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ASX ANNOUNCEMENT 

 
Sydney, 14th March, 2018: Fat Prophets Global Contrarian Fund (FPC) announces a Disclosure pursuant to 
ASX Listing Rule 4.12 

 
Dear Shareholders, 
 
The month of February proved to be a volatile one for the Fund with the Pre-tax and post-tax net tangible 
asset backing per share in the Global Contrarian Fund as at 28 February 2018 decreasing by 5.58% and 4.07% 
respectively, net of fees, to $1.2054 and $1.1747 on the previous month’s net tangible asset backing. 
 
 
 
 
 
 
With most global indices overextended, we had been expecting a correction, albeit not as swift and as sharp 
as what occurred in the first week of February. We foreshadowed a 10% correction at the end of last year and 
this played out in just a few days as volatility levels spiked for the first time in nearly 2 years. However, markets 
have somewhat stabilised since then and with a solid reporting season concluded, we believe the January 
highs will be exceeded sometime this year.  We are definitively in the camp which sees February’s price action 
as corrective as markets acclimatise to high levels of volatility and interest rates.  
 
Markets were unsettled in February by stronger US employment data that showed wage growth accelerating, 
which have expected for some time to fuel inflationary pressures and see interest rates rise faster than 
expected. The yield on the 10-Year T Bond moved decisively above long term historical resistance at 2.6/2.7% 
and we are of the view that this could be the beginning of a secular bear market phase in the fixed income 
markets. During February we established initial beachhead short positions in several fixed income markets 
including the US, targeting longer duration bonds.  
 
The volatility and ensuing selloff of all three major indices in the US subsequently led to the worst week in two 
years with a number of markets such as Japan – where we hold significant exposure – falling by up to 4.6%. In 
Hong Kong where we have significant exposure to China, the Hang Seng lost more than 6%. 
 
February has been characterised by the “baby being thrown out with the bathwater” with panic setting in after 
volatility spiked 115% with the VIX hitting 50 at one stage. However volatility has been uncharacteristically 
low for an extended period, so some reversion towards the mean was to be expected. Near term we will likely 
see volatility levels stabilise - albeit in a higher range – but we probably will not see the VIX below 10/12 for 
some time.  
 
For the month the Dow Jones fell 4.31% while the S&P 500 index lost 3.89% and the Nasdaq slid 1.87%. All the 
gains accruing in January were subsequently reversed. Asian markets also suffered and recovered less than 
their US counterparts, the Shanghai Composite and the Hang Seng index lost over 6% for the month and in 
India the BSE Sensex and Nifty 50 was down almost 5%. We have 31.5% exposure to India and China, both of 
which markets had a slower recovery and this weighed on the Fund’s performance.   
 

 28-Feb-18 31-Jan-18 Change 

Pre Tax NTA 1.2054 1.2767 -5.58% 

Post Tax NTA 1.1747 1.2245 -4.07% 
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Janet Yellen moved on from the Chair role at the Federal Reserve which has set the scene for Jerome Powell 
to pick up the pace on rate tightening. In Mr Powell’s testimony to congress he talked about the need to be 
vigilant towards inflation, pledging to strike a balance between the risk of an overheating economy and the 
need to keep growth on track. Mr Powell said that the ‘the central bank would stick with gradual interest rate 
increases’, despite the added stimulus of tax cuts and government spending, markets are now beginning to 
price in the possibility of a fourth rate hike which is our anticipated scenario for this year. 
 
February will go down as the worst month of volatility for stock markets in many years and the largest drop 
since early 2016. We see the volatility settling down, particularly with fundamentals still remaining robust with 
the global economy growing and profit growth ongoing in the corporate sector. However, the time of ultralow 
volatility accompanied by record low interest rates are over in our view, as markets begin to prepare for more 
normalised financial conditions.  
 
Turning to the portfolio and changes made in the month of February included selling Collins Foods and 
reducing our position in Fairfax Media. We also covered our short equity positions on several stocks.  
 
We think there is a very high probability that interest rates at the long and short end of the curve are going 
to rise this year. Our scenario is for a rise in the 10-year Treasury bond yield to well north of 3% by December. 
In the Fund we have shorted a number of 10-year bonds in different markets including the US, and we will add 
to these positions during future rallies.  
 
The Fund remains long financials and insurance stocks that will benefit from a steepening in the yield curve 
and higher longer term rates in particular. We expect gold to do well under this a higher inflationary 
environment and we subsequently added to our position in Evolution Mining.  
 
