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Performance
to 31 December 2021

SUB-FUND

PORTFOLIO
VALUE
(US$ MIL)

QUARTER

1 YEAR

Class A (USD)

14.5

-1.7%

7.4%

Class D (USD)

23.2

-1.9%

6.7%

0.1

-0.2%

14.5%

-4.0%

1.7%

-2.1%

9.4%

2 YEARS
3 YEARS
5 YEARS
SINCE
COMPOUND COMPOUND COMPOUND
INCEPTION
PA
PA
PA COMPOUND PA

INCEPTION
DATE

Platinum World Portfolios - Japan Fund

Class F (EUR)
MSCI Japan Net Index (USD)

(1)

MSCI Japan Net Index (USD) (EUR)

(2,3)

6.9%

10.5%

7.4%

6.2%

9.8%

7.1%

5.4%

10.1%

-

7.9%

11.7%

8.5%

7.2%

11.9%

-

8.4%

11 Jan 2016

7.8% 16 Nov 2015
3.8%

18 Oct 2017

7.4% 16 Nov 2015
6.9%

18 Oct 2017

(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.
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. Returns could be reduced, or losses incurred due to currency fluctuations
See note 1, page 16.
Source: Platinum Investment Management Limited for Fund returns; FactSet Research Systems for MSCI Index returns.
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Macro Overview:
A Case of Catch-22 for Policymakers in 2022?
by Andrew Clifford, Co-Chief Investment Officer

In late December, CEO and co-CIO Andrew Clifford sat down with Investment Specialist
Douglas Isles to discuss inﬂation, labour market pressures, interest rates, China, decarbonisation,
and Omicron - and the challenges these pose for policymakers and markets in 2022. An edited
transcript of the conversation is below.*

DI: Andrew you've been talking about the risks of
inflation since June 2020 and now everyone's talking
about it. Can you give us an update on your thoughts?
AC: The way the inflation story has progressed is really quite
interesting. A few months ago, many still regarded it as being
‘transitory’ – citing the lumber price, and a whole series of
prices for that matter, moving up, down and back up again.
We've always maintained that the underlying cause of
inflation is the amount of money that's been printed. As a
result, you're not going to be able to track it by looking at
used car prices, copper prices or the like. What’s happening in
labour markets is a much more important indicator to focus
on now, particularly in the US.
The US economy is booming and currently there are about 10
million job vacancies, give or take. There are around seven
million people who identify as being unemployed, so we have
more jobs than people who are unemployed. Small, medium
and large companies are all finding it hard to fill jobs and
there’s anecdotal evidence of companies needing to increase
wage rates to attract staff. I would also add that in our
discussions with companies, many have commented that in
the past, when copper prices and steel prices rose, pressuring
margins for those companies that use these as inputs, they
couldn’t really increase prices and needed to find cost savings
elsewhere. Today, there's a very relaxed attitude from
corporates - they're just putting up prices. I think these
factors will create a potentially self-perpetuating cycle of
inflation.

DI: Would you say these labour shortages are
emboldening workers’ sense of self?
AC: Lower-income households have really struggled over the
past few decades, their real living standards have not
improved, particularly in places like the US. Their real living
standards have actually worsened over the last couple of
years, because they suffered the most from the COVID
lockdowns and subsequent job losses. They may have been
given some financial assistance along the way with the
various government benefit schemes around the world, but
as always, it’s these groups that are impacted the most by
inflation. They don't have the big stock or property portfolios,
which is where the money has been made.
So, this divide is getting wider, but interestingly, they now
have the upper hand with labour being in such short supply.
As a result, we are seeing labour strikes, such as the wellpublicised ones at Deere and Kellogg's that have gone on for
some time. In the case of Deere, the workforce has been
awarded some pretty healthy wage increases.
Perhaps symbolically, large parts of the US labour force have
not been unionised, but now the first Starbucks store (out of
around 9,000) has been unionised – and that’s just one store
in New York. Amazon workers at different warehouses are
trying to unionise, and we also have teacher strikes. Things
are changing, which again, links back to the potential for a
self-perpetuating inflation cycle.

