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Market and Economic Commentary 

 

Global 

In the later part of 2019, the world was beginning to look a little brighter.  A trade 

agreement and slightly better macro data spurred a year-end rally in risk assets.  But 

just as investors were focusing on the scope for economic momentum to rebound in 

2020, the coronavirus was catching the attention of medics in China.  Three months 

later, we find ourselves in the grip of a pandemic, a global recession is assumed for 

2020, stocks are in a bear market, and we have had a fiscal and monetary response 

that was unimaginable a few weeks 

ago. 

 

The speed with which the crises 

ripped through the markets is un-

precedented.  The equity markets hit 

their last new high on 19th February.  

The US market fell -33.9% in just 24 

days, over 10 times faster than the 

2008 correction. Investors are having 

to get used to market volatility re-

flecting the massive amount of un-

certainty around COVID-19.  The 

economy and corporate earnings 

recovery are especially relevant for markets to return to new highs.  Research shows 

that the market tends to bottom well in advance of the economic data.  On aver-

age, the stock market bottoms around 1.5 months before the peak of jobless claims 

and 4.5 months before the end of a recession.   

 

The Federal Reserve (Fed) has delivered two emergency rate cuts, bringing rates 

down to 0 - 0.25%. It has also restarted quantitative easing (QE), promising unlimited 

asset purchases.  Additionally, it has implemented several lending facilities to ensure 

adequate liquidity, smooth functioning of the short-term funding markets, and access 

to credit.  Areas most damaged by social distancing are not necessarily interest rate-

sensitive sectors, so stimulative effects to the economy may be limited.  However, 

these steps should help with liquidity and financial conditions. 

 

There is still much to understand about the nature of the current recession and subse-

quent recovery.   Will fiscal stimulus be enough to keep businesses solvent and Ameri-

cans out of poverty, despite rapid increases in unemployment?  Will monetary stimu-

lus provide enough liquidity in the financial system to keep markets running smoothly? 

While we do not have answers to the questions yet, we can expect elevated uncer-

tainty over the foreseeable future, at the very least, until a vaccine is created and 

widely distributed. 

 

Investors are still trying to determine if markets might retest the recent lows.  Market 

timing is always excruciatingly difficult and trying to gauge when markets will bottom 

in this environment is not exception.  However we do know that eventually the cur-

rent recession will yield to economic expansion – and the cash we are holding as 

portfolio protection today, will provide us with the dry power we need to add attrac-

tively priced, quality assets to our portfolios. 
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SA Market Commentary 

The JSE ended March on the front foot, in line with the rest of the world markets.  The All Share Index 

gained 2.5% which reduced losses for the month to 13%.  Year-to-date, the local market was down 23% at 

the end of the first quarter. 

 

Moody’s decision to lower South Africa’s credit 

rating from Ba1 to Baa3 means that all three 

leading rating agencies now rate South African 

government debt at sub-investment grade.  

While it was hoped that this decision would be 

deferred, it was not unexpected.  The market 

has been pricing SA as junk for some time now.  

Moody’s cited concerns about our economic 

growth rate and the rapid increase in govern-

ment debt, which they expect to reach 91% of 

GDP by the end of 2023.  Moody’s decision will 

result in South Africa being excluded from the 

FTSE World Government Bond Index.  Normally 

this would have happened at the end of 

March, but the WGBI management has decid-

ed to postpone rebalancing the index until the end of April due to the current market turbulence.  Inves-

tors with investment grade only mandates will be sellers of South African bonds.  It must be noted however 

that in the sub-investment grade universe, South African bonds are likely to be very attractive on a risk-

adjusted basis.  About R600bn of domestic government debt, equivalent to 37% of the total domestic issu-

ance, is owned by foreign investors.  It is not certain how much of this will have to be sold.  Most estimates 

range between R70 billion and R140 billion.  The problem we face is that these are not normal times and 

due to the global crisis, capital inflows from foreign investors have almost ceased, and so managing the 

short-term consequences of the downgrade will prove difficult. 

 

When it comes to the local equity market, the downgrade does mean that companies may face higher 

funding costs, that could be challenging for those with weaker balance sheets.  However, this has already 

been a significant concern in the current economic environment. 

 

Moody’s downgrade of local banks came as no surprise as the SA sovereign ratings act as a ceiling and 

the rating of banks cannot be above that of the sovereign.  Our banks will be facing a difficult time with an 

almost certain spike in bad debts due to the failing business activity and an increase in unemployment. 

