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2023 - A Great Environment for '"True' Investors
by Andrew Clifford, Co-Chief Investment Officer

2022 was a dramatic year for markets. CEO and Co-CIO Andrew Clifford sat down with
Investment Analyst Julian McCormack in December to share his thoughts on events, covering
interest rates, recession fears, China and Europe - and what they all mean for the markets in
2023 and Platinum's portfolios. An edited transcript of the conversation is below.*

JM: Andrew, markets seem to be pricing in a mild
recession. What is your broad overview of interest
rates, inflation, recession fears, etc.?

AC: | think we need to get ahead of the game here. It is
relatively clear that inflation has probably peaked. You can
spend all your life trying to work out how quickly it recedes
and when rate cuts will come. Ahead of that, though, I think
monetary conditions are a much better indicator to focus
on, specifically, in its most simple form, the growth rate of
M2, a broad measure of the money supply. In 2022, in the
US, the epicentre of the great money printing exercise we've
just lived through, M2 is shrinking, and importantly, it's
occurring in a nominal economy that is actually growing at
a reasonable pace at this point. Essentially, that means
monetary conditions are very tight, and you have to get well
beyond the rate cuts before that's going to turn around. So,
that tells you that inflation is probably going to come down
over the next year or so. But for us as investors, that's not
the interesting point; it's what it means for markets and
asset prices. As I've said on many occasions in our reports
and presentations, | think the shrinking of the money supply
is a very significant headwind for markets, pushing them to
the downside.

Fig. 1: US Money Supply M2 is Shrinking
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Source: Federal Reserve Bank of St. Louis, 5 December 2022. M2 includes M1
(cash and cash-like, or currency and coins held by the non-bank public,
checkable deposits, and travellers' checks [sic]) + savings deposits (including
money market deposit accounts), small-time deposits under $100,000, and
shares in retail money market mutual funds.

* The full interview is available in audio format on The Journal page of our website https://www.platinum.com.au/Insights-Tools/The-Journal.

Interview was recorded on 20 December 2022.
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JM: It's been an interesting reversal of either
complacency or comfort in recent weeks. Everyone
was expecting some sort of rally, which came and then
just wilted away towards the end of the month, at the
time of recording (20 December).

AC: Everyone has been expecting inflation to ease off. It
looks like that's happening, and everyone appears to be
positioned for that. However, the US Federal Reserve (Fed)
is telling us it's going to be a while before rates peak, and
we start to get those rate cuts. Again, we can spend all our
lives trying to predict what will happen, but | think the more
important thing is the impact that this will have on company
earnings. That's the next focus, and there's a mixed bag
there. We're seeing plenty of companies release
disappointing numbers, and there have been decent falls in
stock prices on the back of that, But at the same time, if you
look at the absolute numbers for many companies, they're
not all bad, but our job as investors is to think about how
things will look 3-5 years ahead. Indeed, combined with
coming out of COVID, the COVID beneficiaries, and those
who were hurt by COVID, there are some mixed messages.
Some companies are going to experience poor earnings just
because they've been through an extraordinary boom and
their business is coming back to trend, or will probably go
below trend, while others that suffered from supply chain
problems may yet have many good years ahead of them.

JM: There have been lots of idiosyncratic events, not
least the implosion of speculative parts of the equity
market, crypto exchanges, ructions in the UK gilt
market, and suspensions in redemptions in captive
real estate investment trusts. Do you have any
comments about these?

AC: We would expect that after the boom we've been
through and the speculative mania that we experienced,
there will be some sort of crisis point coming out of this. The
blow-up of the crypto market and the exchanges has no
doubt caused a lot of pain for people, but it doesn't seem to
have had any real flow-on effect on broader markets or the
economy for the moment. Similarly, the deflating stock
prices of the more speculative stock names have not had
any particularly bad impact on the broader economy or
market. The UK gilts and the issues that the pension funds
had there were the beginning of a concerning event. The
fiscally lax mini-budget announced by the UK government
in late September, sent bond yields skyrocketing, and forced
pension funds, which had taken leveraged positions in gilts
and other fixed-interest products, to liquidate their positions.
The Bank of England's intervention in the bond market
seemed to have averted a great crisis there. But then,
recently, we've had a couple of large, high-profile real estate
investment trusts suspend redemptions. It's interesting, of
course, as I've said over the last 2-3 years, | do suspect the

problems are hidden in the unlisted part of the markets. The
promoters of those trusts will tell you that it's all part of
normal operations; if redemptions are greater than a certain
percentage, they will suspend redemptions. But still, these
things tend to become self-perpetuating, where everyone
starts lining up for their redemption every month, and on
top of that, it's in this unlisted part of the market, where
there is an awful lot of debt. It's those sorts of things that
could have a bigger or broader impact going forward. And |
think there are plenty of places in the unlisted world where
that may occur.

