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US Markets 

 

The first quarter is over, and one of the major reporting seasons has come and gone. 

U.S. stocks finished their best quarter in nearly a decade, as several clouds hanging 

over the financial markets at the end of 2018 dissipated enough to prompt a strong 

rebound for most shares.  The S&P 500 closed up 13.1% for the first quarter of 2019. It 

marked the strongest quarter for the index since the second-quarter of 2009, when 

stocks were recovering in the wake of a global financial crisis. It was also the best first-

quarter for the index since 1998. 

   

Starting in January, the clouds that hung over the economy and the financial markets 

began to clear up, with trade tensions between China and the U.S. easing somewhat 

and the Fed signaling this month it’s unlikely to raise rates at all this year. Those devel-

opments, coupled with a sense that the late-2018 selloff had been overdone, pow-

ered this quarter’s rebound. 

 

The Fed was even more dovish than we expected in their March meeting and the 

indication is that there will be no more rate hikes this year.  This surprise move resulted 

in the US 10 Treasuries rate drop to 2.35%.  As a result, the spread between the 3 

month and 10 year Treasury yield turned negative i.e. inverted.  This inversion of the 

yield curve has preceded every US recession over the past 60 years.  The timing as to 

when the recession happens is varied and has been between 6 and 24 months after 

the yield curve became inverted. 

 

Leading the way higher for U.S. stocks this quarter was the tech sector, which skyrock-

eted nearly 20 percent in the period. Tech giants Apple and Microsoft rose more than 

16 percent each for the quarter.  Other top-performing sectors include real estate, 

energy and industrials. Real estate got a boost from lower interest rates, while higher 

oil prices boosted energy. Optimism around U.S.-China trade negotiations lifted indus-

trials.  Not every sector performed as well, however. Health care and financials are 

the biggest laggards among S&P 500 sectors, rising around 6 percent and 8 percent, 

respectively. 

 

 

JSE 

 

Despite painful declines in some of its biggest listings, the SA stock market has a good 

start to the year.  The JSE all share rose by more than 7% in the first quarter.  This was 

thanks in part to a rally in mining shares.  Palladium reached record highs in recent 

months amid a shortage of the metal, which is used by car makers to manufacture 

catalytic converters. South African mines are among the only ones in the world that 

produce palladium.   

 

Implats was up a massive 66% in the first quarter, while Amplats ended up just under 

37%.  Amongst the top performing stocks were BAT (+27%) Capitec Bank (+20,75%) 

BHP (+20.13%), Anglos (+19.72%), Naspers (+18,82%) Bid Corp (+12,45%) and 

Richemont SA (11.27%). 
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Quarterly Newsletter 

“Calling someone who 

trades actively in the 

market an investor is like 

calling someone who 

repeatedly engages in 

one-night stands a ro-

mantic. 

The stock market is de-

signed to transfer money 

from the active to the 

patient.” 

 

Don’t be impatient 

when it comes to your 

money… 

Warren Buffett 

http://fortune.com/2019/03/20/fed-interest-rate-increases-2019/
https://www.cnbc.com/quotes/?symbol=AAPL
https://www.cnbc.com/quotes/?symbol=MSFT


Aspen had a disastrous quarter.  The company lost almost a third of its value amid market concerns about 

delays in a key deal to sell its infant formula business to the French-based company Lactalis.  The deal is 

expected to earn it 635mil euros.  Aspen’s total debt burden has now reached R53.5 billion, which is more 

than its market value.  And most of the debt is in “hard” currencies like the euro – while the bulk of its sales 

are in emerging markets, which typically have weak and unstable currencies 

South African retailers had a tough time as the weak economy hit consumer demand:  Mr Price fell 23% 

followed by Shoprite (-17%), Woolworths (-16%) and Spar (-8%).  Vodacom was another big loser as its reve-

nue came under pressure.  Sappi continued to fall amid weak demand for its products in Europe and in-

creased spending on new factories.  EOH had a disastrous quarter with the news that Microsoft terminated 

its contract with EOH, and employees being implicated in corruption-tainted contracts.  By the end of the 

quarter it was down -64%. 

