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a string of 15 posi-

tive months for 

stock returns. 
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Global Market Commentary 

 

The Markets opened the year with a worldwide flurry of positive economic statistics 

bolstered by enthusiasm for the promise of President Trump’s  pro-business eco-

nomic message and back at home we had the “Ramaposa euphoria”.  Volatility is 

back and we saw large swings in the US market caused firstly by inflation fears 

which were rekindled by accelerating wage growth in the US and then by US trade 

policy concerns.  The decline in the MSCI World index in the last 2 months wiped 

out all the initial gains in January and ended down –1% for the quarter.   

 

In the US economic growth has been revised upward to 2.9% q/q in the fourth 

quarter.  Stronger numbers in consumer spending and inventories were behind the 

upward revision.   With most US companies having reported earnings, our current 

estimate for 4Q17 is a 21.4% y/y earnings growth rate.  75% of companies beat on 

earnings and 67% beat on revenue.  2018 earnings are estimated to be in the dou-

ble digits based on strong economic fundamentals and the impact of tax reform.  

SA earnings growth slowed in March. Percentage change yoy was 12.8%. SA Man-

ufacturing sentiment was deflated in March, with the SA Purchasing Managers in-

dex contracting. 

 

Inflation data in the US was unexciting with Core inflation measure flat at 1.8% and 

headline CPI up slightly to 2.2% y/y.  These results were in line with the Fed’s outlook 

that inflation should gradually more upward toward its 2% target this year and 

should keep the Fed on track for 3-4 rate hikes in 2018.  The inflation outlook in 

South Africa remains positive.   

 

As expected the Federal Reserve raised the federal funds rate by 0.25% to a range 

of 1.50% - 1.75%.  While the Fed still expects three rates hikes in 2018, the number of 

rate hikes in 2019 had been boosted from two to three on the back of improved 

unemployment numbers, and GDP growth, which was adjusted higher to 2.7% from 

2.5%. 

 

SA Listed Property sector has gone through a torrid time this quarter, and this could 

continue until there is more certainty on the Resilient group of companies.  The 

large-cap property stocks continued to decline in March and ended the quarter 

down 19%.   The SA listed property sector is close to its cheapest levels since ‘Nene 

Gate’ in December 2015.  The sector has a number of risks even though valuations 

look attractive, weaker future growth, high vacancies in office and retail are a 

concern. 

 

Increasing earnings growth, coupled with slowly rising interest rates, still make US 

listed stocks look attractive in relative terms.  Global quality companies remain our 

favored asset class, and in late-cycle environments, stocks tend to perform well 

until monetary policy becomes genuinely restrictive—which is some ways off. 
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” So, first, let me assert my firm belief that the only thing we 

must fear is...fear itself — nameless, unreasoning, unjustified 

terror which paralyzes needed efforts to convert retreat 

into advance.”       

 

Franklin D Roosevelt’s first Inaugural Address. 

 

Hans Rosling was a Swedish physician, academic and 

statistician, who died in 2017. This is summary -  of an ex-

cerpt from his posthumously published book-  Factfulness. 

Things are bad, and it feels like they are getting worse, 

right? War, violence, natural disasters, corruption. The rich 

are getting richer and the poor are getting poorer; and we 

will soon run out of resources unless something drastic is 

done. That’s the picture most people in the west see in the 

media and carry around in their heads. That’s what the 

media sells. It’s stressful and misleading.  

An overdramatic worldview draws people to the most 

negative answers.  My experience, over decades of lectur-

ing and testing, has finally brought me to see that the over-

dramatic worldview comes from the very way our brains 

work. The brain is a product of millions of years of evolution, 

and we are hard-wired with instincts that helped our an-

cestors to survive in small groups of hunters and gatherers. 

We crave sugar and fat, which used to be life-saving 

sources of energy when food was scarce. But today these 

cravings make obesity one of the biggest global health 

problems. In the same way, we are interested in gossip 

and dramatic stories, which used to be the only source of 

news and useful information. This craving for drama causes 

misconceptions and helps create an overdramatic 

worldview. 

Over the past 20 years, the proportion of people living in 

extreme poverty has almost halved. But in online polls, in 

most countries, fewer than 10% of people knew this. 

My guess is you feel that me saying that the world is getting 

better is like me telling you that everything is fine, and that 

feels ridiculous. I agree. Everything is not fine. We should still 

be very concerned when bad things happen. But it is just 

as ridiculous to look away from the progress that has been 

made. The consequent loss of hope can be devastating.  

The world is both bad and getting much better. That is how 

we must think about the current state of the world. 

This is “factfulness”: understanding as a source of mental 

peace. Like a healthy diet and regular exercise, it can and 

should become part of people’s daily lives. Start to prac-

tise it, and you will make better decisions, stay alert to real 

dangers and possibilities, and avoid being constantly 

stressed about the wrong things.. 