*The full interview is available in audio format on The Journal page of our website https://www.platinumworldportfolios.ie/Insights/The-Journal
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DI: Is there a deep social problem emerging? How does
this factor into your thinking?
AC: Well, there is an issue here and I think one of the most
interesting social phenomena’s is on the Reddit discussion
platform, where ‘anti-work’ is the fastest-trending thread.
Rather than during the 1970s, 1980s or communism era,
where people were agitating for everyone to be paid the
same, the anti-work thread is that none of us should have to
work. Now, that might sound appealing, but we shouldn’t
underestimate the strength of this movement and it poses a
real problem for governments to solve. I believe it actually
points the way to some very fundamental changes, one of
which I think is going to be interest rates.
DI: The US Federal Reserve is now talking about rate rises
in 2022 of around three-quarters of a percent, how does
that impact things and what is the outcome from that?
AC: The first thing to note is that we're now talking about
rate hikes in 2022 - previously, they were meant to be
somewhere far off, in 2023 or 2024. I don't think this should
surprise anyone though, and we've been focused on this for
quite some time. The issue again, comes back to the impact
of inflation across the economy. The higher-income groups
will probably be relatively immune to it if their grocery bill
goes up 10%-15%, but for others it's very damaging. Of
course, in terms of politicians who fundamentally want to be
re-elected, solving inflation is more important. Ultimately,
what history showed through the 1960s, 1970s and 1980s, is
that governments need to deal with inflation or they will lose
the next election.
I think we're on the cusp of changing the way we think about
interest rates. It's really interesting that the market had
predicted this change in interest rates, with yields on the US
two-year Treasury edging higher in the closing weeks of 2021.
If you think about it though, if interest rates increase to 1% or
2% and inflation is 6%, with a strong economy, 1% or 2% is
not going to make a whole lot of difference. Indeed, there's a
huge incentive for the private sector to continue to borrow
money at still very low rates and essentially, in one way or
another, speculate on inflation. That's how these cycles really
take hold - it just creates more monetary growth when we
already have too much money. These are the things investors
need to be thinking about.
Monetary policy changes, whether it's interest rates or
quantitative easing, impact the economy with long lags –
traditionally 12-18 months. So, regardless of whether inflation
moves beyond 6% or not, we should expect that it's going to
be at elevated levels for some time to come, and the ultimate
end to deal with that, will be much higher interest rates than
people are expecting.
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Fig. 1: US Inflation Soars to Highest Level Since the Early 1980s

Source: Federal Reserve Bank of St. Louis, US Consumer Price Index, annual
rate, as at November 2021.

DI: Is this a pattern that is starting to emerge in other
economies as well, or is it still primarily a US
phenomenon?
AC: If you look at the monetary expansions we had in Europe,
money supply is up roughly 30% on two years ago, while in
the US, it's closer to around 40-45% and the monthly rates
continue to be quite strong. In China, it’s less so, let's call it in
the mid-20s.¹ This is very clearly US led, but we are seeing
inflation numbers at the highest levels in decades in many
economies and rate increases in much of the emerging world
already. So, I think the US is the centrepiece, but it is
something that we're seeing pretty much everywhere.
DI: Last time we spoke, we talked a lot about China’s
reform program. Perhaps you could give us an update on
what's happening on the ground there?
AC: As we discussed last time, what's most important in
China, in terms of downside risk, are the reforms in the
property sector. It's not about Evergrande and the indebted
developers, it is about the fall-off we've seen in the sale of
new apartments, which will then flow through to much lower
construction activity in the months ahead. This is the one
clear negative for global economic growth. The property
sector is a very important part of the Chinese economy and
thus the global economy. We haven't seen any improvement
there yet, but we have clearly seen a change in approach from
the government. For instance, there has been a change in
rules for how the better-managed developers, the ones who
have strong balance sheets, can access money and potentially
acquire the good projects from those in trouble. We have also
seen better mortgage terms for buyers, as well as cuts in the
reserve requirement ratio for the banking system to ease
liquidity. The Chinese policymakers are aware that there's an
issue here, and they are starting to act, as one would expect.
1 Source: FactSet Research Systems, Federal Reserve Bank of St. Louis.
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The market’s response? By and large, stocks in the areas that
have been the most impacted by these reforms bottomed in
July/August, with stock prices for the good property
developers up roughly 15-20% by year end. That’s not to say
that it's all over, but the market is indicating that we've
probably seen the worst of it in China.
DI: The Chinese government has a pattern of going hard,
the market reacts and then the government eases off a
little through a number of years of reform, do you agree?
AC: Absolutely. China is the one government that actually
does implement reform - they do it aggressively and there's
always the chance of policy mistakes and overreach. We saw
exactly the same thing occur at the end of 2018 with the
banking system, and they had to step back and relax their
measures. I think we have a similar situation here, they’ve
recognised the issue and are talking about measures to help
regain some momentum in the economy.
DI: You touched on stock price reactions, let’s turn to
markets more broadly. Are you seeing any parallels with
the technology boom in 2000, where everyone wanted to
own a narrow collection of stocks?
AC: I think the tech boom in 2000 is a very good model to
look at. There are a number of measures we look at. There's a
very high concentration of big companies in the indices now.
On the Nasdaq for example, the big 10 names, including the
FANGs, Microsoft, Nvidia and Tesla, account for roughly over
half of the market, which is very substantial - and most of
them are trading on very high valuations of 40, 50, or 70
times earnings. Here’s the other thing though, if you look at
Nasdaq's performance for 2021, it’s up around 17% in US
dollar terms for the year to date, but if you exclude the best
five of those big 10, the market is actually down c. 20%.²
Interestingly, a lot of the speculative, very highly valued
growth names have been selling off, but not in a straight line
up and down. Another measure we look at is ‘advance
decline’, which measures the number of companies that are
going up on any day versus the number going down, and
steadily over time, less and less stocks are going up. There's
also been a fall-off in the number of stocks making new highs
versus those making new lows. These are classic patterns that
have historically pre-empted a bear market. It is all very
similar to 2000, so yes, it's a very interesting parallel.
DI: So, this might not have much longer to run then?
AC: Well, I think we have to go back to interest rates. We've
been in an environment of falling inflation and interest rates
for three or four decades. Particularly during the last decade,
2 Source: https://realmoney.thestreet.com/markets/just-5-stocks-are-thedifference-between-a-bull-market-and-a-bear-market-15854516.

