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• Strong June return of 4% as markets rebounded take YTD returns to a solid 9%.  
• Trade situation calmed for now and extreme level of protection reduced. 
• Market divergence extreme between “expensive” and “cheap” suggests parallels with 1999. 
• Longer term performance numbers distorted by challenges of last 14 months. 

Update 

Following swift protective action in May to protect investors from any escalation of the trade situation, the portfolio positioning remains highly 
dynamic. As tensions eased, the index short positions approximately halved to reflect a better short-term environment, leading to what 
might be described as neutral net exposure of 73% by 2 July, noting the figures overleaf were pre-this payment. The cost of having shorts 
in place during May and June was 0.4% as markets reached all-time highs. 

As highlighted on our recent roadshow and in our 19 June market update, the market is increasingly bifurcated with investors paying up for 
“perceived safety” or “secular growth” whilst shunning businesses with any economic sensitivity. This crowding is reminiscent of the 
technology bubble of 1999/2000 which is the only example in living memory of such extreme divergence. Platinum’s approach of “avoiding 
the crowd” is being tested to the extent that stocks which are expensive are becoming more so, and those which are cheap, are becoming 
cheaper. This is a great set-up when looking forward, but feels very uncomfortable whilst it unfolds. That the portfolio, which is full of leading 
companies in their fields, has an average earning yield of 9% and suggestive of crisis-type valuations, is very encouraging for us. Further 
to this is the ability to short sell where the excesses are particularly apparent, and this includes the technology-heavy Nasdaq Index, along 
with individual companies. 

More detail on the portfolio is contained in the quarterly report, which will be published around 17 July. 

Performance 

Over the last 12 months, the portfolio returned 0% which is disappointing versus our general expectations, but well within its normal range, 
with one-quarter of the portfolio’s 25 previous financial years seeing negative outcomes.  

The key problem during the last year has been exposures to energy and materials, which cost almost 4% over the year. Risk management 
(shorts and FX) ended up having no aggregate impact over the year, though the low net position was a relative drag in a rising market. 

Looking at the geographic make up of returns, Asia was the major contributor at 5% driven by financials. Japan and Canada weighed, with 
stock specific issues in the former, and resources exposure in the latter, the key challenges. 

In the portfolio the top performers were dominated by Asian Financials – Chinese insurer, Ping An Insurance and Chinese property 
developers, China Overseas Land; Indian banks - ICICI and Axis; Swiss healthcare company – Roche; Norwegian media company - 
Schibsted and two stock specific shorts – Nvidia and Tesla. 

It is noteworthy when looking at index returns for the MSCI AC World Net Index, half the return came from 40 of around 2,800 stocks.  Of 
these 40, 34 were listed in the US, and sector-wise, 33 were in IT/Telecoms, Healthcare or Consumer sectors. This group is on a median 
forward P/E of 22x. 

Long-term outcomes 

• We are in an extended market cycle, with three corrections (2011, 2015-16, 2018) since the last bear market (May 2007 to March 
2009). Ten-year numbers reflect only a bull market environment.  Over the last 12 year cycle, since the last peak, the portfolio 
has beaten the market handsomely. 

• The disappointing relative outcome of the last 14 months affects returns over all longer periods.  This has been explained in 
detail in last month and this month’s report.  More than two thirds of the underperformance over 10 years can be ascribed to this 
recent period. 

• For the duration of the current bull market, the average net portfolio exposure to markets has been 75%. The portfolio return is 
80% of the market return over the last 10 years. 

• We view risk as permanent loss of capital, and act accordingly, ignoring benchmarks in portfolio construction. As part of our risk 
management process, the portfolio has rarely invested more than one third of its capital on an individual exchange. The US index 
weighting in the index exceeds 50%. Over the past decade, the US returned 16% pa, far exceeding Asia (9% pa), Europe (8% 
pa) and Japan (7% pa). The portfolio, at 9.4% pa, is ahead of these three regional outcomes over 10 years. 

This table illustrates yearly returns over the market cycle so far, to remove any end-point bias. It also shows the returns of the US versus the 
rest of the World and the average net exposure of the portfolio. The averages to the right show 10 year annualised returns compared 
alongside 10 year annualised returns one year ago to show base year effect, and the 12 year annualised returns to reflect the current market 
cycle. 

Financial Year  
To 30 June 

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2009-
2018 
(p.a.) 

2010-
2019 
(p.a.) 

2008-
2019 
(p.a.) 

% PMC (17) 18 12 (6) (8) 42 17 18 (7) 20 16 0 11 9 8 

MSCI AC World Net $A (20) (16) 7 3 (2) 31 19 24 (1) 15 15 11 9 12 6 

MSCI US (23) (14) 9 3 9 34 20 31 6 14 18 15 12 16 9 

MSCI AC World ex US 
Net $A 

(17) (18) 6 2 (11) 27 18 16 (7) 17 11 7 5 8 3 

% Net Exposure 61 67 62 73 72 78 80 83 75 78 79 72 75 75 73 

Source: Platinum Investment Management Limited and FactSet. PMC’s returns are calculated after the deduction of fees and expenses, adjusted for taxes paid and any capital 
flows and assume the reinvestment of dividends. PMC’s returns have not been calculated using PMC’s share price. Past performance is not a reliable indicator of future 
returns. 
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