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Abax Global Equity Feeder Fund Commentary 
 
The Fund continued its strong performance into April, appreciating 3.4% during the month. As reported 

last month, this performance can be attributed to a wide range of holdings. 

Whereas the fund holds a number of technology related companies, Samsung and Western Digital, two 

of the particularly good performers, have one product in common; NAND semiconductor chips.  These 

are the leading edge of memory chips using in a range of electronic devices, from mobile phones to 

large scale data centres.  Samsung, Toshiba, Western Digital and Micron produce about 84% of the 

global market for NAND chips; i.e. a highly concentrated market.   

What are NAND chips and why are the companies that make them such good investments?  NAND 

chips (semiconductors) are non-volatile memory chips; they can retain their memory status even if there 

is no power.  NAND is the only logic device (a Negative AND gate) that has functional completeness – 

almost like the joker in a pack of cards – one can build a complete logic function with only NAND gates.  

As electronic devices rapidly becomes more complicated and hence more memory hungry, the demand 

grows for more NAND memory chips that are also smaller and more efficient.  The latest iteration is 

called 64 layer 3D NAND chips – that is 64 layers of about 14 thousands of a millimetre thick – deposited 

on a silicon wafer.  Tiny holes are then drilled; these will be 60 times deeper than thick and then the 

sides of these little holes are “painted” so as to provide conductivity.   

These are therefore incredibly complicated processes that require 100% accuracy whilst producing high 

volumes.  There are only so many companies that have the Research and Development skills and 

budget to achieve this and then the ability to profitably manufacture the chips.  It is very hard to see 

how a new entrant will upset this market. 

Samsung is mostly perceived as a mobile handset manufacturer and some other consumer electronics.  

Whereas they are indeed the largest handset manufacturer by volume, they make much more profit off 

their semiconductor and display divisions.  In their latest results, 64% of their profits come from the 

semiconductor business (at a 40% margin), 13% from the display panel division (at an 18% margin) 

and although 20% of the profit came from the handset business, it only had a 9% margin.  Whereas 

Samsung’s share price appreciated 81% in USD, it is still trading on only a 8.5 times forward PE and 

has almost a quarter of the company’s value in cash on the balance sheet. 

Western Digital is less exposed to the leading edge NAND chip business, having only recently entered 

this market with their Sandisk acquisition.  They are, however, the world’s leading supplier of memory 

devices (from older technology hard drives to DRAM and SSD solutions) and there is a strong possibility 

that they will be able to acquire the Toshiba memory chip business that is a distressed sale at present.  

Western Digital is also trading on 8.3X forward PE. 

The above companies demonstrate that there are still great companies, with a very competitive product 

set, available at reasonable prices.  We have done much work on the underlying product set and 

technology and the potential thereof.  The Fund has over 7% invested in these two companies. 
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The Fund remains invested in large, well-managed firms with clear competitive advantages and strong 

balance sheets, yet also offers some higher growth potential with more medium sized firms that are 

benefiting from great growth opportunities being offered in technology, healthcare and consumer 

products. 

 


