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October 2017 

 

Abax Global Equity Feeder Fund Commentary 
 
The Fund had a very strong performance of 9.0% for the month. Year to date, the Fund has appreciated 

32.7% 

Last month we commented on the 30% decline in Spire Healthcare. We considered the market 

reaction excessive and, whilst acknowledging the shorter term headwinds, backed our conviction by 

buying more stock at this level. Spire rebounded with a 32% appreciation in October, still off its 

previous high water mark, but at least vindicating our stance. Likewise, Haier Electronics, one of last 

month’s detractors, announced their Q3 2017 results and subsequently appreciated 8%. 

Top contributors to the strong month were Trex and the technology stocks: Amazon, Intel and 

Samsung. Start Today (the Japanese online clothing retailer) and Whirlpool detracted for the month 

after announcing results that were shy of analysts’ expectations. However, we look past quarterly 

results, to the longer term value creation opportunities and are not overly concerned about these 

near-term moves. 

Trex is a US small cap company. It manufactures composite decking from mostly recycled plastics and 

has grown much faster than the market in recent years. Good, conservative management is driving 

the company to continue to take market share (they are already the largest) in a growing sector. 

Composite decking has a somewhat chequered reputation as numerous inferior products available on 

the market created the impression that it’s not really a true alternative to hardwood decking. Trex’s 

product, however, is truly superior; it carries a 25 year guarantee against fading and structural defects 

– very few hardwoods can match this (not to mention the ongoing maintenance of hardwood). The 

stock appreciated more than 25% after releasing Q3 results which were better than expected. 

Whereas we continue to believe in the long term prospects of this great business, we did crystallise 

some of the gains. 

Amazon gained 15% in the month, a very substantial move for a $500bn market cap company. This 

too, happened after releasing their Q3 results. While operating profit in the main US retail unit actually 

declined, the very strong revenue growth (29% in net sales globally, with the US still growing at 35%) 

and 42% growth in Amazon Web Services revenue, clearly demonstrated the very strong growth 

potential of their retail and technology offerings. Amazon now has more than 300m unique shoppers 

and offers Amazon Prime in 187 countries. Amazon is ingraining itself into everyday life with the Prime 

offering, which not only offers free and quick shipping, but also music and video streaming (and now 

also live NFL games) and the integration of Alexa – Amazon’s voice enabled “assistant”. Although they 

do not disclose total Alexa device sales, it is significant.  At a recent global consumer conference, the 

likes of Unilever mentioned that they have to include Alexa as part of their advertising planning – i.e. 

what questions will users ask Alexa about their product and how should “she” respond? Once Alexa  
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becomes part of the day to day life of consumers, competitors will find it hard to dislodge Amazon as 

the default retailer, technology, and entertainment provider. 

Amazon’s valuation is much debated.  Simplistically, the 280X Price Earnings ratio is extremely high. 

However, the retail division is growing net revenue (i.e. after commissions to third party sellers) at 

about 30% per year; the technology division is growing in excess of 40%. Operating margins in the 

retail division is zero or negative as Amazon reinvests profits into advertising and fulfilment costs in 

new territories (they are profitable in the US). The technology division has 26% operating margin, and 

is growing more than 40% per year. Whereas we do not believe Amazon will slow down their growth 

ambitions any time soon (and hence show operating margin in retail), should they scale back 

promotions so that their global retail division delivers the same margin as the US, the whole company 

could be on a 20X Price Earnings ratio within three years. But this is not their nature, they have many 

more initiatives for growth that will leverage their global platform and user base and this will consume 

their generated profits for years to come. 

We recognise that global markets have performed very strongly and therefore remain vigilant on 

valuations and ways to protect the downside in the Fund. 

 

 

 

 

 

 

 

 

 

 


