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SUB-FUND PORTFOLIO 
VALUE 

(US$ MIL)

QUARTER 1 YEAR 2 YEARS 
COMPOUND 

PA

3 YEARS
COMPOUND

PA

5 YEARS
COMPOUND

PA

SINCE
INCEPTION

COMPOUND PA

INCEPTION 
DATE

Platinum World Portfolios - International Fund

Class A (USD) 38.0 22.5% 12.8% 15.2% 3.6% - 9.4% 27 Apr 2016

Class B (USD) 1.8 22.4% 12.1% 14.4% 2.8% - 9.4% 2 Dec 2016

Class D (USD) 14.5 22.3% 12.1% 14.4% 2.8% 7.8% 7.4% 16 Nov 2015

Class F (EUR) 1.0 17.4% 2.9% 10.8% 2.2% - 4.0% 4 Apr 2017

Class G (GBP) 14.0 15.6% 9.3% 11.2% 3.3% - 10.9% 27 Apr 2016

MSCI All Country World Net Index (USD)(1) 14.7% 16.3% 21.3% 10.1% 12.3% 11.9% 16 Nov 2015

MSCI All Country World Net Index (USD) (EUR)(2,3) 9.9% 6.7% 17.3% 9.4% - 8.3% 4 Apr 2017

MSCI All Country World Net Index (USD) (GBP)(2,4) 8.5% 12.7% 17.1% 9.7% - 14.0% 27 Apr 2016

(1)  For the purpose of calculating the “since inception” returns of the Index in USD, the inception date of Class D of the Fund is used, since Class D was the first 
USD-denominated share class activated.

(2)  The MSCI Index returns in USD have been converted into the specified currency (EUR or GBP, as the case may be) using the prevailing spot rate.
(3)  For the purpose of calculating the “since inception” returns of the Index in EUR, the inception date of Class F of the Fund is used, since Class F was the first 

EUR-denominated share class activated.
(4)  For the purpose of calculating the “since inception” returns of the Index in GBP, the inception date of Class G of the Fund is used, since Class G was the first 

GBP-denominated share class activated.
Fund returns are net of accrued fees and expenses, are pre-tax, and assume the accumulation of net income and capital gains. Where a particular share class is 
not denominated in USD, the net asset value per share in USD, being the Fund’s base currency, is converted into the denomination currency of that share class 
using the prevailing spot rate.
Historical performance is not a reliable indicator of future performance. See note 1, page 12.
Source: Platinum Investment Management Limited for Fund returns; FactSet Research Systems for MSCI Index returns.

Performance
to 31 December 2020
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Macro Overview
by Andrew Clifford, CIO, Platinum Investment Management Limited

While stock markets continued their strong run over the last 
quarter, from early November it was notable that many 
companies with economically sensitive (cyclical) businesses 
experienced strong stock price performance. Similarly, there 
were strong price moves across a broad range of commodities 
(particularly iron ore and copper) over this same period. 
These moves in markets are consistent with investors pricing 
in continuing improvement in the global economic outlook 
for the year ahead. The commencement of these stock and 
commodity price moves aligned with the US election and the 
announcement of successful COVID-19 vaccine trials.    

While the high-flying growth stocks continued to perform 
well, the continued economic recovery potentially poses a 
threat via higher inflation and interest rates. Similarly, the 
‘anti-monopoly’ movement is gaining momentum, not only 
in the US and Europe, but also in China, which represents a 
potential risk to the business models of many of the popular 
growth names. It is certainly too early to make such bold 
predictions about either interest rates or changes in 
regulatory regimes, but the unfolding of events over recent 
weeks lead us to restate our conclusion from last quarter 
that: We believe extreme caution is warranted in regards to 
the market’s current ‘high flyers’, while opportunities 
abound elsewhere.

The election of Joe Biden as the next US President is 
likely to reduce the uncertainty around the US-China 
relationship generally and trade and tariffs in particular. 
While the complaints around China’s behaviour on various 
fronts, from the South China Sea to unfair trade practices, 
had strong bipartisan support in Washington and within the 
US government, it appeals to us that President-elect Biden is 
a far more conventional politician than his predecessor. As 
such, we would expect a more traditional negotiated 
approach to the various issues rather than random decrees 
issued via Twitter.   