JM: As that liquidity has been drained, we are seeing
the US dollar, which has strengthened all year, weaken
in recent weeks and months. What are your thoughts
on the US dollar?

AC: | think it was a case of US dollar strength rather than
yen or euro weakness, or any of the other currencies. We
saw the yen briefly touch 150 in October, this is an
extraordinarily low level for that currency. The euro was also
hit hard, although it's a more difficult story because of the
energy security issue and changing competitiveness.
Across the board, other currencies are looking
extraordinarily cheap. The US has been increasing rates
faster than anywhere else. Rate differentials are often a
driver of currency markets, but | do think we are probably
approaching the peak in the momentum of that rate
differential opening up. The US dollar has already reversed a
fairly decent amount of the rally that it had. You can never
get the timing of these things right, but over the next 18
months to three years, | expect the US dollar will weaken.

JM: You mentioned the euro, it's a difficult place to
think about given it was all cataclysmic six months ago
and has dropped off the headlines now. So, how are
you thinking about Europe and its mixed bag of
potential outcomes?

AC: At the centre of the problem for Europe is obviously
energy. Very little investment in new capacity, whether
that's oil, gas or thermal coal, has taken place in recent
years. In addition, the energy transition is beginning and
people are reluctant to invest in these areas. In the
meantime, though, we are still going to need to consume
these fossil fuels, so there is this awkward period over the
next few years where the supply of energy is likely to be
tight. Then, of course, on top of that, and in particular for
Europe, we have Russia's invasion of Ukraine, which
impacts basically all of those key energy markets. The really
important market for Europe is gas, particularly its
transportation, which is reliant on Russian pipelines. This
fundamentally impacts the competitiveness of Europe, and
we've seen industries close down in chemicals, fertilisers,
and so on; areas that are heavy users of energy have had to
close capacity because they're not competitive. That's a
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Fig. 2: Consumer and Business Confidence is Incredibly Weak in Europe
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Source: FactSet Research Systems.

fundamental change, and we've seen natural gas
consumption down 20% in the period August-November
versus the same three-month period in 2017-2021, across
most of Europe as a result of that.! In the very short term, as
Europe has scrambled to sort out its energy supplies, it
looks like they will get through the winter in fairly good
shape without any severe squeeze on supply, with storage
levels still good. However, the longer-term issue will be, as
the years go by, how quickly they're able to replace that
Russian gas. This is the core problem for Europe. Consumer
and business confidence is incredibly low (see Fig. 2), with
the former even below levels reached during the global
financial crisis (GFC), so it's a very difficult environment
there.? There are a couple of positives, though. The fall in
the euro takes away some of that pain. The weaker euro will
help industries where energy may not be as important and
where Europe is still a big exporter. The other factor that will
help on that front is we are at the foothills of the recovery of
the Chinese economy. China is an important trading partner
for Europe (China was the European Union's third-largest
export market in 2021 in US dollars, representing 11% of its
exports),® so it's another positive that may help to offset the
energy supply conundrum.

JM: You've been building pretty reasonable positions
in some energy companies, what are your thoughts on
the outlook for energy for 2023 and beyond?

AC: | think there is a really good long-term story for most of
the energy markets. However, | think one needs to be a little
cautious about getting too enthusiastic at this point; the
medium-term story is great, but the short-term one is

1 https://ec.europa.eu/eurostat/web/products-eurostat-news/w/ddn-
20221220-3

2 Source: FactSet Research Systems.

3 https://tradingeconomics.com/european-union/exports-by-countr

unknowable. | mean, some things could happen; I'm not
predicting them, but if, for example, we were to see the end
of the conflict in Ukraine, that could ease market tightness
somewhat. The other issue to think about, and we're seeing
it in a whole range of industries, is government interference
in markets. We have seen price caps on gas in Australia.
We've also seen taxes proposed in places like the UK. So,
when you're looking at energy supplies, there's a real
possibility you're not going to get the entire upside of any
shortages that develop, whether it's prices being capped or
profits being taxed. While we certainly have some energy
positions in our global equity portfolio, they're relatively
modest compared to the story that's out there.