 

The downgrade is a challenge for our government who is short of funding at the very time that our country 

needs it most.  The SA Governments pro-active move to put the nation in lockdown early is commendable 

but is most likely going to have devastating effects on an already weak economy.  A 1% interest rate cut 

and relaxation of capital requirements for banks to facilitate lending and buying government bonds in the 

secondary market has been put in place by the SA reserve bank.  The president has announced the estab-

lishment of funding and financial assistance for companies being affected by the effects of the lockdown.  

But whether this will reach the companies that need the assistance in time and whether it will prevent the 

collapse of our economy after companies have had to deal with an extended lockdown, remains to be 

seen. 
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         Insights 

Over the last five years, boutique managers 

have really come to the fore in terms of per-

formance, while client s have become much 

more comfortable dealing with smaller man-

agers.  The performance these boutiques 

have delivered and the track records they 

have now established are undoubtedly a 

big part of that. 
 
This year, the finalists for the Morningstar Best Fund 

Range, were all boutique managers. These awards 

were first presented in 2010 and were initially domi-

nated by the large fund houses.  This has gradually 

changed and now we find the boutique managers 

dominate both the Raging Bull Awards as well as the 

Morningstar Awards.   

 

We believe the reason fund managers do well gener-

ally is driven by a few factors.  These include experi-

ence, ability and skill, size of assets managed and 

having an owner manager culture.  Boutique manag-

ers are typically owner-managed, with small invest-

ment teams that have a genuine passion and belief 

in the investment philosophy.   

 

The 10 000 hour-rule - the idea that becoming an ex-

pert in something requires 10 000 hours of dedicated 

practice - originated with psychologist K. Anders Erics-

son, and was popularised by Malcolm Gladwell in his 

book entitled Outliers.  This books title is also the term 

given by Gladwell to successful individuals whose 

achievements are out of the ordinary. 

 

Applying this term to our industry is appropriate as we 

believe that one of the most valuable tools a fund 

managers can have is experience.  It is interesting to 

note that the top boutique managers have been 

managing money for over two decades - and for 

way longer than 10 000 hours have been honing their 

fund management skills. 

 

The investment industry has realised that asset man-

agers do not get better when they get bigger.  This is 

especially true for active managers.  Bigger often 

means mediocre performance, while being success-

ful frequently results in ballooning assets under man-

agement, which in turn results in investment decisions 

being that much harder to make.  

 

 Size in the South African market can be a big draw-

back when it comes to choice.  Large managers with 

over R200bn under management are reduced to be-

ing able to buy only the top 17 shares on the JSE and 

precluded from investing in any invest opportunities 

that might arise in the medium and small companies.  

This severely restricts the larger managers investment 

universe and flexibility, which in turn will influence in-

vestment results. 

 

While decision-making within a large institution is driv-

en by committees, as boutiques everyone knows that 

they make a difference, thereby fostering a culture of 

excellence that is harder to sustain within large institu-

tions.  In an environment of competition for budgets, 

asset gathering and bonuses, interest aren’t even 

aligned internally, let alone with those of clients. 

 

Fund managers’ investment styles are a direct reflec-

tion of their personality.  As a firm grows, it becomes 

more institutionalised.  The staff loses its sense of own-

ership and motivation drops while the culture chang-

es and the shared vision fades.  It is the owner-

manager culture within boutique managers that al-

lows for a strong, more personal client-to-fund-

manager relationship.  In contrast, large investment 

managers are too big for the client to have a person-

al interaction, so it is more difficult for the client to feel 

that concerns and ideas are being heard. 

 

 

 

 

 
Article written by Mel Meltzer for Money Marketing Maga-

zine— April 2020 edition. 

Asset managers don’t get better when they get 

bigger   
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        Report back on  our funds 

South Africa has had a double blow with the recent Moody’s downgrade to junk status. Across all asset classes 

the impact has been devastating to us all and the financial markets have collapsed due to the impact. 

Considering the impact of the pandemic, we wanted to give our fellow investors an update as to how our funds 

have performed, the changes made and current positioning during this time. We will also highlight our strategy 

going forward.  

The Platinum BCI Worldwide Flexible fund 

 

The fund positioning at the beginning of 2020 was conservative. In the first few weeks of the new year we re-

balanced the portfolio by trimming back on Apple and Microsoft which had become overweight during the 

strong rally in their share prices during 2019. We had cash on hand going into the Corona Outbreak of over 25% 

and had a 15% allocation in our preferred enhanced Income Managers.  