The SA Listed Property sector has gone through a particularly volatile period.  Looking at the past quarter 

the property sector had a particularly strong January but February and March we not good months due to 

the weaker rand and poor domestic economic growth and earnings environment.  We believe that the 

weak economic environment in SA will continue to weigh on the property sector. 

SA managed to dodge a downgrade by Moody’s allowing our bonds to remain in the Citigroup World 

Government Bond Index.  We got very little comment from them and it was a case of no news is good 

news.  While we have managed to dodge this downgrade, no one is under any illusion that the threat of 

one later in the year does not remain high.  Moody’s have made is clear that signs of growth resulting from 

domestic structural reforms need to become evident, while Eskom remains a key risk in the near to medium 

term. 
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      Insights 

Diversification is the only free lunch available to inves-

tors. The history of the stock exchange has proven that 

holding an undiversified portfolio carries with it a high 

risk to investors. 

 

The Wall Street crash of 1929 provides the most dra-

matic example of holding an undiversified portfolio. 

From the peak of small company stock prices in No-

vember 1928 to the low in 1932, small stock investors 

suffered a 90% collapse in value. The depression in-

duced deflation slightly mitigated the purchasing pow-

er loss, bringing the price-level adjusted decline to 88 

cents on the dollar. 

 

Like the US market, the J.S.E has many examples where 

undiversified investors paid the price of having too 

many eggs in one basket. The J.S.E All Share Index pro-

vided investors with a return of 5.8% per annum over 

the past five years ending December 2018. Investors 

who simply diversified by investing in a top quartile bal-

anced fund got a return of over 7.5% per annum over 

the same period. 

 

It has also been proven that diversification improves a 

portfolio’s performance by allowing investors to 

achieve higher returns for risks taken. Nobel laureate 

Harry Markowitz called diversification one of the eco-

nomic world’s ‘rare free lunches’. By diversifying, inves-

tors gain risk reduction without return reduction. The 

behavioural benefits of diversification are more im-

portant than the financial benefits. Investors with all 

their eggs in one basket face tremendous pressures 

when market conditions become volatile and their 

basket starts losing value.  In this environment those 

investors who do not have the character to stay invest-

ed normally sell out at the bottom of the market, sell 

their shares and move to cash; accordingly confirming 

their losses. Small cap investors who stayed the course 

during the crash of 1929 would have had a 100 000-

fold return by December 2003 in the U.S.A. 

A well-constructed diversified portfolio provides no 

guarantee that investors will stay invested and true to 

their strategy when markets behave irrationally. Inves-

tors too often let the irrational behaviour of others influ-

ence them and ultimately cause them to make sense-

less decisions. Investors need to treat big declines in 

their stock prices with equanimity to yield excellent in-

vestment results over time. Should investors not stay the 

course they will eventually get the mediocre returns 

they deserve. 

 

Short dated South African treasury bonds have been a 

great asset to diversify clients’ portfolios and have pro-

vided real returns over the past ten years in a low yield 

environment world-wide.  They also provide an effec-

tive shock absorber in volatile markets and will  offer 

easy access to cash in times of economic distress. The 

last five years on the J.S.E has shown this.  

An investor’s asset allocation strategy that has the re-

solve to ride out market storms will ultimately determine   

its success. When investors behave as markets some-

times do they will destroy value.  Lastly diversification 

must be implemented within a disciplined framework. 

As Dave Foord notes, “Use diversification as often as 

possible, but not as much as possible, too much diversi-

fication reduces returns. Less confident investors use 

more diversification while more confident investors use 

less”. 

 

Market conditions, values, economic cycles and cir-

cumstances can often play a role in the amount of 

diversification used at a certain point in time. As Jesse 

Livemore said, “The Big Money is not in the buying and 

selling but in the waiting” 

 

 

 
 

 

Portrait of Patience Escalier,  

1888 by Vincent Van Gogh 

 

 

 

 

 

 

 

 

Reference: 

1.Unconventional success A fundamental approach to personal Investment by 

David F Swensen 

2. Poor Charlie's Almanack by Charles T. Munger.pdf 



      Report back on  our funds 

All of our funds ended in the top ten percent of their relevant ASISA sectors over the last 12 months as at 31 

March 2019. This is the best overall performance we have had across our entire fund range since the launch of 

our fund range. We are relieved that we were patient with our allocation to certain equity managers during 

2018 as their recovery and performance in the first quarter has confirmed our confidence in their process and 

abilities. 

