been a really interesting
market this year. In one way, there has been a stealth bear
market for a number of years now for anything that’s not in
the ‘growth’ or ‘defensive’ camp. Their valuations have been
continually marked down. When we entered this year, the
world was looking like a pretty good place, so you would have
expected economically exposed/cyclical companies to do
well. However, we then had the extension of the recession in
China due to a resurgence in COVID and Russia’s invasion of
Ukraine. As a result, companies that didn’t meet those pure
safety criteria have taken big hits, falling to crisis-level
valuations - to levels that we saw at the bottom of 2009.
Whereas the fade in glory of the great tech stocks is slow. We
also saw this happen in 2001. It took a very long time for the
likes of Oracle, Cisco, Dell, EMC, and Microsoft to reach their
lows in both share prices and valuations, but they all
ultimately fell to price-to-earnings multiples of 10, having
been at 50, 60, or 70.

It will all depend on the earnings that companies deliver,
because expectations are very high. The stock that has most
severely disappointed investors to date is Meta Platforms
(formerly Facebook), followed by Netflix in that group.
Meanwhile, Google is an advertising business, and interest
rates are rising a lot. | would be thinking very seriously about
how earnings are going to unfold for that business in the next
couple of years.

JM: People are quite obsessed with picking the bottom of
markets. Going back to your initial point on interest
rates, how much lower can US markets go? Or where are
we in the market cycle?

AC: | think the best we can do is to look to history for a guide.
We had an extraordinarily speculative bull market,
particularly for companies with questionable business models
with no earnings, or at the extreme, meme stocks like
GameStop and so forth. This was driven by a huge torrent of
money thrown at it by various policies that were put in place.
Your natural inclination, given that the ‘liquidity tap’ has now
been effectively turned off, is that this is going to be a pretty
bad bear market. In the bear markets of 2000-2003 and
2007-2009, indices fell around 50%, and in some cases more
in particular parts of the market. On that basis, I'm not sure
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why people are thinking it's going to be a lot different this
time. Having said that, though, there are opportunities out
there now as many stocks are already down 50-60% or
more. Some of those are stable businesses sitting on nice
earnings multiples. We've highlighted many of these types of
companies in the past, such as semiconductors and auto
companies. There are some pretty interesting assets out
there, but growth and tech stocks have yet to adjust. People
have also been hiding in a whole range of other more boring
things lately, such as consumer staples (food, household
products), utilities, and the like, where their businesses
actually aren't performing particularly well, but have
managed to hold onto valuations that are well ahead of
where they were two or three years ago. You need to keep an
open mind. People ask us how we are going to try and pick
the bottom. In a sense, our response is that we don't try to
pick the bottom but just respond to the value in stocks, both
in terms of what we want to buy and what we want to sell.
We are buying stocks that we think have extraordinary
valuations, and we'll wait for the recovery of their businesses
to come. On the other side of that, where we see companies
that we think are in problematic environments and have high
valuations, we're shorting them.

JM: Am I right in asserting that, say three years out, it
looks like a somewhat higher nominal growth world than
the last cycle that allowed this amazing ebullience for
things that could either grow or behave like a bond?

AC: | think we will most likely return to an environment
which looks more like what it did a couple of decades ago,
where we had reasonable valuations and you could make
money if you owned companies that delivered on earnings
against that. | think, as we've already spoken about, China has
an opportunity to recover, and Europe, under a different set
of circumstances of dealing with their energy crisis, will also
recover. The US economy will need to experience a slowdown
first. Economic systems are incredibly robust and it will come
back down to the real assets in the economy and what drives
growth. Too often, people just focus on the financial side, but
in three-to-five years’ time, we will come out of these
downturns, and companies that are trading on single-digit
PEs with earnings in line with expectations or better, should
perform well and reward investors.

