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• Thanks to cash, shorts and FX we were able to protect capital in March 
• Our pivot to higher quality names rather than economic leverage in Asia assisted in protecting capital. 
• High quality names in our view are not crowded given Asia’s lack of global investor ownership. 

 
 

The portfolio turned in a pleasing performance amid weak equity markets in 
Asia over the last month and quarter. We have been active in trimming and 
adding to positions, adding and closing shorts – as we have mentioned 
previously such market conditions require nimbleness.  
However, perhaps the main reason for the portfolio’s ability to protect capital 
in the current environment is that we made the decision to remove economic 
leverage from the portfolio over the last 18 months amid weakening 
economic conditions. We are afforded the luxury in Asia, especially in 
China, of owning high-quality companies at reasonable valuations, which 
are not crowded, in our view.  
Some background may aid understanding. Coming into 2018, it is fair to say 
we were wrong-footed by the severity of the impact of the trade war between 
the USA and China, coupled with tightening monetary policy in the US and 
lack of fiscal impulse in China. Where we anticipated a continuation of late 
cycle growth with mild inflation and steady or falling real rates as policy 
makers failed to get ahead of the curve as is usual, we were confronted with 
a sharply interrupted cycle. As a result, the portfolio entered 2018 with 
nearly 30% of its holdings in highly cyclical companies in materials, 
industrials and energy (as at the end of January 2018). This turned out to be 
inappropriate for the new reality of trade war and subdued growth, and led 
to weak performance by the portfolio in 2018 and 2019.  
Over the course of 2018 we moved to reduce economic leverage in the 
portfolio – selling down cyclical holdings and moving funds to cash or to 
higher quality growth companies. The result is that as at the end of March 
2020 we hold only approximately 7% of the portfolio in energy, materials 
and industrials. As a result, while our long positions fell by more than 3% 
over the month of March, we were able to largely offset this with short sales, 
short index positions, cash holdings and foreign exchange gains (from US 
dollar holdings).  
As China is one of the cheapest equity markets in the world (see the 
accompanying PE chart) and in our view is not at all widely owned by global 
investors, we have been able to rotate into high quality businesses without 
fear of being trapped in crowded trades which can de-rate significantly 
during trying times such as now prevail. That said, the portfolio is 
characterised by holding well-known names, and its average price/earnings 
ratio is high at approximately 21 times trailing earnings.  
We anticipate that once investor appetite for risk improves, perhaps with 
stabilisation of global Covid-19 cases, emerging markets may see 
increasing investor interest. Our experience in the 2015-2017 period is 
instructive here. Large cap names led non-Japan Asia as global investors 
re-entered the region via index tracking products and by buying familiar 
companies. It was only once a global “risk-on” appetite was firmly 
established that truly value, cyclical names outperformed.  
Amid this environment two stocks have been added to the top 10 holdings 
in the portfolio in March. both are high quality Chinese names which we 
have owned and been familiar with for years. We added significantly to our 
holding in online retail giant JD.com during March, seeing it as a beneficiary 
of the lockdown in China. And we added to Anta Sports, as the share price 
weakened significantly on investor concerns arising from “short notes” 
which we see as misplaced as regards Anta’s business.  
Having sought to protect capital, we must now seek to grow it, as 
uncomfortable as that may feel. As result we have added exposure to 
markets over the last month, with our net exposure to markets lifting from 
approximately 54% at the end of February to 68% at the end of March.  
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Market update and commentary 
 

Source: Chart 1 – IBES consensus, in local currency. Correct 
as at 5 April 2020. 
 
 

Source: Chart 2 – IBES consensus, in local currency. Correct 
as at 5 April 2020.  
 
 

 Please visit the Journal section of our website for regular updates: 
 www.platinum.com.au/Insights-Tools/The-Journal. 

   Quarterly Report will be available online in April. 
 
 

Charts 1 and 2 show valuations based on sell-side consensus 
estimates. It is worth noting at this stage, that these earnings 
forecasts will almost certainly come down substantially to reflect the 
impact of coronavirus-related slowdown in the global economy. 
 


	PAI
	PAI monthly commentary Mar 2020 Final

