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Ahead of the coronavirus outbreak, the year started somewhat anomalously with equity prices rising and bond yields falling. This was 
against a backdrop of political resolution (trade deal and Brexit) and was in line with our expectations, with economic data generally being 
encouraging. The initial reaction to the threat of the virus saw equities suffer and bonds continue to march higher (yields lower). With 
uncertainty around the virus and around the market’s1 response to it, we accelerated the de-risking of the portfolio by reducing our net 
equity exposure, after a strong run, and ended the month with only 73% net equity exposure. 
 
The portfolio had a disappointing month, down 1.7% in A$ terms, against a backdrop of a broadly flat global market and a falling local 
currency. In particular, our Energy & Materials exposures, and our short positions had a combined impact of detracting around 3%.  
 
The last two years 
 
Over the last two years, a combination of the geographic skew of the portfolio, our risk aversion and the portfolio’s exposure to energy and 
materials, have led to a poor outcome versus both our own expectations and vis-a-vis the market.  

The backdrop has been an environment dominated by ultra-low interest rates fuelling fanciful valuations in certain segments (growth and 
defensives), while economic sensitives appear to be shunned. Momentum as an investment strategy is working generally (buying what is 
going up, and selling what is going down), yet it is at odds with our philosophy of seeking the out-of-favour. The extreme sector divergence 
of Information Technology2 versus Energy3 summarises this: +8% vs -4% return in January after a year of 47% vs 13% return and a decade 
of 420% vs 44% cumulative return to December 2019. 

 

To breakdown our returns and understand the underperformance, the three key drivers were: 

• Geographic skew. The index bias to the US (at well over 50%) contrasts with our portfolio being dominated by Asia-Pacific and 
Europe; the reasons have been oft-described. At an index level, Asia4 and Europe5/Japan6 (both 9% pa) significantly 
underperformed the World7 (+14% pa). 

• Risk aversion. In addition to avoiding expensive sectors, our short-selling has cost us 2% pa in the last two years, though we 
made money in the 2018 sell-off before suffering during a strong 2019. 

• Energy and materials. Our investments in this area are largely derived from our work on electric vehicles and in a belief that 
capex is needed in the oil industry. Despite having well-timed our entry to the oil sector generally around 2015-16, in the last 
two years it has cost us close to 3% pa across this broad group. 

 

The highlights over this period have included: investments in semiconductor stocks (e.g. Intel, Micron, Samsung and Skyworks), increased 
exposure to the Japanese industrial sector (e.g. Itochu); and ongoing returns from our Chinese leaders despite the 2018 slowdown and 
trade tensions (e.g. Ping An Insurance and Anta Sports). Interestingly, traditional investment approaches (value/quality) are working in 
China at a broad level. Alphabet, Facebook and Roche have also been strong. 

 
Longer term context 
 
Previously, the only other episode of such significant two-year relative underperformance took place in the periods ending between 
December 1998 and April 1999. Interestingly, the Fund’s peak five year outperformance was from March 1999 to March 2004 when the 
Fund delivered 163% while the market fell 19%, cumulatively led by the unwinding of the technology bubble and its aftermath.  
A number of parallels can be drawn between that period and today, particularly the enthusiasm for technology stocks, the bifurcation of 
valuations in the market, several valuation and sentiment indicators, and observations on the prevalence of loss-making companies coming 
to market. 

A side effect of short-term underperformance is its optical impact on long-term numbers (e.g. 10 years). Two years ago, the Fund’s 10 year 
returns (to 31 January 2018) were 10% pa, against the market’s 7% pa. Removing the Fund’s strong performance in the GFC and its 
immediate aftermath from the now 10 year calculation and replacing it with the last two years softness, masks the fact that we had effectively 
kept up with the bull market until these recent events, despite our more cautious disposition than the market portfolio. 

 

Metric Platinum International Fund MSCI AC World Net Index (A$) 
NTM (Next 12 Months) Earnings Yield 8.5% (Price to Earnings ratio of 11.7x) 6.2% (Price to Earnings ratio of 16.2x) 
NTM Dividend Yield 3.0% 2.9% 
Price-to-Book-Ratio 1.4 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. 

Please visit our website for an update on coronavirus as at 29 January 2020. 

https://www.platinum.com.au/Insights-Tools/The-Journal/Update-re-coronavirus 

 
1 Market means MSCI AC World Net Index in A$, source: FactSet. 
2 MSCI AC World Net IT Index in A$, source: FactSet. 
3 MSCI AC World Net Energy Index in A$, source: FactSet. 
4 MSCI AC Asia ex Japan Net Index in A$, source: FactSet. 
5 MSCI AC Europe Net Index in A$, source: FactSet. 
6 MSCI Japan Net Index in A$, source: FactSet. 
7 MSCI AC World Net Index in A$. source: FactSet. 

