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Macro Overview: Lots of Excitement in
Markets, But Price Always Matters

by Andrew Clifford, Co-Chief Investment Officer

2023 is certainly not playing out as expected in the markets. CEO and Co-CIO Andrew
Clifford sat down with investment specialist Henry Polkinghorne in late June to share his
thoughts on the extraordinary rally in Al stocks, interest rates, China's lacklustre reopening,
why this time might be different for Japan, and the state of play in Europe - and what they all
mean for the markets and Platinum's portfolios for the second half of 2023. An edited

transcript of the conversation is below.*

HP: Andrew, it's been an extraordinary year so far in
markets, especially in the US, where little has played
out as expected, with a huge rally in the S&P 500 and
an even bigger rally in the Nasdaq. Are we in the early
stages of a new bull market?

AC: | suspect not. When you look at the roadmap,
particularly around interest rates, we have had one of the
sharpest and largest interest rate tightening cycles in 40-50
years, which only started 15 months ago. The rule of thumb
is that it takes 18 to 24 months for it to significantly impact
the economy. The yield curve inverted around eight months
ago, and again, there is typically an 18-month delay for the
impact to be felt. There was a lot of momentum in the
economy, and | think we will see how the economy is tested
in the months ahead as the impact of tighter monetary
conditions flows through. When talking about the broad
market, though, the focus is really on earnings; there are
very clear relationships between interest rates, earnings and
markets. Some people are declaring the 20% rise in the
S&P from its lows in October last year as the new bull
market as if there's something magical about that number.
However, if you go back to the tech wreck of 2000-2001, we
saw the Nasdaq rally 40%-50% before markets moved
substantially lower. You'll find similarly strong rallies during
the global financial crisis (GFC) bear market, so | would

remain cautious. The other thing about this rally is that it's
been very narrowly focused on artificial intelligence (Al)
stories. While Al is very exciting, ultimately, the stocks that
are leading the rally, like NVIDIA, were very enthusiastically
valued before this started, and are even more so today. For
the moment, | would say that the jury's still out on whether
this is the beginning of a great new share market run.

HP: Al is now being thought of as a “winner takes
most” environment and the large incumbents have the
advantage of huge barriers to entry. Do you feel that's
justifying investors’ reasons to hold these stocks, or
do you think they're concerned about a possible
recession and prefer pristine balance sheet-type
businesses rather than the more cyclical businesses?

AC: When you look at the Al landscape, NVIDIA is clearly a
big winner, but you also have to remember that the Al story
has been around for a long time, and it was one of the
reasons the stock was already owned by investors. The rally
in Al stocks has been quite extraordinary, and there were a
couple of reasons for that. ChatGPT, an Al chatbot, came
into the public arena in November 2022, and it grew to 100
million users faster than we've seen any other platform do
before.! Twenty years ago, it took Facebook five years to
reach that number. It's quite a remarkable tool when you
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use it. On top of that, we had NVIDIA's announcement in
May that they're going to increase their sales from US$7
billion in the first quarter of fiscal 2024 to US$11 billion in the
second quarter,? and this was a company whose earnings
were under quite significant pressure at the time they made
that announcement, but there's a long game to be had here.
When you look at other possibilities, companies like
Microsoft and Google are mentioned. | think Google is very
clearly the Al leader, but to a large extent, the question is
really about the revenues that it can generate. | think also
the advertising-driven players, such as Facebook and
Google, are looking and behaving much more like cyclical
businesses than this steady growth story, so we're layering
on a little bit of excitement for Al. That's probably justified in
the case of Alphabet/Google and maybe Microsoft, but a lot
of other companies where this is occurring look fairly
spurious to me.

HP: We've had numerous bank failures in the US, and
the market seems to have taken that very much in its
stride. Where do you see the path of interest rates and
tightening potential moving forward?

AC: These things are hard to predict. We've been saying for
quite a while that we will get to the end of this rate cycle,
and inflation is clearly easing off. What I'd be looking for is
what might upset that story rather than the well-accepted
view that there won't be many more rate hikes from here.
What worries me is the way government spending is
ratcheting back up. It pulled back slightly after the
pandemic, but nowhere near trend levels and tax receipts
are now falling, in line with weakness in earnings, down
around 10% year on year.® So, we have a situation in the US
where the tightening efforts by the Federal Reserve (Fed)
are being offset by government spending, and that is a
concern. It leads me to the conclusion that while rates may
peak at current levels, | don't think we will get any huge
relief in terms of rate cuts.