 

———————-         

                                         

It’s our view that Mr. Market also gets affected by the 

“bad” news as we have seen over the last few months. 

Lower stock prices give us an opportunity to buy good 

companies when things are horrible. The companies we 

own, and watch are also improving, and growing their 

competitive advantage daily, grinding out incremental 

improvements that will benefit our clients over the long 

term.  

 

                Our insight’s 

 

https://www.theguardian.com/books/2013/feb/24/salt-sugar-fat-moss-review
https://www.theguardian.com/global-development/2015/jul/06/united-nations-extreme-poverty-millennium-development-goals
https://www.theguardian.com/global-development-professionals-network/2017/feb/14/despite-many-obstacles-the-world-is-getting-better
https://www.theguardian.com/global-development-professionals-network/2017/feb/14/despite-many-obstacles-the-world-is-getting-better
https://www.theguardian.com/books/2018/feb/26/further-reading-steven-pinker-books-to-make-you-an-optimist
https://www.google.co.za/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=2ahUKEwiclpSjv77aAhVHshQKHZMfCCkQjRx6BAgAEAU&url=https%3A%2F%2Fwww.slideshare.net%2Fvugiyuja%2Fpdf-factfulness-ten-reasons-we-re-wrong-about-the-worldand-why-things-ar


                 Report back on  our funds 

The Local Market 

 

The first quarter of 2018 was a particularly volatile period for all equities and an overheated property sec-

tor, as politics, tech and trade concerns weighed on investor sentiment.  

The domestic property market seems unable to shrug off the Resilient drama, with the sector closing 19% 

lower for the quarter. The uncertainty about property rights, and expropriation without compensation, is 

likely to have fed the general market malaise, colouring foreign perceptions. It is, however, true that we 

have been warning about lofty valuations in local listed property counters. The sell-off was sparked by 

the Viceroy report and company-specific concerns but may equally reflect a correction in line with eco-

nomic fundamentals.  

 

The All Share index lost more than 6.77% for the year-to-date, significantly lagging Global, Emerging Mar-

ket and African peers. The one shining star was the bond market with the 10-year government bond 

traded below 8% for the first time since mid-2015. 

 

The South Africa equity markets were just as volatile as global markets.  All the major indices were nega-

tive for the quarter.  SA equities have delivered disappointing returns to investors over the medium to 

long term, with the ALSI gaining just 5.1% p.a. over the last 3 years and if you excluded Naspers, the mar-

ket delivered  returns of just 3.4% p.a. 

These volatile conditions are reflected in the performance of all three local funds, and although on a 

relative basis our funds have started to perform much better than in the previous quarter. 

 

Specific shares were negative during the quarter, the biggest driver of performance in 2017, Naspers was 

down, after announcing the sale of 190 million shares in Tencent on 22 March. The JSE giant lost 5% on 

the day of the announcement, 11.5% for the month and just over 16% for the quarter. 

 

 

The Platinum BCI Worldwide Flexible fund 

  

The fund was down -4.85 % for the quarter, driven by slightly weaker global markets and the rand 

strengthening by 4.4% against the USD.  Over a five-year period, the fund is performing well, andwas 

awarded the raging bull award for being the best risk adjusted fund in its sector for the five years ending 

December 2017. 

  

The funds positioning has not changed much since the end of December 2017. We are considering 

some changes to companies that have become overvalued and are going to be topping up on com-

panies that are cheap. We are anticipating a very good earnings season for the quarter. We will be 

monitoring these results very closely. 

During the quarter Intel was the top performing stock up 13.51% in USD and the worst performing share 

being Kraft which was down -19% in USD.  

 

The Platinum BCI Balanced Fund of funds 

  

The fund was down -3.05 % for the last quarter. The volatility we spoke about is reflected in the first quar-

ters result. 

 

The underlying equity managers in the fund all had negative returns driven by shares being sold off as 

well as currency fluctuations.  As mentioned the South African Bond market was the one sector that per-

formed positively. All three of our enhanced income fund managers performed well, with the top per-

former for the quarter being the SIM Active Income fund with a return of 2.18% for the quarter. 

 

Continued…. 



The Platinum BCI Balanced fund cont...  

 

Value managers continued to have a torrid time, we have a small exposure in the fund to Investec value fund. 

The fund was down over 10% for the quarter. 

 

Towards the end of the quarter we increased our equity weighting slightly by allocating some additional cash to 

our equity managers.  We have maintained our exposure to our preferred equity managers with no changes, as 

they have kept to their processes, even though market conditions have been difficult. 

 

 The Platinum BCI Income Provider Fund of funds 

  

The fund was down -0.91% for the last quarter driven by the factors discussed in the first paragraph. 

  

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.   

