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Global Market Commentary 

 

After a volatile first quarter, most equity markets had a slightly better second quar-

ter, with the MSCI World index ending up 1.09% and the FTSE/JSE All Share index up 

3.85%. The positive earnings momentum and supportive economic data ultimately 

outshone the escalating US-China trade posturing.  Consumer confidence in the US 

remained strong and retail sales data suggested a rebound in consumption from a 

softer Q1.  The unemployment rate also reached an 18-year low of 3.8%, accom-

panied by robust wage growth.  Average earnings in May were 2.7% higher than a 

year earlier.   

The trade concerns have weighed on global equity markets, with markets outside 

the US most affected.  This has dragged down Chinese and emerging market equi-

ties. European equities have also been affected, with auto companies suffering on 

fears that US tariffs could be applied to car imports.  

The dollar has rallied against most currencies and although the direction of the dol-

lar is difficult to predict in the short term, the outperformance of the US growth and 

interest rates may support the dollar.   

 

We see strong U.S. growth extending positive spillover effects to the rest of the 

world, sustaining the global economic expansion. However, the range of possibili-

ties for the economic outlook has widened. On the downside: we have the trade 

war and the withdraw from the Iran nuclear accord, which in combination 

amounted to a more combative trade posture from the US, driving oil prices higher, 

and could weigh on long term growth expectations.  We also have overheating 

risks in the US. On the upside: U.S. fiscal stimulus spillovers could be stronger than 

expected and we could also see growth reaccelerating if uncertainty linked to 

trade tensions were to lift.  

The Fed kept to its hawkish tone at the June meeting and as expected, raised the 

target rate for Fed Funds by 0.25% and marginally increased its 2018 forecasts for 

growth and inflation.  It now anticipates two further rate increases for this year and 

three for next.  In contrast, after a string of disappointing data and still low core 

inflation, the European Central Bank (ECB) announced that interest rates will not be 

going up until at least the summer of next year.  US 10-year Treasury yields rose from 

2.74% to 2.86%.  They rose significantly in April, touching a seven-year high in mid-

May, as growth and inflation expectations continued to build.  The US yield curve 

flattened with two-year yields increasing from 2.27% to 2.53%.  The spread between 

two and 10-year yields reached its lowest point since 2007.   

The key theme for markets going into the second half of the year is more uncertain 

growth outcomes.  However the baseline scenario is still a constructive one, of 

steady growth across the world, with the U.S. firmly in the lead across developed 

markets, and China still growing steadily despite signs of recent slowdown.  But as 

mentioned risks have increased on both sides, both negative and positive.   

So what do we do in our portfolios?  We continue to believe that global equities will 

outperform fixed income.  In equities this means focusing on U.S. listed stocks, 

where we see strong earnings growth and higher quality balance sheets.  It is time 

to start building resilience into our portfolios.  Whatever market environment we 

encounter, we will continue to maintain our disciplined process and approach to 

managing our portfolios. 
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“By three methods may we learn wisdom: First, by reflection, 

which is noblest; second, by imitation, which is easiest; and 

third by experience, which is the bitterest. “—Confucius  

 

Making money in the stock market is difficult. Whether you're 

running a hedge fund or your own brokerage account, 

there will be times when you feel really foolish. In the event 

of a market downturn, this misery will be accompanied by 

others, but other times, you'll be all alone on an island. You 

might buy a particular stock after it doubled only to see it 

go down the next day after your purchase, or worse, you will 

throw in the towel on a loser only to see it double in the next 

twelve months. Sometimes it can feel as if the market gods 

are taunting you.  

 

The best way to learn how hard investing can be is to do it 

for yourself. The second-best way is to examine the biggest 

mistakes committed by the world's most successful investors. 

Every investor that has experienced success has experi-

enced failure. There are errors of omission; Buffett and 

Munger not buying Walmart, and errors of commission; Stan-

ley Druckenmiller  buying tech stocks as they reached their 

peak in early 2000. We all learn from others’ blunders and 

understand that temporary setbacks have knocked on all 

our doors. All investors, from Peter Lynch to the average Joe, 

are hard‐wired with human emotions. We are all  risk averse, 

we anchor to our the price we paid for a share , and we're 

all manipulated by hindsight bias. And when we experience 

failure, usually it's self‐inflicted, which makes dealing with it 

objectively difficult. We must figure out how to prevent pre-

vious mistakes from interfering with our future decisions. 