HP: Shifting to China, clearly its reopening has not met
expectations. Is the Chinese economy tracking as
badly as the media is reporting?

AC: | think the reopening has been disappointing, largely
reflecting business and consumer confidence not returning
as they did in the West. The property market is still
challenged. While the government has provided enough
funding to allow uncompleted developments to be
completed, buyers have not returned in an enthusiastic
fashion to the property market. What | would say, though, is
that there are a lot of really interesting things going on in
China underneath the surface that are not being particularly
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picked up by the media. The US government has set aside
US$500 billion in new spending and tax breaks under the
Inflation Reduction Act of 2022 (IRA), with the majority
(US$400 billion) going towards climate change-type
investments.* But when you look at who's leading the world
in that area, it's China. Last year, China sold 6.2 million
electric vehicles, compared with 2.7 million in Europe and 1.1
million in the US (see Fig. 1).% Interestingly, China became
the second-largest exporter of motor vehicles last year, and
in the first quarter of this year, it was the largest exporter of
motor vehicles.® This is another example of China taking on
a very mature industry where it was never expected to play
outside of its borders. It exported around 3.5 million cars
last year, which is about 5% of the car market outside of
China, and it has momentum. | think that's going to become
a tough market for the marginal players. In solar panels,
eight out of ten are made in China, and five of those eight
are installed in China.” In wind turbines, China represents
around 65% of the market.?® In terms of batteries, China's
Contemporary Amperex Technology Co. Limited (CATL) is
the clear global leader in batteries, surpassing the Korean
and Japanese companies.® CATL's revenues were up sixfold
in two years.”° These examples highlight that just in one
area of this very dynamic economy, there are some really
exciting things going on, presenting some interesting
opportunities for investors.

HP: If China is leading the charge on the electrification
and decarbonisation of the world, which is expected to
be one of, if not the biggest, infrastructure spending
programs globally ever, what is holding investors
back?

AC: There are clearly multiple concerns about China. There
have been issues in the property sector and concerns
around the regulatory environment, which have caused
difficulties for many companies that foreigners are invested
in. However, foremost is the political environment that's on
the front page of the newspapers every day, but | don't think
investors are looking at this in an even-handed way. We
hear that China Is uninvestable and there remain concerns
around a potential invasion of Taiwan, which in our view
seems a very unlikely event given the importance of Taiwan
to China. When | say the markets are being uneven about it,
let's look at a stock like Apple. It is reliant on Taiwan for the
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Fig. 1: China dominates electric vehicle sales
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manufacture of most of its semiconductor content; it relies
on China for the assembly of its products; and China
accounts for 20% of its earnings." This is a company that
has a very significant China risk. Today, Apple is reaching
new highs on a daily basis. That says to me that no one's
really worrying about the potential invasion of Taiwan when
they're buying Apple. The same thing can be seen for the
other great market favourite of the moment, NVIDIA, which
again relies on Taiwan for the supply of its leading-edge
chips. I'm not saying that the risks are not real; the US will
likely continue to attempt to contain China. However, the
economic reality is that the world is heavily reliant on China
in so many critical areas. You can see that in the other
dialogue that goes on, with envoys from various countries
regularly sent to try and mend the relationship with China,
while on the other hand, announcements are made each
day restricting China's access to US technology.

HP: There has been a lot of regulatory change in China,
particularly in the technology, education and property
sectors. Do you think that's finished?

AC: There's obviously been a lot of regulatory change in
industries that foreigners have been exposed to. It's been a
long pattern over the last decade for China to reform and
regulate, and | don't think there's anything particularly
untoward; the possibility of reform is something that
investors need to be aware of. | think in areas such as
e-commerce, which have seen big changes, particularly
anti-monopoly provisions, | suspect most of that is done.
However, you would expect China to continue to reform and
regulate.
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HP: Japan seems to be the flavour of the month.
There's been quite a lot of talk about reform and
corporate governance over the last decade, is now the
time for Japan?