it has been the predominant financial variable propelling
stock markets and driving investors into high-growth stocks
and these big tech names. It looks like the end of that era is
fast approaching and we're already seeing many of the
companies that benefited from that, falling. It's not the first
interest rate increase that really knocks a stock market down
though, and it looks like we're going to have numerous ones.
On that basis, I would say that there's very little value in
these big-favoured names. We are looking elsewhere in the
market and finding that all those other stocks people didn't
want to know about are actually pretty good value, and we
expect them to be beneficiaries of this stronger growth
environment we're in (see the PWP - International Fund
report for more details on stock positioning).
DI: During the December quarter, we had COP26 and
there was a lot of talk about net zero emissions, how are
you thinking about that from an investment perspective?
AC: The move to decarbonise the world is a key thematic that
we’ve been researching and investing in for a long time. A
good example is LG Chem, one of the leading providers of
electric vehicle (EV) batteries, which has delivered us strong
returns over the last couple of years. A lot of the obvious
themes are very expensive and there are plenty of other more
interesting ways to play it. Let's look at EVs for example, we
have Tesla obviously, but there’s also Rivian, an electric truck
maker that has barely sold a truck and can scarcely make
trucks yet. It recently peaked with a market capitalisation of
around US$120 billion. Now, even when Tesla was in its
exciting days and everyone thought it was expensive, its
market cap was US$20 billion not US$120 billion, and it was
actually making quite a lot of cars back then.³
But let's think about how we're really going to decarbonise
our transportation fleet, it's a big task and we have lots of
companies out there that have invested heavily in the
electrification of vehicles, Toyota is the leader and BMW is
right up there. These companies have been investing in this
area for a long time, but everything can’t just go electric,
that's not a feasible outcome. Even if the developed markets
are fully electrified in a decade from now, there'll still be large
parts of the world that don't have the infrastructure or the
generation capacity for that. Companies like BMW and
Toyota are thus very focused on reducing the carbon
emissions from their traditional internal combustion engines
and hence we believe these companies are a very good play.
Companies like Valeo, who have a lot of componentry in the
exciting areas in auto, but most notably the electric drive
train, is another potential play. They're not the obvious “buy”
on the electric vehicle theme, but we're buying companies
that stand to benefit from that very same trend. Another one
3 Source: FactSet Research Systems.
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is copper, a material that's seen very little investment of
substance for years now. We need it for EVs, renewable
energy and charging stations. We've had big investments
there and done well, but again, it's not always the obvious
“buy the wind farm” or “buy the wind turbine maker”, there
are other ways of playing this theme and that’s very much
our focus.
DI: You mentioned some successes; another big success
was the vaccine producers. How is COVID factoring into
your thinking as we enter 2022?
AC: It's been such an uncertain environment for the last
couple of years and we now have the Omicron variant. What
does that mean exactly? There are as many different
opinions, as there are articles written about it. I think the
thing for investors, and answering in that context, is that
when we're buying companies, we’re buying them for the
next 10 and 20 years of their earnings, not the next six
months. Now, the market might fluctuate around those
concerns, but we are of the view that we will move beyond
COVID - simply because you can see how populations just
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want to do that, even with the risk that entails. While there
will be short-term fluctuations around concerns and stocks
will go up and down depending on what investors think is
going on, the way to navigate through this, again as an
investor, is to look at the longer-term potential of your
investments.
DI: Is there any final comment you would like to share?
AC: I think we're in an interesting market, and we've talked
about this many times over recent years, where we have
some parts that are extraordinarily expensive and we have
focused on that here. However, there is the other side of the
market, the real companies that have been ignored that are
valued sensibly, that are in a position to benefit from the
economic environment we're in. Again, going back to 2000,
that's exactly what we had back then, where people at that
time, only had eyes for the tech sector. It's very similar and
the lesson from that time, was not to just avoid the overhyped and expensive stocks, but to buy the other stocks that
people wanted to ignore.

MSCI Regional Index Net Returns to 31.12.2021
(USD)

MSCI All Country World Sector Index Net
Returns to 31.12.2021 (USD)

REGION

SECTOR

QUARTER

1 YEAR

6.7%

18.5%

Developed Markets

7.8%

Emerging Markets

-1.3%

United States

All Country World

Europe
Germany

7

QUARTER

1 YEAR

Information Technology

12.6%

27.4%

21.8%

Utilities

10.2%

10.1%

-2.5%

Real Estate

8.9%

22.8%

10.0%

26.5%

Consumer Staples

8.3%

11.1%

5.1%

16.2%

Materials

7.1%

14.8%

Health Care

6.7%

17.5%

0.8%

5.3%

France

7.1%

19.5%

Consumer Discretionary

6.1%

9.0%

United Kingdom

5.6%

18.5%

Industrials

5.5%

16.1%

Italy

5.6%

15.0%

Financials

3.1%

24.4%

Spain

-1.4%

1.4%

Energy

2.8%

36.0%

Russia

-9.2%

19.0%

Communication Services

-1.6%

10.4%

Japan

-4.0%

1.7%

Asia ex-Japan

-1.2%

-4.7%

Total returns over time period, with net official dividends in USD.

China

-6.1%

-21.7%

Historical performance is not a reliable indicator of future performance.

Hong Kong

-3.5%

-3.9%

Korea

-0.9%

-8.4%

India

-0.2%

26.2%

2.1%

9.4%

-6.5%

-17.4%

Australia
Brazil
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.