 

We at Platinum Portfolios also make mistakes and are frus-

trated by these errors. Investing is extremely difficult. We 

have made historic mistakes and discovered new ones. Mr  

Market has humbled us and will do so again. We try not to 

worry about what we can’t control. We don't waste time 

worrying about which way the market will go or what the 

Federal Reserve will do or what inflation or interest rates will 

be. We  stay within our circle of competence and process, 

however narrow that might be. Warren Buffett said, “What 

counts for most people in investing is not how much they 

know, but rather how realistically they define what they 

don't know.”  

 

Caravaggio is an artist born in Italy around 1571. He moved 

to Rome, where his work became popular for the technique 

he used, which used shadow to emphasize lighter areas. His 

career, however, was short-lived. Caravaggio killed a man 

during a brawl and fled Rome. After he fled Rome he sent a 

painting of David and Goliaths’ head to the Pope, and on 

David’s sword is inscribed "Humilitus Occideit Superbium", 

that is, humility conquers pride. ... with the recognition that 

in all of us the Goliath competes with the David."  

 

We are grateful to clients that have stuck with Platinum Port-

folios and we say the same to our clients, as Caravaggio 

did. We apologize for our mistakes and remain humble in 

managing our clients money.  

 

 

 

 

                Our insight’s 

 

Michael Batnick. Big Mistakes: The Best Investors and Their 

Worst Investments (Bloomberg) . Wiley. Kindle Edition. 



                 Report back on  our funds 

The Local Market 

 

After being flat until the last 3 days in June the  All Share index ended the quarter up 3.85%. The local market has 

now shed its “Ramaphoria skin” and the market returns were driven by the local currency weakening against the 

USD by 16.1%. The rand weakness drove the resources index higher for the quarter, with all the other index’s under 

pressure, the financial sector and the property indices continued their slide downwards. They both lost 3% and 5% 

respectively during the quarter.  GDP fell in Q1 by 2.2% quarter-on-quarter. The actual quarter-on-quarter contrac-

tion was 0.54% and was much worse than most had predicted.  Year-on-year GDP grew by 1.5% which is just not 

good enough.  SA is lagging its emerging market peers and we need a sustained growth rate of over 3% to improve 

things.  

 

We agree that policy certainty in South Africa has improved under Ramaphosa, with positive news emanating from 

the State Budget, credit rating agencies, cabinet appointments, corruption court hearings and the re-capture of 

state-owned enterprises. However financial market anxiety over the ANC’s resolution to support land expropriation 

without compensation is causing a lack of confidence by the business community going forward. This land issue 

and the recent announcement on National Health, we fear has created an environment in which the status quo will 

be maintained. Businesses will not invest their cash until they are confident of the road ahead. 

 

The J.S.E continues to have a difficult time. Over the last 4 years the market delivered a total return of 11%. More 

than 50% of shares on the J.S.E. have dropped by 18%, and almost 20% of the shares have fallen by 50%. Markets 

have been disappointing. Its our view that the market performance mirrors the disaster that we have had in South 

Africa during the Zuma years. It all makes sense. 

 

Although its been hard, we would caution our clients not to throw in the “towel” and invest their savings in the bank. 

We encourage our clients to keep to their long-term planning and investment strategy. Time in the market is more 

important than timing the market. Just a note: over the past fifty years there has never been a period in which the 

South African equity market has under-performed cash but we are now approaching that inflection point.   At this 

time it is worth heeding the advice of investment guru John Templeton: “The time of maximum pessimism is the best time to 

buy and the time of maximum optimism is the best time to sell.”  But that would be a decision that we would be making on 

behalf of our investors in our balanced and flexible mandates. 

 

The Platinum BCI Worldwide Flexible fund 

  

The fund was up 12% for the quarter, driven by a weaker rand and good performances by some of the underlying 

companies we own. During the quarter Williams- Sonoma was up by 35.76% in rand terms, and Visa, Microsoft, and 

Stryker were also top performers. Our Gold position was up nearly 10% and we decided to take profit during the 

quarter.  Some of the top performing shares last quarter came under pressure with Discovery and the J.S.E Ltd both 

losing just over12%.  During the later part of the quarter we sold, Nike and Yum brands. We bought Comcast, Intel, 

and topped up on Amgen, Disney and Williams-Sonoma Inc. We converted Rands to dollars at a good rate for our 

clients. The fund currently has 19% in cash and cash like instruments.   