Such a considered approach is likely to recognise the deep 
interdependence of the US and China economies, especially 
in industries such as semiconductors and electronics, where 
neither side can operate without the other in the medium 
term. From a political point of view, we acknowledge that it 
would be difficult for President-elect Biden to outright 
reverse the bans on Huawei or lift recent sanctions on 
Chinese companies linked to the People’s Liberation Army 
(PLA), potentially these measures can be quietly diluted over 
time. However, even if they stand, a more reasoned approach 
to trade and tariffs is likely. The importance of this, is the 
certainty that it brings both to businesses in making long-
term investment decisions and for investors in assessing the 
long-term potential of companies.

At the time of writing, the Georgia Senate run-off elections 
were about to take place. Success in both seats would result 
in Democrats having effective control of the Senate and the 
potential for Biden’s policies on infrastructure spending 
(including green initiatives), expansion of the Affordable Care 
Act (designed to provide affordable health insurance coverage 
for all Americans), funded by a reversal of some of Trump’s 
tax cuts, to be put into place. Whether this result unfolds (the 
polls and betting markets suggest a very tight race), it is 
highly likely that substantial ongoing fiscal stimulus will 
occur. In the final days of 2020, the US Congress passed a 
stimulus bill valued at US$900 billion, or 4.4% of GDP. By 
any standard this is a significant fiscal spend, particularly 
when considered in light of the previous US$2 trillion of 
stimulus that is still flowing through the system and an 
economy that by all measures is recovering very quickly.1 

1  Source: Congressional Budget Office, EY. 

Regulation, Rates and Inflation - Risks to Watch in 2021?
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The news of successful COVID-19 vaccine trials and 
subsequent regulatory approvals reduces uncertainty on 
the pathway out of the pandemic. The day-to-day news 
regarding new COVID-related lockdowns in Europe, together 
with rising infections in the US make for sombre reading. 
However, the beginning of vaccination programs in the US 
and Europe offer a very clear light at the end of the tunnel. 
While there remain unanswered questions around the 
longevity of the immune response, new variants of the virus 
are developing, and there are significant logistical issues in 
dealing with the vast numbers involved, it is highly likely that 
substantial portions of the US and European populations will 
be immunised by the end of 2021. China has also approved a 
locally developed vaccine for use in the general population, 
which is likely to be used broadly in the developing world. It 
should also be noted that there are numerous other vaccines 
in late stages of development and through time, individual 
vaccines will be refined in response to outcomes of current 
programs. 

While we have been of the view that the development of an 
effective vaccine was highly likely (as discussed by portfolio 
manager and resident virologist, Dr Bianca Ogden in our 
March 2020 quarterly report), the start of the vaccination 
programs significantly reduces the risk of shutdowns and 
travel restrictions continuing beyond the end of 2021. Again, 
this reduces the long-term uncertainty faced by businesses, 
particularly those impacted directly, such as travel-related 
industries. Of course, the year ahead remains difficult, but in 
the context of the stock market, the value of companies is 
determined by at least a decade of future profits, not just the 
next six to 12 months.   ww

The ‘anti-monopoly’ movement has also continued to 
gain momentum not only in the US but also China. In the 
US, the Federal Trade Commission and 48 states filed two 
antitrust lawsuits against Facebook, focused on acquisitions 
and the impact on competition. The Department of Justice 
filed a case against Google claiming they used anti-
competitive tactics to protect its monopoly over search. 
These cases join various actions in the European Union and 
Australia’s move to make the likes of Facebook and Google 
pay other media outlets for the use of their content. In China, 
regulators outlined restrictions on how consumer data can be 
used in relation to anti-competitive practices. Investigations 
have also commenced into suspected anti-competitive 
practices at Alibaba, financial regulators having earlier 
suspended the initial public offering (IPO) of their financial 
arm, Ant Group. 

The dominant e-commerce and technology giants have 
amassed huge user numbers over the last decade, providing 
them with enormous market power and highly profitable 
business models. Indeed, social media platforms have been 
seen as responsible for swaying elections and enabling 
uprisings. Our key point is that governments the world over 
will attempt to rein in this power, and as such there is a 
genuine risk of additional regulation for dominant players in 
e-commerce, payments and social media. 