Source: FactSet Research Systems.
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Why ‘Negative Screens’ are Bad ESG
by Jan van der Schalk

In what has been cast as a win for the ESG
movement, in August 2021, BHP announced it
was selling its petroleum assets (to Woodside
Petroleum). While we recognise that, from an
economic viewpoint, this transaction makes
sense for BHP, we are at something of a loss to
understand how it is a positive outcome for the
purpose of reducing greenhouse gas (GHG)
emissions.
This action will see BHP reduce its fossil fuel exposure to ~9%
of revenue.¹ It’s not unsurprising that the sale takes BHP’s
hydrocarbon assets to the point which most ESG funds
consider as an allowable threshold for revenues from ‘bad’
assets. Our issue is that this is merely the shifting of assets to
another owner, which is not the intention of establishing ESG
criteria and it isn’t a win for the environment.
The reason ESG is an important force in the investing world is
that it is driven by investors’ belief that their money can be
used to do good, to help improve the world. The investment
industry’s response to this moral imperative for ‘doing good’
has become just another risk to be managed to maintain
funds.

1 Internal estimate November 2021.

By casting climate change in terms of risk, it transforms this
existential moment to a mere ‘input’ where, if you eliminate
the risk, you (by proxy) eliminate the issue. We contend that
this is dangerous and leads to the kind of fruitless, in terms of
GHG emissions, corporate action where assets are shifted,
not extinguished.
This is, we believe, bad ESG.
Good ESG, instead, has as its defining purpose: ‘change’.
Change, however, is hard. It takes time, effort and application.
To begin with, a good investment manager will need to
understand the business in its entirety - from what it does, to
how it does it, to why it is done, to working out how long it
can be sustained. By means of this analysis, the investment
manager can form an insight about how ‘good’ the
organisation is and where it can improve. Once this exercise
has been completed, investors, as part-owners, are able to
begin a dialogue with management. A dialogue, which is
always a two-way street, can hopefully lead to change.
Bad ESG chooses to short-cut this process through applying
so-called ‘negative screens’ as if, by not investing in bad
actors (by means of non-engagement) those organisations
will change their ways (for the betterment of our world).
Negative screens are the current prevailing methodology
deployed in the world of ESG investing: as a solution it is
simple, easily observed and, as evidenced by the above
example, ineffective.

QUARTERLY INVESTMENT MANAGER'S REPORT

The problem is that negative screens are not moving the
world forward, they are, in fact, doing nothing – the solution
on climate change is not as simple as pivoting (overnight?) to
renewable energy and shuttering coal mines and petroleum
installations: the lights would go out. Negative screens that
exclude polluters are, ipso facto, bad ESG.
Now, we are not suggesting that good ESG companies are
bad investments (clearly, they’re not, though it does
depend on what you pay for them), it’s more the case
that to solve the world’s environmental issue, it’s just as
important that we encourage all companies to be better.

What does good ESG look like?
At Platinum, we emphasise a balanced approach, looking
at what both detracts and contributes, and combine this
with engagement rather than divestment.
Two months before BHP divested their petroleum assets,
there was another event involving BHP which caused much
ESG consternation: Glencore, one of the world’s largest
mining companies, bought its junior partners’ interests in one
of the world’s largest open-pit coal mines. BHP was one of
those partners.
This, in our view, is a positive ESG action. But how could
buying (more) mining assets, thermal coal ones at that, make
sense from an environmental pollution perspective? How
could this be an ESG-positive decision?
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“Disposing of fossil fuel assets and making them someone
else’s issue is not the solution and it won’t reduce absolute
emissions,” said Glencore’s former CEO, Ivan Glasenberg.
As Glencore has often argued, coal divestment is “pointless”
– they view coal mines as a source of cash to be re-invested
into the production of the raw materials, such as copper,
cobalt and nickel, which will be needed for the world to shift
(dramatically) to cleaner forms of energy, such as wind
turbines. How can we ensure this? By targeted and thoughtful
engagement ensuring that Glencore is held to account;
Platinum, through being an (active) owner of Glencore, is
doing exactly that.
Furthermore, Glencore pointed out that with full control it
now holds the keys on how to reduce the life of the mine,
whereas with having to manage other partners, Glencore ran
the risk of the mine-life actually being extended.
The next part of this transaction is that, as investors, we can
ensure that Glencore makes good on its promises. How can
investors ensure Glencore ‘stays honest’? It’s called
engagement, of being part of their journey, no matter how
reputationally uncomfortable that might be in the short
term. While it is both glamourous (to a point!) and exciting to
be part of building the new renewable energy economy, the
success of this rests on combining this with helping the bulk
of the economy adapt and transition – to make the current
‘bad’ players into tomorrow’s ‘good’ operators.

