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MSCI 32.2%

PAI (Pre-tax NTA) 23.3%

 

https://www.platinum.com.au/Special-Pages/Terms-Conditions


1. Source: FactSet 2. Source: MSCI, Credit Suisse. Correct as at 24/12/2018. 

Market update and commentary 

With the US market free-fall dominating media coverage in December, it may be a surprise that Asian markets, and PAI, 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 21 January. 
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Major market price-earnings ratios - Next 12 months2 

Most markets are 
inexpensive, with 
several outright 
cheap: Germany, 
Korea, Japan and 
China are 
reasonably priced. 
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