 

We maintained our under-weight asset allocation to equities and local property, although the sell-off in local 

property stocks does make them much more appealing. We have had ongoing discussions and meetings regard-

ing this sector and have not mad e a decision yet to increase our local property exposure 

 

As previously commented, all three our enhanced income fund managers continued to perform well in the quar-

ter. 

 

 

  

The Platinum Global Managed fund USD 

 

Volatility is back, and we experienced large swings in the markets during the first quarter of 2018.  In the end the 

MSCI World index USD ended down –1.74% and the fund was down –1.44% as at the 31 March.   

 

The main contributors to performance where in the technology and consumer discretionary sectors.  The top per-

forming stocks were, Cisco, Apple, Microsoft and Visa.  Our positions in BAT, Kraft Heinz, and Comcast were the 

main detractors to the performance.  There were no trades during the quarter.  Market risk has increased and 

careful monitoring of the valuations of the funds holdings is even more important now.  We consider the market 

drawdown as an opportunity to top up on our companies that are below fair value.  These trades will reflect in our 

2nd quarter report.    

 

Our view is that increasing earnings growth, coupled with slowly rising interest rates, make our stocks look attrac-

tive in relative terms.  Global quality companies remain our favoured asset class, and in late-cycle environments, 

stocks tend to perform well until monetary policy becomes genuinely restrictive, which is some ways off.   

 

 



              Stock in Focus   

Charlie Munger has served as vice chairman of Warren Buffett's Berkshire Hathaway Inc. 

for more than three decades. Charlie Munger is a hard man to please. Yet, there is one 

company that the Munger owns is  Costco Wholesale Corporation (NASDAQ:COST), the 

largest U.S. warehouse club retail chain. 

 

At Berkshire's annual meeting in 2011, a shareholder asked Munger which single compa-

ny he admired the most. He cut off the questioner to answer. "That's easy," Munger said. 

"It's Costco."  As he explained:  "It's hard to think of people who've done more in my life-

time to change the world of retailing for good, for added human happiness for the cus-

tomer."  Munger later added at the University of Michigan in 2013:  “ I believe Costco 

does more for civilization than the Rockefeller Foundation." 

 

The Case for Costco 

 

Founded in 1976 and based in Issaquah, Washington, Costco is the second-largest retail-

er in the world after Wal-Mart (NYSE:WMT).   Costco boasts a $73.6 billion market cap 

and $121.2 billion in annual sales. It operates 727 warehouses, including 508 in the United 

States and Puerto Rico. The company's 174,000 employees oversee more than 2.3 million 

transactions per day. 

 

Costco operates a warehouse club model, deriving about three fourths of its operating 

income from membership fees and the rest from below-average mark-ups on merchan-

dise, including fuel. We estimate that in aggregate, the average mark-up on a Costco 

product is in the low teens versus Walmart in the high twenty’s. 

 

Costco is unique for several reasons.  Firstly, Costco is obsessed with keeping operating 

costs to a minimum.  It does not provide shopping bags— customers bring their own 

bags or use an empty packing box the store supplies— saving Costco 2 to 5 cents each 

on plastic bags and 10 to 25 cents each on paper ones. If the average customer spends 

$ 100 per shopping trip, that means that Costco has approximately 150 million customer 

checkouts every year. If three paper bags at 10 cents per bag were used per checkout, 

the total bag cost per checkout of 30 cents, multiplied by 150 million, would cost Costco 

approximately $ 45 million a year. By simply by getting rid of paper bags at checkout, 

Costco arguably saves itself $ 45 million a year.  

 

Secondly, you'll never find anything cheaper than you do at Costco. It is the ultimate 

arbiter of low prices. Because it sells gas at a discount, consumers go out of their way to 

head to Costco. If you want to book a cheap vacation, you won't find a better deal 

anywhere, anytime, than at Costco Travel. 

 

Thirdly, you are not just a customer at Costco. You are a member who pays an annual 

fee to gain access. And your savings at Costco, despite its annual fee, easily make it 

more cost-effective for shoppers than Wal-Mart. 

 

Lastly, probably no other company - and that includes even Apple's clients - generates 

the kind of loyalty that Costco does. 

 

Costco’s latest quarterly earnings report (4Q 2017) was packed with impressive metrics 

that touched all the important aspects of the operations. By all metrics Costco improved 

and raised the bar versus its competitors Walmart and Target. 

 

We are delighted with the numbers generated and we still happy to hold Costco  in our 

portfolios. Health Warning - the Share is currently trading at a premium to our fair value 

price. We are comfortable holding the share. 

Contact Us: 

Charolyn Pedlar 

Mel Meltzer 

 

Block F, Pinmill Farm, 164 Kath-

erine street, Strathavon, 2031 

 

Phone: 27 11 2624820 

 

Visit us on  

www.platinumportfolios.com 
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https://seekingalpha.com/symbol/COST
https://seekingalpha.com/symbol/WMT
https://www.costcotravel.com/