AC: The walls seem to be breaking down now in Japan. It
has been a decade of talk about corporate governance, but
really what we're talking about in Japan are companies with
extraordinary valuations. Stocks are priced this way
because investors don't have access to the underlying
earnings in the form of dividends or buybacks. Instead, they
get invested, often in very marginal projects. However, we
are now really seeing a great deal of success from investors
in terms of changing boards that are not responsive. There
have been many steps along this journey, but most recently,
the Tokyo Stock Exchange said in a ‘name and shame’
approach that companies that are trading below book value,
which is a little under half of the market, are expected to
have a plan of how to get their stock price above book
value.2It's a very awkward way of saying, how are you
going to get your return on equity? How are you going to
actually make money for your shareholders? Companies
that don't have plans or don't have adequate plans are
going to be highlighted. We're definitely seeing change
there now. We're certainly engaging with the companies
that we own, and the responses are different. They're clearly
being communicated to boards, and we are seeing board
members voted out, even in extreme cases where the proxy
advisors have sided with the company. We've had a big
run-up in Japanese stocks, and while these things don't
always go in a straight ling, in terms of the opportunity with
corporate reform in Japan over the next three to five years,
I'd say there's still a significant way to go there.’s

12Source: https://www.cnbc.com/2023/06/13/investing-is-japan-inc-finally-
serious-about-corporate-governance-.html
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HP: Europe had a great year last year, and there’s just
been a failed Russian coup. What are your views on
Europe?

AC: | think Europe is similar, if not slightly further advanced,
to the US in terms of its economic activity, which is clearly
weak. Germany has had two consecutive quarters of
negative GDP growth, which is technically a recession.
However, the stock market has been strong. Again, it's this
same narrowness in the market, with a small number of
stocks holding the market up while the broader market is
responding to weaker earnings. There have been plenty of
stocks over the last year in Europe that have come back into
our price range, so that makes it very firmly an opportunity
set, but it probably has a little way to play out yet.

HP: Any closing remarks?

AC: The key point | would like to reiterate is the divergence
that is occurring across markets, not just in the US but also
in Europe and the way that China is being left out. There are
huge opportunity sets here for us to play in. We will remain
completely focused on the value of what we're buying.
Meanwhile, | think what we're seeing with the stocks that
are leading the market is an echo of the speculative bubble
we've just lived through. It's not to deny the excitement of
some of the stories in the companies that are doing well, but
it's what we said throughout 2020 and 2021, and that is that
price does matter. Maybe some of the companies will live
up to these extraordinary valuations, but it's unlikely all of
them will, and we've just recently had a pretty good lesson
on what can happen if you ignore the question of valuation.

MSCI Regional Index
Net Returns to 30.6.2023 (USD)

MSCI All Country World Sector Index
Net Returns to 30.6.2023 (USD)

REGION QUARTER 1YEAR SECTOR QUARTER 1YEAR
All Country World 6.2% 16.5% Information Technology 13.7% 34.3%
Developed Markets 6.8% 18.5% Consumer Discretionary 8.2% 19.2%
Emerging Markets 0.9% 1.7% Communication Services 71% 10.5%
United States 8.6% 19.0% Industrials 6.3% 25.2%
Europe 2.9% 22.0% Financials 5.2% 11.5%
Germany 2.8% 28.4% Health Care 2.3% 57%
France 3.2% 317% Energy 0.8% 13.2%
United Kingdom 2.2% 13.2% Consumer Staples 0.3% 77%
Italy 8.2% 43.4% Utilities -0.1% 0.7%
Spain 5.6% 29.0% Real Estate -0.1% -6.9%
Japan 6.4% 18.1% Materials -0.8% 121%
Asia ex-Japan -1.3% -1.1% Source: FactSet Research Systems.

Hong Kong -5.0% -9.0%

Korea 4.4% 13.0%

India 12.2% 14.2%

Australia 0.3% 11.2%

Brazil 20.7% 29.8%

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.
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MSCI Disclaimer: The MSCI information may only be used for your internal use, may not be reproduced or redisseminated in any form and may
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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)