Fig. 1: ESG Fund Flows Continue to be Strong Across Strategies
Quarterly flows (US$ bn; LHS) and trailing twelve-month growth (RHS) by ESG strategy

Q2 2021* only through May 2021
Source: Morningstar, Goldman Sachs Global Investment Research.
Past performance is not a guide to future performance. The value of investments and the income from them can fall as well as rise and investors may get less
than they invested. Capital at risk.
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Fig. 2: Reasons Why Firms Adopt Sustainable Investing Practices
What do you believe are the primary reasons firms adopt sustainable investing practices? (n = 300)

Source: Morgan Stanley Institute for Sustainable Investing, Bloomberg, 2018

So, not only is the outcome potentially ESG-good it was also
a courageous thing to do, for it flies in the face of the “shut all
coal mines” orthodoxy.
The seductive thing about negative screens is that they’re
easy to explain (“I won’t invest in this because it’s bad… ”)
and they’re emotionally satisfying, as it plays to our
negativity bias and therefore, signals (very simplistically),
virtue - of doing the ‘right’ thing.
The problem is that negative screens reduce something very
complex and long term (for instance, our environmental
concerns and how we better our situation), to something so
simple it’s, at best, a lacklustre response and, at worst,
destructive.
And yet, when looking at ESG funds, the exclusionary
(negative screen) style has dominated (see Fig. 1):
We ended up here largely because the investment industry
has, in the recent past, focused only on short-term returns
(and then done so in the most simplistic of ways through
measurement against some nominal index). Consequently,
the industry has lost touch with its purpose - to generate
wealth - and now, through its focus on excess return (alpha)
it is incapable of deepening its offering in the form of
generating wealth worth having.
Is there proof? Fig. 2 says it all:

Though it might be a little unfair, but this chart would
suggest that the investment industry’s response is not about
recognising what our customers intend to achieve and more
about “what is the lowest hurdle we can get away with?”.
We would go further - the current offering of the majority of
ESG funds/ETFs actually are complicit in actively promoting
cynical ESG behaviour, and potentially, are guilty of
‘greenwashing’. At the beginning of this piece we pointed out
the convenience of BHP’s 10% fossil fuel revenue threshold
– by this mechanism ESG funds/ETFs ensure they still get to
partake in the upside if there is a lift in commodity prices
(and stay near their index comparator). The 10% materiality
threshold therefore actually encourages companies to sell
their GHG-intense assets down to a nominal threshold
– paradoxically, this approach encourages poor behaviour.
We believe that a thoughtful long-term investor has an ability
to be part of creating a better world through engaging,
enabling (an investment supports an organisation in
developing new ideas, processes and products) and
contributing in the future, which is yet to emerge. Good ESG
is patient and encourages new technologies whilst
recognising that nobody can be left behind, and thus, will
therefore also be part of transforming legacy ‘smokestack’
industries.
Solving the complexities of the climate isn’t about taking
sides or being non-inclusive, it’s about harnessing all the
technology, know-how and skill we can muster.
That’s ESG: done responsibly.
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Platinum Japan Fund

James Halse
Portfolio Manager

Performance
(compound p.a.+, to 31 December 2021)
SHARE CLASS

3 YRS 5 YRS
SINCE
P.A.
P.A. INCEPTION
P.A.

QUARTER

1 YR

PWP Japan Fund Class A USD

-2%

7%

11%

7%

8%

PWP Japan Fund Class D USD

-2%

7% 10%

7%

8%

0% 14% 10%

-

4%

9%

7%

PWP Japan Fund Class F EUR
MSCI Japan Net Index (USD)

-4%

2% 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 Japan Net Index in
USD. Source: Platinum Investment Management Limited, FactSet Research
Systems. Historical performance is not a reliable indicator of future
performance. Returns could be reduced, or losses incurred due to
currency fluctuations. See notes 1 & 2, page 16.

Value of US$100,000 Invested Since Inception
31 December 2016 to 31 December 2021

MSCI Japan Net Index (US$)

PWP - Japan Fund (Class D)

After fees and costs. See notes 1 & 3, page 16. Historical performance is
not a reliable indicator of future performance. Returns could be
reduced, or losses incurred due to currency fluctuations. See notes 1 & 2,
page 16.
Source: Platinum Investment Management Limited, FactSet Research
Systems.

Japanese equity markets fell in the final quarter of the year
(MSCI Japan -4% in USD terms), with broad-based weakness
across sectors offset only by areas of strength in electronic
materials and the semiconductor supply chain. In this
context, the Fund (Class D) held up relatively well, declining
only 1.9%.¹
The weaker yen provided support for the majority of our
holdings, given the export-focused nature of much of these
businesses. However, we also benefited from idiosyncratic
exposures – particularly in Katakura Industries (+44%),
Oyo Corporation (+46%) and Daisue Construction (+43%).
The commonality between these diverse businesses is
exposure to the key themes of improving governance and
shareholder returns, stimulated by activist involvement and
regulatory changes.
Katakura, a conglomerate that makes everything from
pharmaceuticals to fire trucks, saw its management launch a
buyout offer for the company, likely in response to activist
shareholder pressure. The major shareholder agreed to sell
into the buyout, unless a better offer was forthcoming. We
felt the price was egregiously low, below the reported value
of the company’s tangible assets, and at less than half the
market value of those same assets. A buyer arose for the
activist’s 10.6% stake at a reported 10% premium to the bid
1 References to returns and performance contributions (excluding
individual stock returns) in this PWP - Japan Fund report are in USD
terms. Individual stock returns are quoted in local currency terms and
sourced from FactSet Research Systems, unless otherwise specified.
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price, and the stock has traded well above the bid price since
that point. Katakura has now extended the offer period to
11 January. We have not tendered our stock and await
developments with interest.

