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Global Market Commentary 

The last quarter of 2017 has been a good quarter, topping off a very strong year for equity 

markets. A strong earnings season, continued healthy economic growth and US tax cuts have 

helped equity markets this quarter. Over the year, we saw a synchronised global growth ac-

celeration and unemployment rates continued to decline. As economic slack continued to 

diminish, several central banks modestly tightened monetary policy, although some emerg-

ing market (EM) central banks were able to cut rates, in response to lower inflation. It was also 

a year when downside political risks failed to materialise and the major upside political risk, in 

the form of US tax cuts, was delivered. The positive economic and political backdrop helped 

drive risk assets higher. 

US equities have had a great year, remarkable not only for their strong returns, but also for 

their consistency and lack of volatility. US equities delivered positive returns in every single 

month of 2017, the first time this has happened since 1958. Unemployment fell to the lowest 

level since 2000 and business investment accelerated, with core capital goods orders rising 

by 10% year on year. The reduction in the corporate tax rate to 21% will boost after tax earn-

ings for US companies in 2018 and has already contributed to the strong returns for US equities 

in 2017. It was not just tax-cut expectations driving US equities higher though; third-quarter S&P 

500 earnings per share rose by 6% year on year. 

The best-performing equity markets this year have been in Asia and the emerging markets. 

Several factors have contributed to their strong performance. A weak dollar has historically 

been supportive of the relative performance of emerging market equities and this proved to 

be the case in 2017. EM equities have also benefited from a rebound in earnings off of a low 

base. The recovery in some industrial commodity prices, such as copper, has also supported 

some of the more commodity-focused EM stock markets. It’s also been another year when 

the China bears have been left disappointed. In the fourth quarter, the 19th National Con-

gress laid out a plan for reducing financial risks while focusing on delivering slightly lower, but 

still very substantial, GDP growth. 

Turning to look at central bank action and fixed income markets, the European Central Bank 

was encouraged by the health of the European economy, and announced in October that it 

will reduce its monthly quantitative easing purchases down to EUR 30 billion. This lower pace 

of purchases will start in January and last until at least September of 2018. The Bank of Eng-

land increased interest rates in November for the first time since 2007, noting that any further 

rate rises are likely to be very gradual and remain highly dependent on the outcome of the 

Brexit negotiations. In the US, the Federal Reserve (the Fed) raised rates again in December, 

for the third time in 2017. Trump also announced that Jerome Powell will lead the Fed when 

Yellen steps down in February. Powell is unlikely to materially alter the likely path of Fed rate 

rises, but the new Fed members to be appointed in 2018 could potentially shift the path and 

will warrant close attention. 2017 was the year that the expected acceleration in US core in-

flation went missing in action, despite a continued fall in the unemployment rate and healthy 

GDP growth. The inflation disappointment allowed government bonds globally to deliver bet-

ter returns than many investors had feared. However, a rebound in inflation expectations in 

the second half of the year, combined with the US tax cuts and central bank tightening, en-

sured that government bond returns remained paltry for the year and quarter. 

Overall, most investors will have enjoyed a remarkably smooth and rewarding 2017. This 

shouldn’t really have surprised anyone: strong returns for risk assets in the final years of a bull 

market are the norm, not the exception. The key question is can the good times keep on roll-

ing next year? This and more is explored in our 2018 Investment Outlook which will go out in 

early February. 
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https://am.jpmorgan.com/uk/institutional/library/market-bulletin-2018-investment-outlook


After everything that has been in the news in the last few 

months, we remembered one of Charlie Mungers interviews 

on BBC when he highlights the risks of the culture of greed in 

our business. 

 

Wall Street’s locker room culture does enormous damage:  

“Wall Street attracts and rewards what I call a locker room 

culture full of people that just have to win… They do enor-

mous damage to the rest of us with their damn locker room 

culture that has to win…”  Charlie Munger 

 

The Steinhoff story is yet another example of this locker room 

culture, in a string of corporate meltdowns caused by unethi-

cal — or even downright criminal — behavior, locally and 

abroad. 