 

We are delighted that the fund ranks in the top ten funds in its sector over 3 years and top 5 over 5 years and long-

er. (money mate) 

  

 The Platinum BCI Balanced Fund of funds 

  

The fund was up 5.54% for the last quarter. We have had updates and meetings with most of the underlying manag-

ers and are satisfied with the way the fund and the combination of our managers are performing. Our Multi Man-

agement style is not one of continually trying to examine what the manager is doing. i.e. we don’t allocate money 

to a fund manager and then tie their hands behind their backs.  We pick our managers because we think they are 

the best blend in our funds. We would prefer to escape a label for interfering. The end result is normally not good. 

  

The underlying equity managers in the fund all had positive returns for the quarter except for our small holding in the 

Investec Value fund which was down 8% for the quarter. The top performing fund was 36One which was up 6.26%.  

All three of our enhanced income fund managers performed well, with Prescient being the top performer. 

We are currently happy with the combination of the underlying managers and do not anticipate any changes at 

this stage.  The asset allocation is still slightly under weight equities. We will increase the equity exposure should the 

market give us the opportunity. 

 

The fund is now performing in the top quartile of its sector over 1, 3 and 6 months as well 5 years and consistently is a 

top 10 performer over the longer term. (money mate) 
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The Platinum BCI Income Provider Fund of funds 

  

The fund was up 4.34% for the last quarter driven by a good performance of our enhanced income fund manag-

ers and the weaker currency.   

 

The asset allocation remained conservative with a 31% exposure to equities split between local and offshore with 

a slightly higher exposure to offshore equities. Although the sell-off in local property stocks continued we have not 

yet made a decision to allocate funds to the property sector.  As previously commented, all three of our en-

hanced income fund managers continued to perform well during the quarter and over the longer term. We are 

happy with the fact that the duration of their cumulative bond exposure has not increased. The South Africa gov-

ernment currently borrows up to 20 billion rand a month to pay for schools, hospitals, welfare and the public ser-

vice. Rising interest rates puts additional pressure on government to pay back its debt. Its our fear that the govern-

ment will have to continually increase the coupon they pay to borrow money from the market. This cycle normally 

ends badly and the weakening currency and increased rates will cause holders of longer duration bonds to suffer 

losses. 

 

The funds improved performance in the last quarter has put it in the top quartile in its sector for the past 1, 3, and 6 

months. (Money mate) 

 

The Platinum Global Managed fund USD 

 

The MSCI World index (USD) was up 1.09% for the quarter and the fund ended up just 0.59% and year to date is  

–1.58%, slightly underperforming the MSCI.  We have not changed our allocation to cash and still hold around 20%.  

After a strong 2017 it is disappointing to have to report negative performance for the fund year to date.  However, 

for those that are familiar with our investment  process you will know that it is not short term, but long term outper-

formance that we aim to achieve and sometimes, our investment process, which we stick to diligently, results in us 

holding good quality companies with excellent fundamentals, that are out of favor.   

 

The stocks that have detracted from our performance over the past 6 months have been, Johnson & Johnson, 3M, 

and Colgate-Palmolive, and Starbucks.  Starbucks has been one of the most successful long term investments on 

the American market, however in the past three years, slower growth has caused shares to stagnate, and a per-

fect storm of negative factors have caused them to plunge recently.  While the company faces numerous chal-

lenges in its core US market, Starbucks still enjoys several strong growth catalysts that should allow it to beat the 

market over time.   The current share price greatly discounts the company’s realistic double-digit long-term EPS 

and dividend growth potential.  We will continue to hold Starbucks. All the reasons we bought the stock are still in 

place and while we recognize that there are risks in the company’s turnaround, shares now appear highly under-

valued making Starbucks an attractive long-term dividend growth stock, i.e. a stock to buy and not to sell. 

 

 On the positive side, our technology stocks continue to perform well in the portfolio and we have had good per-

formance for the quarter from Apple +10.76% and Microsoft +8.90%.  Williams-Sonoma, Visa and Costco and 

Stryker have also performed well over the past quarter and year to date. 

 

 

  

 

  

…. 