One interesting development has been shortages in a 
range of commodity products from steel to electronic 
components and silicon wafers, despite the global 
economy remaining at pre-COVID levels. The explanation 
behind these shortages are likely multifaceted. The demand 
for goods (electronics, autos, home furnishings and 

Fig. 1: Strong Recovery in Commodity Prices Post COVID-19 Lockdowns

Copper Price

(US$/$lbs) 

Steel Price

(US$/st) 

Source: Copper: High Grade Copper (NYM $/lbs) from FactSet Research Systems (to 31 December 2020), Steel: US Midwest Domestic Hot-Rolled Coil Steel 

(CRU) Index (NYM $/st) from FactSet Research Systems (to 31 December 2020).
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renovations) has been strong while services (travel, eating out 
and entertainment) has been weak. Thus, there has been a 
short-term boost in demand while suppliers of inputs 
potentially cut output on initial expectations of reduced 
demand or COVID-enforced closures. Potentially, these 
shortages and the associated higher prices may be relatively 
short-lived, however, a lack of significant investment in new 
capacity for a period of time in many of these industries may 
see longer-term shortages developing.  

This has all occurred before any economic benefit that may 
accrue from the continued post-pandemic opening or 
improving business optimism following the US election. With 
governments around the world likely to continue spending to 
accelerate the economic recovery, this could potentially 
exacerbate the shortages over the course of 2021. While 
there is no evidence of a rise in inflation in goods and services 
in the major economies yet, it is easy to see an inflation scare 
unfolding as the year progresses. 

The stock market bull run has continued, though the 
better performance of economically sensitive stocks is an 
interesting development. In most respects, the stock price 
recovery of these ‘real world’ businesses is hardly surprising. 
Economic activity continues to recover and vaccinations 
provide a pathway to full recovery over the course of 2021. 
The potential for better trade relations between the US and 
China under a Biden presidency point to less risk of the world 
slipping back into tariff-inspired manufacturing recessions, as 
experienced in 2018-19. 

Governments continue to promise more spending, focused 
on real world activities, such as infrastructure and 
‘decarbonising’ projects (i.e. renewable energy and electric 
vehicles). Additionally, valuations were generally deeply 
depressed, as investors avoided companies facing any 
uncertainty in their future earnings.  

On the other hand, the speculative mania in growth stocks 
has continued to a large extent unabated. The market for new 
listings has remained excitable with many stocks continuing 
to debut at prices of 50% or more above their issue price. 
Issuance of special purpose acquisition companies (SPACs)2 
continue, as have elevated levels of retail participation in the 
market. Valuations have moved from extraordinary to even 
higher. The one area that has slowed somewhat are the 
‘megacap’ FAANG stocks (Facebook, Amazon, Apple, Netflix 
and Google owner Alphabet), perhaps in response to the 
various antitrust initiatives, or possibly reflecting the 
beginnings of a loss of momentum for growth stocks more 
generally.     

As we have stated in previous reports, manias tend to end 
abruptly. The significant bull markets of the last 40 years 
have come to an end when monetary conditions tighten. 
While it is hard to imagine a traditional central bank 
tightening cycle currently, potentially a slowing of the 
printing presses may be enough. Alternatively, an inflation 
scare could push long-term interest rates higher with 
ramifications for stocks whose valuations are based on the 
premise of near-zero interest rates.  

When a collapse in the stock prices of growth stocks comes, 
it too should not come as a surprise. When companies are 
valued on multiples of sales (not profits) of 20 times or more, 
the probability that their business will meet investor 
expectations on growth rates and profitability, to justify the 
valuation, is simply remote. A select few may achieve what is 
needed to provide investors with a reasonable return, but in 
aggregate one should ultimately expect substantial losses on 
the holding of a portfolio of such stocks. 