 

Investors are still reeling from the dramatic decline of Stein-

hoff International, which by December 9 had lost 90% of its 

value because of concerns over accounting irregularities 

and possible fraud at the furniture and household goods re-

tailer.  Whether it is questionable contracts, lack of due dili-

gence in the detection of fraud, inflated payments to individ-

uals, it appears there is no shortage of companies doing 

whatever they can to serve their profit-driven interests, no 

matter how much damage it does to society. 

 

Two recent books on this type of behaviour by individuals 

and corporates give us an insight into the scope and depth 

of the problem.   

The Spider Network, which focused 

on a network of investment bank 

traders and brokers who manipu-

lated the obscure financial bench-

mark Libor until they finally got 

caught.  The book provides lurid 

accounts of the rate-rigging and 

gave us a glimpse into a world that 

was as corrupt as we always sus-

pected. Chicanery was possible 

because of the relatively primitive 

way the Libor rate was calculated 

— by averaging different banks’ 

estimates of how much they 

thought they would have to pay 

for funding. It sounds abstruse until 

you realise that more than $300tn 

of mortgages, loans and derivatives are pegged to it. For 

many individual’s manipulation of Libor seemed irrelevant, 

but it in fact directly affected the cost of money across all 

loans.  

 

In the end, only one person was imprisoned: Tom Hayes, con-

victed of conspiring with other bankers and brokers to manip-

ulate Libor, he was sentenced to 14 years, reduced on ap-

peal to 11 years.  

 

The conclusion in the book is that investment banking as we 

know it today now “is like a prostitution racket run by pimps.”  

Its concerning to us that there seemed to be no focus by reg-

ulatory authorities or the large banks and the directors to fo-

cus on what was in the best interests of their Clients, at any 

stage of the drama. 

 

 

The second book, Black edge, which is about insider trading, 

or let’s call it by another 

name cheating.  The book 

reminds us that the hedge 

fund industry began small, 

with tiny boutiques serving as 

a means for the extremely 

wealthy to duck swings in the 

market. This was achieved by 

buying up and holding good 

shares, and "short-selling" 

what they figured were bad 

shares. In good times, betting 

long produced big returns. In 

bad times, going short often 

produced bigger returns. The 

investment market changed 

quickly, and the old way of 

shunting investment capital through big stodgy houses such 

as Goldman Sachs and Merrill Lynch was no longer generat-

ing the sort of returns that earned traders excessive bonuses.   

 

Over time, the name hedge fund lost any connection to the 

long short strategy, instead, unregulated investment firms es-

sentially did whatever they wanted to make returns and earn 

bonuses.  " If Wall Street was capitalism's bowels, hedge funds 

became the butthole”.   

 

It’s clear that Wall street spits out anti-social lunatics at a pro-

digious rate, and Steven Cohen is an exemplary example. 

Wall Street in the 1980s provided the bitter, brilliant, frame-

work to get rich in a way that no one ever had before, 

through insider trading. The book makes it clear that as in the 

spider network, all Wall street actors took part in the “game” 

of enriching themselves at the expense of the ordinary inves-

tor. 

                Our insight’s 

 



                 Report back on  our funds 

The Platinum BCI Worldwide Flexible fund 

 

The fund was down -0.35% for the last quarter and provided investors with a return for the 2017 year of 7.01%.  The 

sector average for the same period was –1.42% and 7.29% respectively.    Over a five-year period, the fund has pro-

vided our clients with a 15.20% compound return and ranks in the top 5 funds in the sector. The fund has outper-

formed its benchmark by a large margin since inception. On a risk adjusted basis the fund is in the top 2 over five 

years, the best performing fund still must still be “crowned” at the Raging Bull Awards ceremony at the end of Janu-

ary. 