MSCI Regional Index
Net Returns to 30.9.2022 (USD)

MSCI All Country World Sector Index
Net Returns to 30.9.2022 (USD)

REGION QUARTER 1YEAR SECTOR QUARTER 1YEAR

All Country World -6.8% -20.7% Energy -1.6% 16.2%

Developed Markets -6.2% -19.6% Consumer Discretionary -2.8% -271%

Emerging Markets 11.6% -28.1% Financials -5.9% -18.7%

United States -4.8% 7.6%  Industrials -61% -22.0%

Europe 10.2% -27.0% Consumer Staples -6.6% -9.0%

Germany 12.6% 371% Health Care -7.0% -11.5%

France -8.9% 24.0% Information Technology -7.3% -26.6%

United Kingdom -10.8% 1419  Materials 7.6% -18.5%

Italy -8.5% -28.5% Utilities -8.0% -4.8%

Spain 141% _25.6% Real Estate -12.4% -22.5%
7709 . o ommunication Services -14.0% -38.0%

Japan 7.7% 293% ¢ ication Servi 14.0% 38.0%

Asia ex-Japan -13.8% -28.7% Source: FactSet Research Systems.

) Total returns over time period, with net official dividends in USD.

China -22.5% -35.4% Historical performance is not a reliable indicator of future performance.

Hong Kong -17.0% -22.3%

Korea -16.4% -40.7%

India 6.5% -9.9%

Australia -6.7% -16.4%

Brazil 8.5% 4.3%

Source: FactSet Research Systems.
Total returns over time period, with net official dividends in USD.
Historical performance is not a reliable indicator of future performance.
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Disclaimers: This publication has been prepared by Platinum Investment Management Limited ABN 25 063 565 006 AFSL 221935, trading as Platinum
Asset Management (Platinum®). Platinum is the responsible entity and issuer of units in the Platinum Trust® Funds (the “Funds”). This publication contains
general information only and is not intended to provide any person with financial advice. It does not take into account any person’s (or class of persons’)
investment objectives, financial situation or needs, and should not be used as the basis for making investment, financial or other decisions. You should read the
entire Platinum Trust® Product Disclosure Statement (including any Supplement(s) thereto) (“PDS") and consider your particular investment objectives,
financial situation and needs before making any investment decision to invest in (or divest from) a Fund. The Funds’ target market determination is available at
www.platinum.com.au/Investing-with-Us/New-Investors. You can obtain a copy of the current PDS from Platinum’s website, www.platinum.com.au or by
phoning 1300 726 700 (within Australia), 0800 700 726 (within New Zealand) or +612 9255 7500, or by emailing to invest@platinum.com.au. You should also
obtain professional advice before making an investment decision.

Neither Platinum nor any company in the Platinum Group®, including any of their directors, officers or employees (collectively, “Platinum Persons”), guarantee
the performance of any Fund, 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). To the extent permitted by law, no liability is accepted by any Platinum
Person for any loss or damage as a result of any reliance on this information. This publication reflects Platinum’s views and beliefs at the time of preparation,
which are subject to change without notice. No representations or warranties are made by any Platinum Person as to their accuracy or reliability. This
publication may contain forward-looking statements regarding Platinum’s intent, beliefs or current expectations with respect to market conditions. Readers are
cautioned not to place undue reliance on these forward-looking statements. No Platinum Person undertakes any obligation to revise any such forward-looking
statements to reflect events and circumstances after the date hereof.

© Platinum Investment Management Limited 2022. All rights reserved.

MSCI Disclaimer: The MsCl information may only be used for your internal use, may not be reproduced or redisseminated in any form and may not be
used as a basis for or a component of any financial instruments or products or indices. None of the MSCl information is intended to constitute investment
advice or a recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as such. Historical data and analysis
should not be taken as an indication or guarantee of any future performance analysis, forecast or prediction. The MSCl information is provided on an “as is”
basis and the user of this information assumes the entire risk of any use made of this information. MSClI, each of its affiliates and each other person involved in
or related to compiling, computing or creating any MSCl information (collectively, the “MSCI Parties”) expressly disclaims all warranties (including, without
limitation, any warranties of originality, accuracy, completeness, timeliness, non-infringement, merchantability and fitness for a particular purpose) with
respect to this information. Without limiting any of the foregoing, in no event shall any MSCI Party have any liability for any direct, indirect, special, incidental,
punitive, consequential (including, without limitation, lost profits) or any other damages. (www.msci.com)