              Stock in Focus   

PepsiCo (PEP) is a Dividend Aristocrat, and a blue-chip stalwart that has increased its dividend for 46 consecutive years.  It 

is a stock that we have invested in for many years.  We like quite a few things about PEP.   

 

1.  We like the fact that it is diversified.  PEP is not just a beverage or snack food business.  The company owns some of the 

 most iconic brands in each respective sector and they are more diversified than most of their competitors.  The compa-

 ny has 22 iconic billion-dollar brands. And, PEP is working hard to produce and market healthier options which are in 

 demand. 

   

 

 

 

 

 

 

 

 

 

 

 We like the diversification they have between beverages and snack food sectors which protects PEP against a slump in 

 any particular product.   This can be seen in their latest results where the company’s North American beverage business 

 saw sales and operating profits decrease, however the company had sales and profit growth in their snack business 

 (particularly Frito lay in North America) to offset this.   

 

2. Free Cash flow:  Positive FCF has fueled dividend growth in the past and should continue to do so in the future. From 

2013-2017, PEP generated cumulative FCF of $40.4 billion (28% of market cap), which is more than double the $19.9 

billion in dividends paid over the same time.   Companies with FCF well in excess of dividend payments provide higher 

quality dividend growth opportunities because we know the firm generates the cash to support the current dividend 

as well as a higher dividend.  

 

 

 

Continue... 

Top Global Brands 

22 iconic, billion-dollar brand.  Flagship food and 

beverages that make us uniquely PepsiCo 

Good For You 

We take Good For You seriously, with nutritious 

food and beverages in line with global dietary 

requirements 
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3.  Economic Moat:  We like companies with wide economic moats.  Morningstar awards PEP   

 with a Wide Economic Moat Rating.    The following is taken from Morningstar research:   

 “Economic Moat by Sonia Vora Updated May 08, 2018 

 

 We believe that PepsiCo enjoys a wide economic moat created by intangible assets and 

 cost advantages related to the manufacturing and distribution of its products. Pepsi is a for-

 midable player in the nonalcoholic beverage and snack categories, with the top seven 

 brands in salty snacks and nearly a quarter of the share of the United States liquid refresh

 ment beverage market, according to management. Its portfolio includes 22 brands that 

 generate over $1 billion in revenue annually, leading to sticky relationships with distributors 

 and retailers that depend on leading brands to generate store traffic, a dynamic we expect 

 to continue given the resources that Pepsi has to reinvest in its brands. Pepsi has consistently 

 been a price leader, relying on product innovation to drive net pricing increases (by our esti-

 mates, maintaining a five-year historical mean price 1.7% above inflation) rather than com-

 peting on the basis of volume alone, which we consider further evidence of its wide moat.” 

 

4.  Growth:  Furthermore, Morningstar also believes that Pepsi’s commitment to “guilt free” prod

 ucts will be a contributor to continue growth as follows: 

 

 “We anticipate growth will be fueled by Pepsi’s noncarbonated beverage and snack busi-

 nesses, which should enable it to offset the impact of secular declines in the consumption of 

 carbonated soft drinks (which account for less than one quarter of overall sales) in devel-

 oped markets. We appreciate the firm’s focus on “guilt-free” products (that contribute 

 roughly half of sales), which align with consumer trends, and surmise sustained brand-related 

 investments (with combined expenditures on advertising and research and development 

 remaining above 7% of sales over our forecast) will allow it to develop and market innova-

 tive new products, further bolstering the intangible asset source of its wide moat. In addition, 

 efforts to drive efficiency gains (targeting $1 billion in savings annually) stand to enhance its 

 margins and free up funds to support its product set.” 

 

5.  Increasing Dividends:   The companies dividend growth is appealing, given the fact the pay-

 out ratio is around 62% despite a 9.9% compound annual increase in dividend since 2013. 

 The current forward dividend yield is 3.45%. 

 

In conclusion, PEP looks to  like a high-quality, defensive stock that could add diversification to 

most long-term, growth-oriented portfolios. Shares have endured lower volatility than the diversi-

fied broad equities market (SPY) in the past 10 years, and could produce better returns relative 

to the benchmark in case of an eventual macroeconomic deterioration. Because PEP still 

trades at a forward earnings multiple that we find reasonable compared to the peer group,  

 

 

_______________________________ 

https://seekingalpha.com/symbol/SPY