 

The rand strengthened by 9% during the quarter after weakening to 14.46 against the USD  during November.  Q4 

returns were buoyed by a 28.3% return delivered by the banks. The change around in the SA market  reflects a sig-

nificant swing in sentiment on the back of Mr. Ramaphosa’s election as ANC president in December. His appoint-

ment is seen as supportive for both fiscal discipline and a recovery in economic growth. The fund’s lower exposure 

to SA stocks is due to our bias towards owning quality businesses.  We increased our USD exposure by 3% during the 

later part of the quarter as a hedge against the binary outcome of the ANC’S elective conference. We are not 

convinced that the earnings and profitability of SA Inc. companies will turn around as quickly as the market partici-

pants are anticipating. 

Looking back over 2017 and the funds positioning. 

Our  stock selection was good in 2017. AT&T and Mondalez were the only offshore stocks that were slightly negative 

for the year. The best performing shares in the fund were   AbbVie, Apple and Yum China.  The global stocks in the 

portfolio performed well.  Although equity market volatility remained at record lows during 2017, currency volatility 

was high. In fact, the swings in currencies during 2017 were extreme. This caused the fund to be volatile during the 

year as most of the companies we own are multinationals that have global footprints, and income streams in differ-

ent currencies.  We commented on the JSE in our previous newsletter, last quarter the share price slumped to a low 

of 123 rand in September and since then the stock recovered by over 40% on the sentiment change in our Politics. 

This once again confirms our view that unless the fundamentals have changed we stay invested in quality compa-

nies.  The worst performing share in the fund was Aspen Pharmacare which declined by -1.23% for the calendar 

year. Although the funds exposure to SA Inc.  is low we are confident and comfortable with the companies that we 

own in the fund. Its our view that we will continue to see good earnings growth, enhanced by the new tax laws in 

the USA and stronger growth. We would caution that there are companies that we hold that are becoming expen-

sive relative to their fair value price. 

The Platinum BCI Balanced Fund of funds 

 

The fund was up 0.89% for the last quarter and provided investors with a return for the 2017 year of 7.07%.  Over a 

five-year period, the fund has provided our clients with a 10.11% compound return and ranks in the top quartile in 

the sector. The fund has outperformed its benchmark over this period. 

 

The performance of our market was driven primarily by one share, Naspers.  If we were passive multi managers, our 

local exposure to Naspers would have been as high as 30%.  Naspers appreciated by 72% for the year and was the 

main driver of performance of the JSE ALSI.  All our managers struggled to perform in line with the top 40 index  on 

the JSE due to the “Naspers effect.”  The easiest way to make money last year was to have a neutral weighting in 

Naspers. Currently the Balanced fund has an exposure of approximately 4% to Naspers.  Its our view that within a 

multi manager portfolio this exposure is in line with the risk we should be taking.  We would not be comfortable had 

any of our managers had maximum weighting to Naspers due to the excessive risk this would expose our investors 

to.  Imagine if Naspers had lost 90% of its value, this drawdown would have been catastrophic for our clients. It 

would not be wise to be so over exposed to one company in a fund that’s managed in a thoughtful and prudent 

manner and for private clients.  

 

Looking back over 2017 and the funds positioning. 

 

The overweight exposure to enhanced income funds and the slightly underweight exposure to SA equity managers, 

was the right decision in the fund until the 18th of  December 2018! The strength of the rand and rally in SA equities 

negatively effected the relative performance in the short term. Regrettably markets don’t behave in a “calendar” 

fashion .The jury is still out on how strongly the economy will take to recover, and the short term exuberance could 

be tempered going forward.  

 

 



Our blend of enhanced income fund managers were the best performing asset class for the year. Our equity 

managers performed adequately for the year.  Most of our equity managers had an lesser or greater exposure to 

Steinhoff and the collapse of the share  hurt their underlying performance.  The Truffle General Equity fund had the 

biggest exposure whilst the Investec value fund, which forms part of our “value composite” was the worst perform-

er during 2017. We have had discussions with most of the managers regarding their exposure and we still have 

make a final assessment regarding all our equity managers going forward. 

 

Our offshore allocation performed well in USD, however the charging buffalo “rand” caused a large pull back in 

rand returns. The funds has a low exposure to offshore bonds, with the main exposure to quality multinational com-

panies. 