JM: Moving on to China, six months ago, it was at the
centre of yet another crisis, which all seemed to have
abated by the end of the year. Where are we in terms of
the Chinese economy, especially in light of its
reopening post-COVID?

AC: Let's take a step back for a moment and think about
the last 20-odd years of the commentary around China.
There's always been this element that this thing is not real,
it's a house of cards, it's a Ponzi scheme, and it's all going to
fall apart any moment now. Whenever there is a crisis or an
issue in the economy, that's the lens through which many
people see it. The problem with that kind of analysis is that
it can lead one astray. Just look at the most recent example,
President Xi Jinping was heavily criticised in the Western
media for the COVID lockdowns. Now that they've been
relaxed, he's being heavily criticised for having taken a
gamble on the lives of his people. On COVID, we've said all
along that China will get through it, as every other country
has, and with the tragedy that it involves. But the issue
coming back to China more broadly is that the framework |
would use is that this is a very large, dynamic and
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sophisticated market economy. People worry about the
politics there, and there are plenty of reasons to worry about
that, but at the end of the day, the political leadership
doesn't run the place; the bureaucrats do, as they do in
Australia or the US, and this is a very sophisticated
bureaucracy. Poor policy decisions led to the situation they
have with COVID today, and the same can be said of the
property market, which led to a freezing up of the residential
property development sector. Where are they now? Well,
they will work their way through COVID, and they have
come up with an obvious solution to the property market
problem, which is to provide liquidity to ensure property
developments are completed and apartments are delivered
to the buyers. | suspect that once they work their way
through that, the next thing they're going to find out is that
because of two years of suppressed property sales, they will
quite possibly have a shortage of residential apartments by
the end of 2023 or going into 2024.

JM: Any final comments on your outlook for 2023?

AC: In summary, | expect 2023 will be the flip side of what
we've had for the last couple of years. | think we will have a
Chinese economy that will strongly recover, a US economy
that's fading, and a European economy that will be difficult
to call. We're going to continue to have these uncertainties
around, but as has been the case in the last year or two,
there will continue to be opportunities in markets to make
money. There are plenty of sectors that have sold off very
heavily and are trading at valuation levels that we rarely see.
Countries like China are still trading at very attractive
valuations, despite the recent market bounce. While | think
the overall environment doesn't look great for markets, our
focus remains on looking for individual opportunities. The
more uncertainty there is, and when that uncertainty
changes from one quarter to the next, the more
opportunities there are to make money from markets. So, |
think it's actually a great environment for 'true’ investors.

MSCI Regional Index
Net Returns to 31.12.2022 (USD)

MSCI All Country World Sector Index
Net Returns to 31.12.2022 (USD)

REGION QUARTER 1YEAR SECTOR QUARTER 1YEAR
All Country World 9.8% -18.4% Energy 17.8% 33.1%
Developed Markets 9.8% -18.1% Industrials 17.5% -13.1%
Emerging Markets 9.7% -20.1% Materials 16.2% -11.6%
United States 7.0% -19.8% Financials 14.3% -9.8%
Europe 19.6% -17.0% Health Care 131% -6.1%
Germany 24.6% -22.3% Consumer Staples 11.2% -6.6%
France 22.2% -13.3% Utilities 10.3% -4.7%
United Kingdom 17.0% -4.8% Real Estate 5.9% -24.6%
Italy 26.4% -14.4% Information Technology 5.8% -311%
Spain 22.9% -7.3% Communication Services 2.4% -35.5%
Japan 13.2% -16.6% Consumer Discretionary -0.7% -31.8%
Asia ex-Japan 11.4% -19.7% Source: FactSet Research Systems.

Hong Kong 18.2% -4.7%

Korea 18.1% -29.4%

India 2.0% -8.0%

Australia 15.7% -5.3%

Brazil 2.4% 14.2%

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 2023. All rights reserved.

MSCI Disclaimer: The MSCI 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 MSCI 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 MSCI
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. MSCI, each of
its affiliates and each other person involved in or related to compiling, computing or creating any MSCI 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)