Disposition of Assets

Oyo is a consulting business built on geological expertise,
that has favourable exposure to offshore wind power
projects, an area expected to see tens of billions of dollars of
investment. The stock rallied on improved profit results and
dividends as management elected to take the revolutionary
step of centralising bid processes and foregoing bidding on
unprofitable work. There is the clear potential that
management chose this course of action based on
conversations behind closed doors with its 12% sometimesactivist shareholder. The stock rallied further as management
amended their mid-term plan to increase their guided
dividend payout ratio range and increase their planned spend
on M&A, as well as announcing a share buyback for up to
2.3% of outstanding shares. These measures were likely
viewed especially positively by the market as the company
was sitting on net cash (earning no return) equivalent to more
than 70% of its market cap at the time.

Cash
Shorts

-8%

Daisue, a construction business that was trading at less than
half the value of its net tangible assets, spiked after it
announced it was doubling its dividend payout and
committing to a 50% payout ratio going forward. It seems
likely they too had benefited from conversations with two
sizeable potential activist shareholders on their register.
Other major contributors included semiconductor production
equipment manufacturer Tokyo Electron (+33%) on
continued strong growth in its end markets; memory chip
maker SK Hynix (+27%), as it recovered from depressed
levels after issuing an optimistic outlook on memory demand;
and shipper Kawasaki Kisen Kaisha (+14%) as freight rates
remained elevated due to strong demand for products and
pandemic-driven supply chain bottlenecks, which have
resulted in shortages of container shipping capacity.
Pleasingly, we added significantly to our Tokyo Electron
position in September, meaningfully upweighted our SK
Hynix position in August at levels below KRW100,500
(128,500 at the time of writing), and traded Kawasaki Kisen
Kaisha well, reducing our position aggressively near the
September peaks in the stock, and adding back to the
position after the large sell-off into October.
Our second-largest holding, precision manufacturer
MinebeaMitsumi, was a beneficiary of yen weakness,
rallying 14% in the quarter. It recovered its post-election
sell-off into its results announcement, following which it
reached new highs as it upgraded earnings guidance and
outlined initiatives to drive profits growing forward.

REGION

31 DEC 2021

30 SEP 2021

31 DEC 2020

79%

79%

88%

8%

7%

12%

13%

14%

1%

-5%

-1%

Japan
South Korea

See note 4, page 16. Numerical figures have been subject to rounding.
Source: Platinum Investment Management Limited.

Net Sector Exposures
SECTOR

31 DEC 2021

30 SEP 2021

31 DEC 2020

Industrials

25%

21%

15%

Information Technology

19%

19%

30%

Materials

16%

12%

6%

7%

9%

17%

Communication Services

5%

9%

9%

Consumer Staples

4%

5%

1%

Health Care

2%

4%

15%

Financials

2%

1%

2%

Real Estate

1%

1%

0%

Consumer Discretionary

Energy

0%

0%

2%

Other

-2%

0%

0%

TOTAL NET EXPOSURE

79%

81%

98%

See note 5, page 16. Numerical figures have been subject to rounding.
Source: Platinum Investment Management Limited.

Net Currency Exposures
CURRENCY

31 DEC 2021

30 SEP 2021

31 DEC 2020

Japanese Yen (JPY)

62%

91%

88%

United States Dollar (USD)

30%

2%

0%

South Korean Won (KRW)

8%

7%

12%

See note 6, page 16. Numerical figures have been subject to rounding.
Source: Platinum Investment Management Limited.

QUARTERLY INVESTMENT MANAGER'S REPORT

Major detractors from performance included brewer Asahi
(-17%), which fell on a profit downgrade caused by rising
input costs and crimping of on-premise demand due to
pandemic restrictions. Likewise, investor sentiment toward
baby products maker Pigeon (-15%) continues to be affected
by pandemic-driven lockdowns in China and the implications
for the depressed Chinese birth rate. Mobile games maker
DeNA (-15%) and database software distributor Oracle
Corporation Japan (-11%) also sold off on weak quarterly
results.

Changes to the Portfolio
We exited our positions in video games maker Gree and
digital advertising agency CyberAgent during the quarter. In
Gree’s case, we sold into its very large on-market share
buyback, which had put upward pressure on the stock (up
54% in the quarter to our exit point in late October). This
seems to have been well-timed as the stock has since traded
down below our exit price. We sold CyberAgent after a
detailed review of the company determined the business’
positioning was not attractive enough to justify the premium
multiple ascribed to the stock. The stock has been a strong
performer for the Fund, up a cumulative 105% since the first
entry point in June 2019 to final exit point in October 2021.
The major new addition was a return to the portfolio for
gaming console maker Nintendo. The stock had fallen on
fears we have reached the peak of the cycle for its Switch
console. While we acknowledge this is likely the case, we
believe the market is failing to give enough weight to changes
in the underlying business model that mean the cycle is likely
to be extended relative to history, with better profitability
experienced throughout.