2 SPACs raise funds from investors and use those funds to acquire existing, 
privately held companies with the intention of taking them public via an 
IPO.
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MSCI Regional Index Net Returns to 31.12.2020 
(USD)
REGION QUARTER 1 YEAR

All Country World 14.7% 16.3%

Developed Markets 14.0% 15.9%

Emerging Markets 19.7% 18.3%

United States 13.0% 20.7%

Europe 15.8% 4.7%

Germany 11.5% 11.5%

France 20.4% 4.1%

United Kingdom 16.9% -10.5%

Italy 22.4% 1.8%

Spain 27.7% -4.8%

Russia 21.6% -12.5%

Japan 15.3% 14.5%

Asia ex-Japan 18.6% 25.0%

China 11.2% 29.5%

Hong Kong 15.5% 5.8%

Korea 38.3% 44.6%

India 21.0% 15.6%

Australia 22.9% 8.7%

Brazil 37.0% -19.0%

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.

MSCI All Country World Sector Index Net 
Returns to 31.12.2020 (USD)
SECTOR QUARTER 1 YEAR

Financials 24.1% -3.8%

Energy 23.9% -28.6%

Materials 18.4% 20.9%

Industrials 15.7% 11.3%

Information Technology 15.2% 45.6%

Communication Services 14.9% 23.7%

Consumer Discretionary 14.5% 36.7%

Utilities 10.2% 3.8%

Real Estate 8.4% -6.4%

Health Care 7.4% 14.9%

Consumer Staples 7.4% 8.1%

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.

2020 was certainly a most unusual year and perhaps doubly 
so in the stock market. However, the two bedrocks of our 
investment approach remain. Firstly, investors’ cognitive 
biases will cause them to overemphasise recent events 
and news. This means the best investment opportunities can 
often be found in areas the crowd is avoiding; while those 
investments the crowd is embracing are best avoided. There 
is nothing to suggest that 2020 has changed basic human 
psychology. Indeed, the evidence shows quite the contrary, 
with significant returns achieved in unpopular areas, such as 
semiconductors and commodities. 

Our second fundamental investment principle is that  
the price you pay for an asset will determine your return. 
While you may buy overvalued stocks that move higher, over 
time this approach is unlikely to yield good returns, as 
ultimately the stock price will reflect assessments of future 
profits and cashflows from the business. 

Of course, we know that speculative bull markets can run for 
a long time, but the pain for those investors who don’t exit 
the party in time can be significant.
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Platinum World Portfolios - International Fund

The Fund (Class D) returned 22.3% for the quarter and 12.1% 
for the calendar year.1

Given the economic downturn, loss of jobs, collapse in profits 
and general uncertainty created by the COVID-19 pandemic, 
it is remarkable that the stock market2 ended the year in 
strong positive territory. Having said that, the global 
economy has continued its recovery as we approach the 
post-COVID era. 

During the quarter, key events included the announcement of 
successful COVID-19 vaccine trials and subsequent 
commencement of vaccination programs across the globe. 
While significant logistical challenges remain, given the 
enormity of the task, it provides a clear pathway to the end of 
lockdowns and restrictions over the course of 2021, ensuring 
an ongoing economic recovery. 

The other event of note was the election of Joe Biden as the 
next US President, which brings a much greater level of 
certainty to the global business environment. While there 
was strong bipartisan support for the actions taken by the US 
against China on trade and security, we would expect a more 
conventional negotiated approach to these issues, that take 
into consideration the economic interdependence of the two 
nations. As such, it is likely that the election result will lead to 
improving business and investor confidence.  

These events sparked a strong rally in the share prices of 
economically sensitive businesses that will likely benefit from 
the ongoing recovery, including many of the Fund’s holdings. 
Our semiconductor stocks, led by memory chip producers 
Samsung Electronics (up 39% over the quarter) and Micron 
Technology (up 60%), were major contributors to 
performance. Spot prices for DRAM (memory) chips rose in 
the latter half of the quarter, as manufacturing for 5G mobile 
handsets ramp up for delivery in 2021. 

1 References to returns and performance contributions (excluding 
individual stock returns) in this PWP - International Fund report are in 
USD terms, unless otherwise specified. Individual stock returns are 
quoted in local currency terms and sourced from FactSet Research 
Systems, unless otherwise specified.

2 MSCI All Country World Net Index in USD.

Performance
(compound p.a.+, to 31 December 2020)

SHARE CLASS QUARTER 1 YR
3 YRS 

P.A.
5 YRS 

P.A.
SINCE 

INCEPTION 
P.A.