 

Looking forward, we believe that the current asset allocation of the fund is well positioned to continue to beat its 

benchmark, and deliver inflation beating returns. 

  

  

The Platinum BCI Income Provider Fund of funds 

 

The fund was up 0.92% for the last quarter and provided investors with a return for the 2017 year of 6.69%.  Over a 

five-year period, the fund has provided our clients with a 8.12% compound return and outperformed its bench-

mark since inception. 

 

The fund has a similar  profile to the Balanced fund with commensurate lower exposure to equities locally and off-

shore. The asset allocation remained conservative with a 35% exposure to equities equally weighted to local and 

offshore equities.  Its was our view at the beginning of 2017 to allocate at least 40% + of the fund  to our enhanced 

income fund managers, because of the high yield relative to inflation, this proved to be the best performing asset 

class in 2017.  

 

The CPI for 2017 was 4.7% , so the fund held to its  benchmark of cpi+2% for the year. 

 

  

The Platinum Global Managed fund USD 

 

The MSCI World Index (USD) returned 5.15% for the last quarter and had a strong return of 20.11% for the 2017 cal-

endar year.  The fund performed well during the period, returning 6.35% for the last quarter and delivering investors 

a return for the year of 16.63% in USD.  The fund underperformed the market for the year due to the fact that we 

held on average 20% in cash for the period.   

 

There was no stand-out sector performance and we had good performance from a number of the sectors we 

have an exposure to.  The top performing stocks for the year were Yum China (Consumer Cyclical), AbbVie 

(Healthcare), Wal-Mart (Consumer defensive), Apple (Technology) and Visa (financial services). During the year 

we sold General Electric and Coca-Cola and we added a couple of new stocks, one being Lowe’s (Consumer 

Cyclical) which performed well since the purchase and was up over 30% for the quarter.   

 

Over the past three years the fund has slightly underperformed the benchmark MSCI World Index with lower vola-

tility, as a result of the cash allocation in the fund.  MSCI 7.15% vs 6.64%. Investors are reminded that this fund has a 

flexible mandate and so allows us to allocate to cash and other asset classes should we feel that the equities we 

hold become over valued. 

 

 



              Stock in Focus 

 

One of our preferred sectors is the healthcare sector.  The best healthcare stocks have leadership positions in their in-

dustries, are highly profitable and have the ability to grow.  The industry is stable, with high demand.  Demographics 

worldwide favor continued growth for healthcare stocks.  Most of us cannot go without necessary medicine and 

healthcare, even during economic downturns. This gives certain healthcare stocks the ability to pay dividends, and 

raise their dividends each year.  We highlight two of our healthcare stocks which have a unique mix of dividend yield, 

dividend growth, compelling valuations, and growth potential. 

 

 

 

 

 

 

 

 

Medtronic (MDT)   Dividend Yield: 2.3% 

 

Medtronic is a medical device giant and Dividend Aristocrat. Medtronic is not a high-yield stock, but it is an excellent 

dividend growth company. Medtronic is one of 51 companies in the S&P 500 Index, with 25+ consecutive years of divi-

dend increases.  Medtronic has increased its dividend for 40 years in a row, and it is also a high-growth dividend stock. 

According to the company, it has raised its dividend by 18% each year, over its 40-year dividend growth streak. Such a 

high dividend growth rate is the result of the company’s strong business model and earnings growth. 

Medtronic manufactures and sells medical devices. It operates in four segments, which are cardiac and vascular, re-

storative therapies, minimally invasive therapies, and diabetes. These businesses are all growing, and contributed to 

Medtronic’s strong performance in fiscal 2017. Organic revenue increased 5% for the fiscal year, while adjusted earn-

ings-per-share increased 11%, to $4.60. 

Medtronic is off to a good start to fiscal 2018. Last quarter organic revenue increased 4%, along with adjusted earnings-

per-share growth of 5%, excluding the impact of foreign exchange and divestitures. Revenue increased 7% in the core 

cardiac and vascular segment.  Future growth should be easy to come by.  