31 DECEMBER 2021

13

Outlook
Japan has lagged other developed market equity indices in
recent times, with an especially large performance gap to the
US. With this in mind, investors may wonder why they should
bother with Japan. In our view, the setup currently is
especially attractive as global fund flows appear to be
ignoring the fundamental improvements in the Japanese
market.
As illustrated in Fig. 1-3 on the following page, return on
equity for Japanese companies with a market value of greater
than US$500 million has now improved to be close to North
American levels, while dividends have risen strongly as
companies have grown earnings and increased payout ratios.²
Despite these factors and an increasing amount of share
buybacks, Japan’s relative price-to-book (P/B) ratio has
de-rated to extreme levels.
It is a tenet of fundamental investing that the potential for
investment returns should be examined on a prospective
basis rather than looking at recent experience. Taking that
approach, the outlook for Japanese stocks appears quite
positive to us, given their attractive relative valuation,
growing profitability and rapidly improving cash returns to
shareholders.
2 Not shown in the chart, the 5-year annualised growth in dividends to the
period immediately preceding the pandemic was around 16%.

We also added to our position in packaging manufacturer
Toyo Seikan. The company holds strong market positions,
but has allocated capital inefficiently. An activist is involved,
and the company has instituted a share-based incentive
program for executives, while also implementing a
meaningful stock buyback. Much further improvement is
possible for this company, and it is valued very cheaply
relative to its readily monetizable assets.

Top 10 Holdings

On the currency front, we reduced our Japanese yen exposure
from 91% at 30 September to 62% at 31 December and
increased our exposure to the US dollar from 2% to 30%, as
it became clearer that Japan is likely to be one of the last
countries to temper its monetary largesse as inflation
remains benign. This move looks to have been timely as the
yen continues to depreciate in the New Year.

COMPANY

Toyo Seikan Group

COUNTRY

Japan

INDUSTRY

WEIGHT

Materials

5.2%

MinebeaMitsumi Co Ltd Japan

Industrials

5.2%

Lixil Group Corp

Industrials

3.7%

Japan

SK Hynix Inc

South Korea

Info Technology

3.7%

Open House Co Ltd

Japan

Cons Discretionary

3.4%

Kawasaki Kisen Kaisha

Japan

Industrials

3.3%

Toyota Motor Corp

Japan

Cons Discretionary

3.2%

Tokyo Electron Ltd

Japan

Info Technology

3.2%

Hokuetsu Corp

Japan

Materials

3.2%

DeNA Co Ltd

Japan

Comm Services

2.9%

As at 31 December 2021. See note 7, page 16.
Source: Platinum Investment Management Limited.

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-Japan-Fund.
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Fig. 1: Return on Equity (ROE) - Japan vs. North America, 2011-2020*

Source: FactSet Research Systems, Platinum Investment Management Limited, as at 1 December 2021.

Fig. 2: Dividend Increase – Japan Rolling 12-Month Dividend Payout (USD) (000’s)*

Source: FactSet Research Systems, as at 30 November 2021.