PWP Int’l Fund Class A USD 23% 13% 4% - 9%

PWP Int’l Fund Class B USD 22% 12% 3% - 9%

PWP Int’l Fund Class D USD 22% 12% 3% 8% 7%

PWP Int'l Fund Class F EUR 17% 3% 2% - 4%

PWP Int’l Fund Class G GBP 16% 9% 3% - 11%

MSCI AC World Index (USD)^ 15% 16% 10% 12% 12%
+ Excluding quarterly returns
Fund returns are net of accrued fees and costs. Class D inception date  
(16 Nov 2015) is used for Index “since inception” returns. 
^ Index returns are those of the MSCI All Country World Net Index in USD. 
Source: Platinum Investment Management Limited, FactSet Research 
Systems. Historical performance is not a reliable indicator of future 
performance. 
See notes 1 & 2, page 12.

Value of US$100,000 Invested Over Five Years
31 December 2015 to 31 December 2020

After fees and costs. See notes 1 & 3, page 12
Historical performance is not a reliable indicator of future performance.
Source: Platinum Investment Management Limited, FactSet Research Systems.

Andrew Clifford
Portfolio Manager

Clay Smolinski
Portfolio Manager

MSCI AC World Net Index (US$)

PWP - International Fund (Class D)
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Disposition of Assets
REGION 31 DEC 2020 30 SEP 2020 31 DEC 2019

Asia 30% 30% 33%

North America 27% 27% 26%

Europe 19% 17% 14%

Japan 12% 12% 13%

Australia 4% 3% 3%

Africa 2% 1% 1%

South America 0% 0% 1%

Cash 6% 10% 10%

Shorts -7% -16% -9%

See note 4, page 12. Numerical figures have been subject to rounding.
Source: Platinum Investment Management Limited.

Net Sector Exposures
SECTOR 31 DEC 2020 30 SEP 2020 31 DEC 2019

Industrials 21% 19% 13%

Materials 17% 13% 10%

Information Technology 17% 16% 13%

Financials 14% 11% 15%

Consumer Discretionary 11% 12% 5%

Health Care 6% 8% 7%

Communication Services 4% 6% 11%

Real Estate 2% 2% 3%

Energy 2% 1% 6%

Consumer Staples 0% -1% 0%

Other -6% -13% 0%
TOTAL NET EXPOSURE 87% 74% 81%

See note 5, page 12. Numerical figures have been subject to rounding.
Source: Platinum Investment Management Limited.

Aerospace companies General Electric (up 73%) and MTU 
Aero Engines (up 50%) and other travel-related stocks, such 
as Amadeus (airline booking systems, up 25%) and Booking 
Holdings (online travel agent, up 30%) rallied as the roll-out 
of vaccination programs provided greater certainty on the 
return of international travel. 

Copper producers First Quantum Minerals (up 93%) and 
Freeport-McMoRan (up 66%) performed strongly on the 
back of a move in the copper price to over US$3.50/lb for the 
first time since the tail end of the Chinese capital spending 
boom in early 2013.

Another contributor to performance was the currency 
positioning of the Fund, which held a low 16% average 
exposure to the US dollar (USD) over the quarter. The USD 
depreciated against the Euro (EUR), Japanese yen (JPY), 
Australian dollar (AUD), Korean won (KRW) and Chinese yuan 
(CNY), which together represent the majority of the Fund’s 
currency positioning. 

The main detractor from performance was the short position 
in the Nasdaq Index. At a stock level, key detractors included 
China Overseas Land & Investment (down 13%), which was 
impacted by the Trump administration’s restrictions on US 
citizens owning some Chinese firms and Barrick Gold (down 
22%), which gyrated with movements in the gold price. 

Changes to the Portfolio 
The Fund's net invested position increased over the quarter 
from 74% to 87%, with the main factor being the reduction 
of our Nasdaq Index shorts in November, which took our 
short book from 16% to 7%. 

On currencies, since 20 March 2020 we have chosen to hedge 
out half of our natural position in the USD, with the majority 
of the proceeds invested in the EUR. This has resulted in a 
15% exposure to the USD in the Fund at 31 December 2020. 
The rationale is that the US is winning the race in terms of 
aggressive stimulus and money printing. While this will create 
economic activity, the offset is likely to be a weaker USD. 