 

We wrote at the beginning of 2020 that having cash provides us with liquidity should opportunities arise on the 

market. 

 

During the market “crash” we deployed some of the cash to buy Pfizer, 3M, and we topped up on Intel. Locally 

we bought Remgro, Standard Bank, Shoprite and Spar. Currently we still have 34% in cash including the en-

hanced yield exposure. It’s our view that the market will continue to give us opportunities to buy great compa-

nies in the coming weeks. It’s our focus to be disciplined and have a gradual approach to buying the compa-

nies we want to own. Picking the bottom is not a strategy, buying great businesses when they are cheap is.  

 

Fear is now widespread, gripping even the most seasoned investors. We will continue to add to great compa-

nies that we hold and buy companies that we have always wanted to buy but were too expensive.  

 

As Warren Buffet wrote in his letter during the 2008 crash, “What is likely is that markets will move higher, per-

haps substantially so, well before either sentiment or the economy turns up. So, if you wait for the robins, before 

you buy stocks, spring will be over. 

 

The funds low exposure to South African shares and the USD cash provided a very good hedge during this time. 

The downgrading of South Africa to junk added to the Rands weakness and the currency lost 27% to the USD. 

 

The Fund was up 5.03% for the quarter and has consistently remained in the top 5 in its sector over three, five 

and seven years.  
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        Report back on  our funds 

The Platinum BCI Balanced fund of funds and Income Provider fund of funds 

 

Both funds have the similar underlying managers it's just the allocation to the various asset classes that is adjust-

ed in terms of the underlying mandate of the fund.  

 

The Platinum Balanced fund was down for the first quarter by -3.04% and the Platinum Income Fund ended 

the quarter -0.78% down.  

 

The Platinum Balanced Fund performed extremely well relative to other funds in the sector. We were slightly 

disappointed in the draw down that some of the managers had. Consistent  with our view that the recovery 

will not be swift and with further volatility ahead we made a decision to switch out of the Investec Equity Fund 

and Truffle equity Fund and switched the funds to the Truffle Flexible Fund and allocated the balance of the 

funds to our existing managers that we believe will have the ability to recover well.  The main reason for mak-

ing this decision is to reduce risk, and it’s our view that managers with more flexibility will be nimbler and be 

able to deploy their cash when opportunities present themselves. 

 

We made one change to the Platinum Income fund during the quarter, we sold the Investec Value Fund in 

January as it was our view that the volatility of the Value fund was too high for the fund. The Fund positioning 

at the beginning of 2020 was conservative with a big exposure to cash, enhanced yield and offshore equities.  

The equity exposure in the Income was less than 25% with 18% invested offshore. 

 

We have recently raised a cash in both the Income and Balanced funds to provide liquidity going forward.  

Both funds are now in the top decile in their respective sectors over 1,3, and five years. 

 

 

The Platinum Global Managed Fund 

 

The Fund’s performance has been as we would have hoped through the market turmoil during the first quar-

ter 2020.  Although we do accept that there will be some fall in valuation, which is inevitable in a bear mar-

ket, the relative performance has been good.  The fund is down -12% in USD as compared to the MSCI World 

USD index which is down -22.5% for the first quarter ending 31st March. 

 

We were able to protect our investors from the full force of the market drawdown due to two main contrib-

uting factors.  Firstly, we reduced our equity exposure in January even further to 56.5% and secondly, most of 

our quality companies performed better than the broader market.  Our best performing stocks were Microsoft 

(Technology), AmerisourceBergen (Healthcare), Colgate-Palmolive (Consumer defensive) and Walmart 

(Consumer defensive).  UPS (Industrials) also came back strongly in March ending the month up just under 8%.    

 

We don’t have any companies that are directly exposed to the knock-on effects in tourism and travel retail 

and we are confident that our quality companies can weather this storm.   Some companies will do better 

than others through the pandemic such as Microsoft, Visa and our pharmaceutical companies.   

 

There are a lot of questions being asked that are impossible to answer.  We prefer not to spend too much 

time considering matters which we can neither predict nor control and focus instead on our companies and 

the opportunities that are presenting themselves to us.  We believe that the market still has further to fall be-

fore things get better.  We are ready to cautiously deploy our cash into well researched opportunities, when 

the price is right. 
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        Stock in Focus   

Minnesota Mining and Manufacturing, 3M (MMM) is a 

stable wide moat, Dividend Aristocrat that has consist-

ently increased its dividend for 61 years and maintains a 

reasonable pay-out ratio.  