 

Medtronic has a robust pipeline, 

with new products in development 

across all of its business segments. 

In addition to growing the pipeline 

organically, Medtronic will generate 

growth from acquisitions. In fiscal 

2017, Medtronic made five acquisi-

tions, to help drive revenue growth. 

Cost controls and share repurchases 

could fuel double-digit earnings 

growth this year. For fiscal 2018, 

Medtronic expects organic revenue 

growth of 4%-5%, along with 9%-10% 

adjusted earnings growth for the 

year. This will help the company 

continue its impressive dividend 

growth streak. 

 

 

 

Medtronic is also reasonably valued. In fiscal 2017, adjusted earnings-per-share were $4.60. As a result, the stock has a 

price-to-earnings ratio of 17.7. Medtronic’s valuation is well below the S&P 500 Index, which has an average price-to-

earnings ratio of 25.8. Medtronic stock could generate returns from an expanding price-to-earnings ratio, in addition to 

earnings growth and dividends. 

https://seekingalpha.com/symbol/MDT
http://investorrelations.medtronic.com/phoenix.zhtml?c=76126&p=quarterlyEarningsNew
http://newsroom.medtronic.com/phoenix.zhtml?c=251324&p=irol-newsArticle&ID=2318070
http://www.multpl.com/
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Amgen (AMGN)    Dividend Yield: 3.0% 

Amgen is particularly interesting, because it is a rare stock with a 3%+ dividend yield, 

and a 10%+ dividend growth rate. On December 12th, Amgen increased its quarterly 

dividend by 15%, to $1.32 per share. In the past five years, Amgen has a compound an-

nual dividend growth rate of 23%. 

Amgen’s impressive dividend growth is the result of its strong business model and corre-

sponding earnings growth. Amgen is a biotech company, with a focus on therapies for 

patients suffering from serious illnesses, in areas of high unmet need. Amgen has six core 

therapeutic areas: Cardiovascular disease, Oncology, Bone health, Neuroscience, 

Nephrology and Inflammation. 

Amgen had 12% growth in adjusted earnings-per-share last year, thanks to a combina-

tion of 6% revenue growth and a 400-basis point improvement in adjusted operating 

margin. Revenue growth has slowed this year. Last quarter, Amgen’s revenue declined 

1%. Amgen is being negatively impacted by patent expirations. Two of the company’s 

largest products, Enbrel and Neulasta, had revenue declines of 6% each last quarter. 

Fortunately, Amgen is making up for this with growth from new products. Some of the 

company’s core growth products, such as Sensipar and Prolia, increased revenue by 

10% and 22% last quarter, respectively. Prolia has grown at a high rate since launching, 

and will soon be a $2 billion product by annual sales. 

Cost cuts and share repurchases are driving earnings growth, even though revenue 

growth has slowed. Adjusted earnings-per-share increased 11% in the first three quarters. 

Growth from new products should return Amgen to revenue growth. In the meantime, 

Amgen still generates strong cash flow, which fuels its high dividend growth. Free cash 

flow increased 13% over the first three quarters of 2017, to $7.65 billion. 

For the full year, Amgen expects adjusted earnings-per-share of $12.50 to $12.70. Based 

on this guidance, the company has a dividend payout ratio below 50%. This leaves plen-

ty of room for continued dividend increases each year, especially since earnings and 

free cash flow are growing. With a 3% dividend yield, Amgen looks attractive for its 

strong yield, as well as its dividend growth. 

 

 

 

 

 

 

 

 

 

Plus, Amgen is attractively valued. Using 2017 earnings estimates, the stock has a price-

to-earnings ratio of 13.9. 

https://seekingalpha.com/symbol/AMGN
http://investors.amgen.com/phoenix.zhtml?c=61656&p=irol-newsArticle&ID=2322387
http://investors.amgen.com/phoenix.zhtml?c=61656&p=irol-newsArticle&ID=2311262