Standout performers in a volatile month came from our Asian plays, Sunny optical (+20.68%) and Sony 
(+4.47%). We remain heavily invested in China and Japan and it was significant that the Nikkei 225 bounced 
off key support at the 21,000 level, which was once a major resistance level that defined the top of that market 
for nearly four decades. 
 
Sony released strong third quarter results and are forecasting record group operating profit of ¥720 billion 
(US$6.5b), marking an increase of ¥90 billion from the previous forecast. The company announced a change 
at the top. The robust health of Sony is a testament to the restructuring efforts of the management team 
which has spun out several underperforming divisions and returned others to profitability. The PlayStation 
and sensors businesses are thriving, with the former crossing the 70 million market in unit sales by the end 
of 2017.  Accordingly, we are confident the good times can continue for the entertainment and technology 
conglomerate. 
 
Stocks that weighed on the portfolio were generally domiciled in Japan and China, which included SMC Corp, 
Praemium and Sumitomo Chemical. Praemium has been a strong performer for the Fund over the last year 
but was hit with extensive profit taking in February after reporting an excellent result and significant fund 
inflows. The outlook remains robust and we took advantage of the recent price weakness to add to our 
position. 
 
The Funds two largest positions at the end of February were Wynn Macau and MGM China, which have both 
had strong rerating and share price growth over the past few months. The number of tourist arrivals into 
Macau continues to grow with the Chinese New Year holiday weekend surging 6.5% over the same period 
last year. Visitors from mainland China accounted for 73.4% of the arrivals and we are confident that China’s 
long-term inbound tourism will continue to grow with the rise of China’s middle class. 
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One of our core holdings Walt Disney, announced a new streaming app for sports channel ESPN, which will be 
launched by the end April. The ESPN App will offer around 10,000 additional live sports in the first year and 
retail for around $7 a month. Disney confirmed plans to launch 4 to 5 original new Television series on the 
Disney platform as well as a Star Wars series. The company confirmed the takeover for Fox was progressing 
well in terms of gaining regulatory approval. 
 
The biggest US cable operator, Comcast, made a tentative $30.9 billion bid for Sky PLC, topping an earlier offer 
from 21st Century Fox. The move is disruptive for Disney, which is trying to secure control of Fox and SKY, 
which is one of the overseas jewels in the crown. The move comes after Disney struck a deal late last year with 
21st Century Fox to buy a wide swathe of assets from Fox, including its stake in Sky, for more than $52 billion 
in stock and assumed debt. 
 
We see the Comcast bid as not having strategic implications for the Disney/Fox takeover, but more financial 
implications, namely pricing. The Fox/Disney tie-up brings two major content manufacturers together to 
create a formidable powerhouse need to buttress new challengers in the sector including – Netflix, Amazon, 
Apple and Google. Comcast is an old competitor in cable with a business model that is rapidly being challenged. 
Comcasts’ bid is really more about pricing and the ensuing financial implications for the Fox/Disney tie-up – 
which will most probably be resolved with a larger cheque from Disney.   
 
Sky is an attractive asset dominating the UK and Europe which in turn will significantly expand the reach of 
Walt Disney’s international footprint. SKY is in around 23 million homes across Britain, Ireland, Germany, 
Austria and Italy and has rights to valuable content, including Premier League soccer matches. The deal agreed 
with Disney as it relates to SKY only includes the 39% stake that Fox already owns. Disney has discussed seeking 
to take full ownership in the future once the Fox takeover is approved by regulators.  
 
As at the end of February the Fund had leverage of 57.7%. 
 
 

Top 10 Holdings  28 February 2018 Country  

WYNN MACAU LTD 8.2% China 

MGM CHINA HOLDINGS LTD 7.8% China 

SONY CORP 6.8% Japan 

THE WALT DISNEY COMPANY 6.1% USA 

BAIDU INC 6.0% China 

SUMITOMO MITSUI FINANCIAL GROUP 5.8% Japan 

RELIANCE INDUSTRIES LTD 5.5% India 

MITSUBISHI UFJ FINANCIAL GROUP 5.1% Japan 

PRAEMIUM LTD 5.0% Australia 

MINEBEA CO LTD 4.4% Japan 
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Angus Geddes 
Chief Investment Officer  
Fat Prophets Global Contrarian Fund 

 

Japan, 41.0%

China, 22.4%

Australia, 14.4%

India, 9.1%

Europe, 8.2%

USA, 4.9%

GEOGRAPHIC EXPOSURE AS AT 28 FEBRUARY 2018
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