 

The Platinum BCI Worldwide Flexible fund  

The fund had a strong first quarter and ended up +6.72 in ZAR.  The leading contributors to the performance 

were:  Microsoft, Apple, Bidcorp and Yum China.  The global IT stocks were the top performing sector.  Stocks 

that delivered a negative return for the quarter were AbbVie, Discovery and Amerisource Bergen. The local 

stocks we own in the fund:  J.S.E., Distell and Remgro been struggling in a difficult economic environment. Their 

current valuations are near their lows, any economic recovery should lead to good recovery in these compa-

nies’ share prices.  During the quarter we increased our cash to just over 30%.  We sold stocks which were ex-

pensive according to our process, Kraft Heinz co, Stryker and Diageo PLC.  We also reduced the weighting to 

Berkshire.  The Fund currently has over 30% in cash or cash like instruments. We are comfortable holding liquid 

instruments in the fund, we can sit on “cash “ and wait for opportunities on the market. 

 

The Platinum BCI Balanced Fund of funds  

The Fund had a very good start to the year ending the first quarter up 5.69%. All our underlying managers have 

performed well. The best performing fund was the Investec Value fund that was up 14.37% year to date. That 

makes the “value composite” in the fund the clear winner year to date. All our selected managers have per-

formed well, and in some cases better than expected. We are delighted that we stayed the course with our 

managers by making no changes when most tempted to do so. Our equity managers all stuck to their invest-

ment process through what has been and continues to be a difficult market.  The Balanced fund’s equity ex-

posure has increased slightly this quarter but still remains underweight.  The funds exposure to the enhanced 

yield “triumvirate” that we have held for a few years, continues to provide good yield and a shock absorber to 

market volatility. As a combination our enhanced yield portfolio has been a very good performer. 

 

The Platinum BCI Income Provider Fund of funds  

The Fund had a good start to the year ending the first quarter up 3.93 %. All our underlying managers have per-

formed well. The best performing fund was the Investec Value fund that was up 14.37% year to date. That 

makes the “value composite” in the fund the clear winner year to date. All our selected managers have per-

formed well, and in some cases better than expected. We are delighted that we stayed the course with our 

managers by making no changes when most tempted to do so.  The Income fund’s equity exposure has re-

mained under weight and the property exposure is still low at 3.29%. We have maintained an underweight eq-

uity exposure due to the funds exposure to the enhanced yield “triumvirate” which continues to provide our 

income fund clients with a return above the funds benchmark of CPI + 2 without taking on too much risk. 

 

The Global Managed fund USD  

The fund had a strong first quarter and ended up +7.89% in USD.  The leading contributors to the performance 

were:   Apple, Microsoft, Starbucks and Cisco Systems. IT stocks were the best performers on the US stock mar-

ket and all our IT stocks performed well in the first quarter.  Apple went from being the stock that everyone hat-

ed in December to our best performer this quarter.  Microsoft quickly recovered from a post-earnings sell-off.  

We like Microsoft because it delivers predictability and double-digit earnings growth.  Additionally, it remains 

committed to returning excess capital to shareholders via dividends and buybacks.  The stocks that delivered a 

negative return for the quarter were AbbVie, Berkshire Hathaway and Amgen.  The pharmaceutical compa-

nies in our portfolio underperformed mainly due to rising concerns over political/regulatory risks. AbbVie is one 

of the world’s largest biopharmaceutical companies which derives around 60% of its revenues from its block-

buster drug Humira, which treats several autoimmune diseases.  The market has become sceptical that AbbVi-

e’s earnings are sustainable given the threat of biosimilars to Humira and doubts about the company’s pipe-

line.  Our research has indicated to us that biosimilars are less of a threat to Humira than is perceived and addi-

tionally AbbVie’s drug pipeline is underappreciated.  We believe that there is good potential for AbbVie’s col-

lective portfolio of future drugs to drive sustained earnings and revenue growth over the long term.  During the 

later part of the quarter we increased our cash to just over 30%.  We sold stocks which we felt were overvalued 

(Kraft Heinz co, Stryker and Diageo PLC). 