In terms of changes to holdings, notable purchases included: 

Louisiana Pacific (LP). LP is a US manufacturer of building 
materials, with its two main products being oriented strand 
board (OSB) and ‘SmartSide’. Certain areas of residential 
building products can be highly attractive businesses, 
particularly where they are marketed directly to the 
consumer and national distribution is hard to replicate. 

LP’s SmartSide product fits this bill. It has carved out a 
duopoly with James Hardie in the premium US siding market, 
where its engineered wood siding has been taking market 
share for a number of years, given its better durability, cost of 
ownership and visual aesthetics versus alternatives like vinyl. 
This has allowed the siding business to grow at 10% p.a. for a 
number of years, while making high-teen earnings before 
interest and tax (EBIT) margins and a circa 30% return on 
capital. 

While the company is currently benefiting from strong 
activity in the US housing market, there is still an 
underappreciation of the siding business, as evidenced by the 
significant valuation multiple difference between James 
Hardie and LP. Over the past decade, SmartSide has grown 
from 20% of LP’s earnings to 40%, and over the next five 
years, it could comprise up to 60% and beyond, which would 
improve the quality of the group’s earnings and warrant a 
higher multiple.
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UPM-Kymmene Oyj (UPM). UPM is a Finnish-based pulp 
and speciality paper/wood products company. The business is 
investing in a number of high-returning projects that should 
drive considerable earnings growth over the next five years.

These include the completion of their 2.1 million tonne pulp 
mill in Uruguay. In planning for over 10 years, this mill is 
highly cost competitive in a global sense and will represent a 
50% increase to their current pulp capacity. A second source 
of growth is UPM’s expertise in using wood-based feedstocks 
to make high-quality renewable fuels and bioplastics. There is 
a strong push within Europe towards renewable solutions, 
both from the government and corporates, with demand for 
products like bioplastics completely outpacing supply. UPM is 
spending €1.6 billion to expand its bio-diesel/plastics 
production, with customers already offering to purchase the 
entire offtake.  

Elsewhere, the Fund acquired a new position in Banco 
Santander, a multinational banking group that has its main 
operations in Spain, UK, USA, Brazil and Mexico. The highly 
profitable operations in Brazil and Mexico are the jewels in 
the crown. The US business skews to the riskier end of 
consumer lending which, properly managed, can be highly 
profitable. On the other hand, the UK and Spain are highly 
competitive markets with weak credit demand and low 
interest rates. Earning an adequate return there will require 
improvement in the external environment and management 
action. 

For further details of the Fund’s invested positions, including country and 
industry breakdowns and currency exposures, updated monthly, please visit 
www.platinumworldportfolios.ie/The-Funds/PWP-International-Fund.

Top 10 Holdings
COMPANY COUNTRY INDUSTRY WEIGHT

Samsung Electronics Korea Info Technology 5.1%

Glencore Plc Australia Materials 3.5%

Ping An Insurance China Financials 2.9%

AIA Group Ltd Hong Kong Financials 2.9%

General Electric Co US Industrials 2.9%

LG Chem Ltd Korea Materials 2.8%

Micron Technology US Info Technology 2.7%

Microchip Technology US Info Technology 2.5%

Minebea Co Ltd Japan Industrials 2.4%

UPM-Kymmene Oyj Finland Materials 2.0%

As at 31 December 2020. See note 7, page 12.
Source: Platinum Investment Management Limited.

Net Currency Exposures
CURRENCY 31 DEC 2020 30 SEP 2020 31 DEC 2019

Euro (EUR) 26% 20% 10%

Chinese yuan (CNY) 16% 17% 20%

US dollar (USD) 15% 19% 38%

Japanese yen (JPY) 12% 13% 18%

Korean won (KRW) 8% 7% 6%

Chinese yuan offshore (CNH) 5% 0% -18%

Australian dollar (AUD) 4% 10% 2%

Hong Kong dollar (HKD) 4% 4% 3%

Canadian dollar (CAD) 2% 3% 2%

Indian rupee (INR) 2% 2% 4%

British pound (GBP) 2% 2% 9%

Zambian kwacha (ZMK) 2% 1% 1%

Taiwan dollar (TWD) 1% 1% 0%

Thai baht (THB) 0% 0% 1%

Norwegian krone (NOK) 0% 0% 1%

Brazilian real (BRL) 0% 0% 1%

Swiss franc (CHF) 0% 0% 1%

See note 6, page 12. Numerical figures have been subject to rounding.
Source: Platinum Investment Management Limited.