Market update and commentary 
 

https://www.platinum.com.au/Insights-Tools/The-Journal/Update-re-coronavirus


Platinum Unhedged Fund ARSN 123 939 471 31 January 2020

MSCI 218.5%
PUF 386.4% (C Class)



Platinum Asia Fund ARSN 104 043 110 31 January 2020

MSCI 423.6%

PAF 833.0% (C Class)



 
 
 

Improving economic data in early January saw markets trade positively 
in Asia, which changed dramatically toward the end of the month given 
the spread of the novel coronavirus in Wuhan and the response of 
Chinese authorities (more on this below). We remained very exposed to 
markets for most of January and thus benefited from investor positivity 
earlier in the month.  
In the last week of January we moved to reduce our net equity exposure, 
taking it down to mid-70’s percent in response to the serious concerns 
about the coronavirus and its economic impact. This was helpful when 
the market reopened in the first week of February. In response, we 
closed shorts and added to quality businesses that had been marked 
down in the sell-off. If all this sounds fickle – it is! Flexibility is required in 
times such as this, with serious investor concerns and correspondingly 
large market moves reflecting those.  
As things stand, Chinese authorities’ response has been severe, 
effectively shutting off Wuhan, a city of 11 million people. This appears 
to have limited the spread of the disease to other parts of China and to 
other countries. Mortality appears to be low in areas outside of Wuhan, 
which we interpret to mean that if hospital systems can treat infected 
patients i.e. they are not overrun with cases, chances of survival may be 
very good. As always, this must come with a caveat that we are relying 
on Chinese data, and the situation is evolving. As such we continue to 
monitor events carefully.  
From an investment perspective, the inevitable interruption to Chinese 
economic activity further heightens our drive to remain in what we 
consider to be high quality stocks in Asia. The risk here is always that 
we pay too much and that these positions are overcrowded. We believe 
we have a margin of safety even in the region’s best-known names like 
Alibaba or Tencent. These trade at discounts comparable to Western 
peers in our view, and are frequently derided as fraudulent or otherwise 
unworthy in global financial circles.  
Over the month our larger holdings in tech in China did well, notably 
Tencent and Alibaba, while chip makers Samsung and SK Hynix also 
contributed strongly (see last month’s monthly update for more details 
on our holdings in chip makers). Poor performers for the month included 
restaurant stock Yum China, copper miner MMG and job placement 
company 58.com.  
January saw a new company join our top ten holdings – Taiwanese firm, 
Largan Precision. Largan is the leader in high end lenses for mobile 
phone cameras. Our rationale here is that lens quality is improving 
alongside camera phone requirements which works to the company’s 
advantage, and 5G may see some reacceleration of handset sales. We 
initiated the position late last year and its performance has seen the 
stock move into the top ten.  
The performance of the last year serves as reminder of the potential for 
Asia to deliver pleasing returns to investors. This will come with some 
volatility, as highlighted by current fears around coronavirus. However, 
the region boasts low valuations and strong growth potential – a good 
starting position for investment returns, in our view.   
 
 
Please visit our website for an update on coronavirus as at 29 January 
2020. 
https://www.platinum.com.au/Insights-Tools/The-Journal/Update-re-
coronavirus  
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Market update and commentary 
 

Source: Chart 1 – IBES consensus, in local currency. 
Correct as at 31 January 2020.  
 

Source: Chart 2 – IBES consensus, in local currency. 
Correct as at 31 January 2020. 

https://www.platinum.com.au/Insights-Tools/The-Journal/Update-re-coronavirus
https://www.platinum.com.au/Insights-Tools/The-Journal/Update-re-coronavirus


Platinum European Fund ARSN 089 528 594 31 January 2020

MSCI 112.7%

PEF 973.0% (C Class)



Platinum Japan Fund ARSN 089 528 825 31 January 2020

MSCI 107.1%

PJF 1,701.6% (C Class)



Platinum Int'l Brands Fund ARSN 092 429 813 31 January 2020

MSCI 114.3%
PIBF 882.9% (C Class)



Platinum Int'l Health Care Fund ARSN 107 023 530 31 January 2020

MSCI 358.5%
PIHF 400.7% (C Class)



Platinum Int'l Technology Fund ARSN 092 429 555 31 January 2020

MSCI 71.4%
PITF 527.1% (C Class)
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