        Stock in Focus   

 

 

Williams-Sonoma owns strong brands, has a competitive moat, is growing same-store sales nicely, has solid 

8.5-9% operating margins, generates nearly 54% of its revenue from online, pays a 3.2% annual dividend, 

has very little net debt, and is trading at less than 13X earnings. 

 

Williams-Sonoma is a multi-channel specialty retailer of high-quality products for the home.  They operate 

through many brands, including Williams-Sonoma, Pottery Barn, Pottery Barn Kids, West Elm, PBteen, Rejuve-

nation, and Mark and Graham. 

 

 
 

Williams-Sonoma (WSM) has carved out a solid niche in the fragmented North American domestic home 

furnishing market.  Despite the incredibly competitive retail environment, WSM has grown its top line and 

same-store sales. On a full year basis, its operating margins have decreased from FY 2013 to FY 2017 (10.3% 

to 8.6%), but this is a much better relative performance compared to many of its peers, especially in the 

broader retail sector. 

 

Although, perhaps, people think of this company's higher end kitchen and home accessories business, with 

its namesake stores, actually, most of the company's revenue is derived from home furnishings. So, this is 

very different from shipping homogeneous items on Amazon.   This company is offering a differentiated user 

experience.  Excerpt from the Q3 2018 conference call: 

 

“ Our innovation efforts are driving customer acquisition and e-commerce growth to an all-time high of 55% 

of total revenues. We continue to leverage the power of our multi-brand portfolio, launching two new cross-

brand initiatives this quarter. First, we released the customer-facing version of our Outward-powered profes-

sional design tool called Design Crew Room Planner or Ensemble as it was named during the initial phase.  

 

This launch was met with overwhelmingly positive feedback from our in-store cross-brand Design Crew asso-

ciates, who've been actively using the application in our Pottery Barn, West Elm and Williams-Sonoma stores. 

Since its initial launch in August, over 15,000 rooms have been created by the room planner with thousands 

of users engaging in design activities weekly. We believe this application will become an integral part of 

the home design and shopping experience, and we'll continue to add more features and functionalities to 

enhance this experience for our customers.”  

 

 

 

https://static.seekingalpha.com/uploads/2018/11/26/1099377-15432677679229128_origin.png
https://static.seekingalpha.com/uploads/2018/5/27/31557165-15274586062577212_origin.jpg
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They are also targeting international growth.  The firms expanding global footprint could help improve sourc-

ing and distribution costs longer term, improving operating margins.   

 

 
 

Hear Williams-Sonoma, and you think luxury.  Management is focused on nurturing the exclusivity of their 

brands.  Consumers are willing to pay a premium to associate with their brands, and that provides an enor-

mous amount of safety and a solid financial outlook going into the future.  Their base customer is likely more 

affluent, and much less likely to be affected by economic downturns.  The fact that the corporation is well-

run only adds to the attractiveness of the stock. 

 

Looking at the numbers, Williams-Sonoma have consistent growth across their fundamentals, which is quite 

rare in the retail sector.  Revenue per share has risen from $18.23 in 2001 to $63.21 in 2017.  In that time the 

revenue number has climbed every year but two, during the Great Recession.  Between 2007 and 2009, num-

bers did fall from a pre-recession level of $37.45 in 2007 to a recession low of $29.01 in 2009.  However, what is 

remarkable is that by 2011 they were almost fully recovered (37.04), and by 2012 they had exceeded pre-

recession levels ($41.37).  Since then Revenue per Share has grown every year and looks well-positioned to 

continue growing in the coming years. 

 

Management has kept long-term debt practically non-existent in recent years.  And while they have recently 

opened a $300 million credit line which the CFO states is to aid in their strategic flexibility to invest in their 

brands and growth, even that is extremely conservative.  If needed, management could pay off the debt (if 

the line of credit were used in total) with one year’s net profits.  This extremely low level of debt gives the 

company a great amount of safety in what is likely to be an environment of higher interest rates for several 

years. 

 

The stock is well positioned to be a long-term hold and the dividend income which it generates is attractive 

and growing (increasing consistently for the past 11 years).  Currently the stock is trading well below its fair 

value estimate of 70 USD. 

 

 