We paid 1.5x earnings before tax and loan loss provisions for 
this business. Thinking back to the Global Financial Crisis 
(2008-09) and the European Sovereign Debt Crisis (2012-13) 
banks rarely traded below 2.5x on this measure. Yet those 
were true existential crises. In 2009, the fear was not that 
some banks would fail but that all banks would fail. In 2013, 
the fear was that the financial order in some large developed 
economies would collapse entirely. By contrast, in 2020 the 
concern is simply that banks face reduced profitability. The 
share price action of European banks in 2020 was essentially 
an almighty dummy-spit by investors, aggravated by years of 
successive disappointment, which gave us a rare buying 
opportunity.

We also continued to add to our positions in InterGlobe 
Aviation (Indian low-cost airline) and AIA (life insurer). These 
purchases were funded via trimming a number of our 
strong-performing travel-related stocks (Amadeus, Booking 
Holdings, Vail Resorts) and internet-related stocks 
(Alibaba, Alphabet, Tencent).
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Outlook
We are cautiously optimistic in the medium term about the 
future returns of the portfolio based on the valuations and 
outlook for the companies in the portfolio. While we have 
seen strong stock price appreciation across many holdings, 
this has occurred in line with the improving prospects that 
were part of our original investment case for making these 
investments. The memory chip makers Samsung and Micron, 
or the copper producers First Quantum and Freeport-
McMoRan, are cases in point. Both groups of companies have 
seen lifts in their product prices and thus profits, as a result of 
tightness in supply, which we expect will be maintained for a 
number of years. That we are still in the early stages of the 
post-COVID recovery provides additional support for the 
investment case. As such, we remain comfortable that these 
companies are still in the early stage of their business cycles 
and believe they can still produce good returns from here. 

The other element of our optimism is that even where we 
may start to trim some of these good performers, we 
continue to find new prospective ideas to add to the 
portfolio. In the shorter term, our concern is for the potential 
unwinding of the speculative mania in growth stocks. The end 
of the technology bubble in 2001 showed that it is feasible 
for our ‘real’ economy companies in the portfolio to 
appreciate while ‘virtual’ counterparts collapsed. While many 
investors may find it hard to envisage that a sell-off in these 
market favourites would not impact the rest of the market, it 
would only represent a reversal of the trend of the last two 
years that has been unprecedented in financial history.  

The more concerning risk for future returns is the possibility 
of a financial accident akin to what happened during the GFC. 
For years after the GFC, many commentators were obsessed 
with the idea that the world had too much debt (though it 
should be noted that they never provided a framework for 
thinking about what was the right level of debt). Today, after 
an enormous increase in indebtedness across the global 
economy, as a result of the fiscal policy response to the 
pandemic, perversely there is little discussion about the levels 
of debt. Indeed, the increasing attention to the idea of 
Modern Monetary Theory (MMT)3 lends greater credence to 
the suggestion that levels of debt don’t matter. While we 
can’t provide the framework to say how much debt is too 
much, that this debt has been accrued at a time when there is 
such a high level of certainty that interest rates will stay at 
near zero levels, is an uncomfortable backdrop for investors. 
We would expect if stress develops in financial markets, the 
most likely warning bells will come in the debt markets. At 
this stage, there are no signs of any such stress in debt 
markets and indeed, they continue to perform strongly. 

The difficulty in dealing with this type of risk is that it may or 
may not be realised, and if there is an event, it is likely to arise 
relatively quickly. We will continue our approach of taking 
advantage of investment opportunities as they arise, but also 
maintaining a relatively conservatively invested position by 
keeping cash reserves and short positions as insurance.

3 Modern Monetary Theory is based on the premise that if a country is 
responsible for issuing its own currency, then there are no limitations on 
how much money it can print (and hence spend) and therefore, the 
amount of debt it incurs is inconsequential. MMT has divided economists 
and market practitioners alike, with opponents arguing that this approach 
is inflationary.
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