Fig. 3: Price-to-Book (P/B) - Japan vs. North America*

Source: FactSet Research Systems, Platinum Investment Management Limited, as at 1 December 2021.
*Companies >US$500 million market capitalisation.
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DISCLAIMERS: This publication was prepared by Platinum Investment Management Limited (ABN 25 063 565 006) (AFSL 221935), trading as Platinum Asset
Management (Platinum®), as the Investment Manager for, and on behalf of, Platinum World Portfolios PLC (the “Company”), an open-ended investment company with
variable capital incorporated with limited liability in Ireland with registered number 546481 and established as an umbrella fund with segregated liability between
sub-funds pursuant to the European Communities (Undertakings for Collective Investment in Transferable Securities) Regulations 2011, as amended. Platinum World
Portfolios - International Fund, Platinum World Portfolios - Asia Fund, and Platinum World Portfolios - Japan Fund (each a “Fund”, as the context requires, and together
the “Funds”) are sub-funds of the Company.
This publication has been approved by Mirabella Advisers LLP. Platinum UK Asset Management Limited (Company No. 11572258) is an appointed representative of
Mirabella Advisers LLP, which is authorised and regulated by the Financial Conduct Authority - number 606792. Platinum UK Asset Management Limited is a subsidiary
of Platinum and the appointed sub-distributor of the Company in the United Kingdom. The content of this publication has also been approved by Mirabella Malta
Advisers Limited. Platinum Management Malta Limited is a tied agent of Mirabella Malta Advisers Limited which is licensed and regulated by the Malta Financial Services
Authority. Platinum Management Malta Limited is a subsidiary of Platinum and the appointed sub-distributor of the Company for certain European Union member
states.
This publication contains general information only and is not intended to provide any person with investment advice.Acquiring shares in the Company may expose an
investor to a significant risk of losing all of the amount invested. The Company is a limited liability company and any person who acquires shares in the Company will not
thereby be exposed to any significant risk of incurring additional liability. Any person should consider their own financial position, objectives and requirements and seek
professional advice before making any financial decisions. Any person should also read the prospectus before making any decision to acquire shares in PWP. The
prospectus and key investor information documents (“KIIDs”), which further detail the risks relating to investment in the Company, can be obtained online at
www.platinumworldportfolios.ie.
Neither the Company nor any company in the Platinum Group®, including any of their directors, officers or employees (collectively “Platinum Persons”), guarantee the
performance of any of the Funds, the repayment of capital, or the payment of income. Past performance is not a reliable indicator of future performance. Returns could
be reduced, or losses incurred, due to currency fluctuations. 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.
This publication is aimed solely at professional clients within the meaning of Article 4.1(10) of the Markets in Financial Services Directive 2014/65/EU (MiFID II)
(“Relevant Persons”). This document is an informational document and does not constitute an offer or invitation to subscribe for shares in the Company or in any other
product or fund referenced herein, and no person other than a Relevant Person should act or rely on this presentation.
Additional information for Qualified Investors in Germany
Shares of the Company may not be distributed or marketed in any way to German retail or semi-professional investors if the Company is not admitted for distribution to
these investor categories by the Federal Financial Supervisory Authority (Bundesanstalt für Finanzdienstleistungsaufsicht).
Additional information for Qualified Investors in Switzerland
The Company and the Funds are available for distribution to qualified investors (as defined in the Swiss Collective Investment Schemes Act of 23 June 2006) in and from
Switzerland. The Company’s Swiss representative is Fundbase Fund Services AG, Bahnhofstrasse, 1 CH-8852 Altendorf SZ. The Company’s Swiss paying agent is Neue
Helvetische Bank AG, Seefeldstrasse 215, CH-8008 Zurich. Qualified investors in Switzerland can obtain the binding documents of the Company and its Funds (such as
the prospectus, KIIDs and financial statements) and marketing material about the Company free of charge from the Company’s Swiss representative. The Company’s
country of domicile is Ireland. In respect of the shares of the Company distributed in or from Switzerland, the place of performance and jurisdiction is the location of the
registered office of the Company’s Swiss representative. This document may only be issued, circulated or distributed so as not to constitute an offering to the general
public in Switzerland. Recipients of this document in Switzerland should not pass it on to anyone without first consulting with their legal or other appropriate
professional adviser and with the Company’s Swiss representative.
© Platinum World Portfolios PLC 2022. All rights reserved.
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NOTES: Unless otherwise specified, all references to "Platinum" in this report are references to Platinum Investment Management Limited (ABN 25 063 565 006,
AFSL 221935). Some numerical figures in this publication have been subject to rounding adjustments. References to individual stock or index performance are in local
currency terms, unless otherwise specified.
1. Fund returns are calculated by Platinum using the Fund's net asset value per share (i.e. excluding the anti-dilution levy) attributable to the specified share class. Where
a 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. Fund returns are net of fees and expenses, pre-tax, and assume the accumulation of the net income and capital gains, each as
attributable to the specified share class. The MSCI index returns are in USD, are inclusive of net official dividends, but do not reflect fees or expenses. MSCI index
returns are sourced from FactSet Research Systems. Platinum does not invest by reference to the weightings of the specified MSCI index. As a result, the Fund’s
holdings may vary considerably to the make-up of the specified MSCI index. MSCI index returns are provided as a reference only. The investment returns shown are
historical and no warranty is given for future performance. Historical performance is not a reliable indicator of future performance. Due to the volatility in the Fund’s
underlying assets and other risk factors associated with investing, investment returns can be negative, particularly in the short term.
2. The portfolio inception dates for each active share class of the relevant Fund are as follows:
• Platinum World Portfolios - Japan Fund:
Class A USD (Accumulating) (ISIN: IE00BYRGRF20): 11 January 2016
Class F EUR (Accumulating) (ISIN: IE00BYRGRL89): 18 October 2017

Class D USD (Accumulating) (ISIN: IE00BYRGRJ67): 16 November 2015

For the purpose of calculating the “since inception” returns of the MSCI index, the inception date of Class D of the Fund, being 16 November 2015, is used (as Class D
was the first share class activated).
3. The investment returns depicted in this graph are cumulative on US$100,000 invested in Class D of the specified Fund over the specified period relative to the
specified net MSCI Index in US Dollars.
4. The geographic disposition of assets (i.e. other than “cash” and “shorts”) shows the Fund’s exposures to the relevant countries/regions through its long securities
positions and long securities/index derivative positions, as a percentage of its portfolio market value. With effect from 31 May 2020, country classifications for
securities were updated to reflect Bloomberg’s “country of risk” designations and the changes were backdated to prior periods. “Shorts” show the Fund’s exposure to
its short securities positions and short securities/index derivative positions, as a percentage of its portfolio market value. “Cash” in this table includes cash at bank,
cash payables and receivables and cash exposures through derivative transactions.
5. The table shows the Fund’s net exposures to the relevant sectors through its long and short securities positions and long and short securities/index derivative
positions, as a percentage of its portfolio market value. Index positions (whether through ETFs or derivatives) are only included under the relevant sector if they are
sector specific, otherwise they are included under “Other”.
6. The table shows the Fund’s net exposures to the relevant currencies through its long and short securities positions, cash at bank, cash payables and receivables,
currency forwards and long and short securities/index derivative positions, as a percentage of its portfolio market value. Currency classifications for securities reflect
the relevant local currencies of the relevant Bloomberg country classifications. The table may not exhaustively list all of the Fund’s currency exposures and may omit
some minor exposures.
7. The table shows the Fund’s top ten positions as a percentage of its portfolio market value taking into account its long securities positions and long securities derivative
positions.

MSCI INC. DISCLAIMER: The MSCI information may only be used for your internal use, may not be reproduced or redisseminated in any form and may not be used as
a basis for or a component of any financial instruments or products or indices. None of the MSCI information is intended to constitute 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)
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