The company is a global manufacturer and technology 

innovator with sales of $32B globally.  The company 

spends on average around 6% of its sales on research 

and development.  When one thinks of 3M, sticky notes 

and scotch tape come to mind.  However, they manu-

facture products that are used in the automotive, con-

struction, military, electronics, energy and healthcare 

industries, to name a few.  The company reports results 

under four business segments:  Safety and Industrial, 

Transportation and Electronics, Health Care and Con-

sumer. 

In the current market environment, we like companies 

that are well diversified, well managed, that generate 

good cash flows and that pay attractive, safe divi-

dends.   3M is a company that has become interesting 

to us again, not only because it ticks our boxes in terms 

of the above-mentioned qualities but also because it 

manufactures the N95 respiratory mask which, in ab-

sence of a vaccine, is so important in the fight against 

the coronavirus.   

Additional to this, the restructuring that they have been 

doing over the past two years has seen 3M reducing 

costs by streamlining their business from five to four seg-

ments.  Falling costs of raw materials (petroleum-based 

materials, minerals, metals and wood pulp) as well as 

better supply chain management and inventory man-

agement have contributed to a decrease in cost of rev-

enues.  The company has seen success in managing its 

supply chain. For example, in the US, despite corona-

virus induced interruptions, the company has avoided 

major supply chain disruptions by sourcing materials for 

its protective face masks from regional suppliers. 

Demand for 3M's worker health and safety products is a 

catalyst for the stock. 

The catalyst for the stock price to move in the next sev-

eral months will be the rising demand for its worker 

health & safety products ranging from masks and respi-

rators to face shields and protec-

tive coveralls.  3M is under pressure 

by the government and hospitals in 

the US and around the world to 

produce more masks.  These masks 

are worn by physicians, nurses and 

other hospital staff as well as more 

and more by people when going 

out of their houses to buy and de-

liver basis services.  

The company’s respirator manufacturing plants in China 

have already been busy working to provide these much

-needed respiratory masks to hospitals and the public.  

They have doubled production of the N95 respirators to 

nearly 100 million per month to meet demand from the 

coronavirus outbreak and they are leading the charge 

to meet the demand as the number of people infected 

by the coronavirus continues to rise globally.  These 

masks are being primarily sold to governments and hos-

pitals empowered by large stimulus packages. 

In a recent press release 3M CEO Mike Roman acknowl-

edged that "the reality is that demand for N95 respira-

tors is much higher than the industries' ability to deliver." 

It is unclear yet how this will translate to 3M's bottom 

line. But the safety and industrial segment is the largest 

of 3M’s four main business units. As a result, any signifi-

cant demand in this segment, such as what the compa-

ny is seeing for its masks and respirators, will have a 

meaningful impact on the company’s revenues and 

ultimately its stock price. 

Furthermore, 3M is positioned well to compete in this 

high demand segment, not only because of its brand 

recognition, but as a result of their global supply capa-

bilities with manufacturing facilities in Europe, Asia and 

Latin America. This gives the company an advantage in 

efficiently distributing its products anywhere in the world 

where they’re needed.  

One of the advantages that 3M has over its competi-

tor’s is that they have built in surge capacity in their res-

piratory factories throughout the world to address de-

mand bursts following lessons learnt during the SARS epi-

demic.  Additionally, capacity is being utilized at the 

Aberdeen plant using contingent machinery which had 

been installed to respond to demand from the teams 

fighting wildfires in Australia.  

3M is a front liner stock in the defence again COVID-19 

and with USD 180 billion earmarked for the healthcare 

sector under the CARES act, 3M has a guaranteed mar-

ket and its customers have the capacity to pay. 

Naturally, the stock will continue to be volatile in the 

short term, and no one knows when a sustained recov-

ery begins as the world emerges on the other side of this 

COVID-19 outbreak. In the meantime, investors in 3M 

stock will be rewarded for their patience with a healthy 

dividend of just under 4%.  

Disclosure:  We have recently initiated a stake in the stock in our port-

folio.  This is not a recommendation to buy the stock and the article is 

an expression of our own opinions. 

 

Contact: Platinum Portfolios (Pty) Ltd, +27 11 262 4820,  www.platinumportfolios.com.     Authorised Discretionary Financial Services 

Provider:  FSP 641 


