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December 2017 

 

Abax Global Equity Fund Commentary 
 
The Fund appreciated 1.1% in December, but lagged the benchmark’s performance of +1.6%, as 

smartphone related technology shares were sold off in the last week. This leaves the Fund up 33.4% 

for the year, 9.4% ahead of the MSCI All World Index. 

 

For 2017, the top contributors to performance in the Fund were Tencent (Chinese Internet/Social 

Media), NMC Health (Middle Eastern health care group), AAC Technologies (essential smartphone 

components), Trex (US composite decking), Samsung Electronics, and Haier Electronics (Chinese white 

goods and logistics). It’s pleasing to note that this is a relatively diverse group of companies in terms 

of their product set; from social media to washing machines, and geographic exposure; spanning the 

US, Middle East, and China. This group has performed very well in recent years, and we believe they 

have the products and services to continue to deliver strong growth. More importantly, they have 

demonstrated their ability to adapt to new technologies and trends ahead of their peers and hence 

stay relevant – and very profitable. 

 

As a relatively small and growing fund, we received a steady stream of inflows which kept cash levels 

higher than normal. Consequently, this detracted 1.7% from performance. With global markets 

performing so well, and in some cases appearing expensive, we were conservative in deploying cash.  

From current market levels, we will continue to manage the Fund conservatively and rather utilize 

cash when opportunities arise, as opposed to simply adding proportionally to all positions. 

The poor investments for the year were Newell Brands (US household and personal goods), AutoZone 

(US automotive aftermarket parts), Whirlpool (predominantly US whitegoods), Tractor Supply (US 

farming supplies to small and part-time farmers) and Spire Healthcare (UK hospital group). While the 

Funds best choices were diverse, there is a pattern in the poor choices; they are mostly US 

discretionary consumer products. The US consumer is relatively healthy; unemployment is at a very 

low level, there are signs of some wage inflation, the consumer has de-geared after the financial crisis 

and there is reasonable growth in the economy. The general problem with the underperforming stocks 

then was not the state of the consumer, but rather that the companies are all facing increasing 

competition form online retailers (Amazon et al). We were not blind to this threat when we made the 

investments. In fact, all of these companies have very credible online strategies of their own – for 

example, Tractor Supply has a very effective “buy-online, pick-up-in-store” offering. What we, and the 

companies, underestimated though, was the amount of impulse or discretionary purchasing that 

happens when a customer just happens to be in a store or shopping mall. Much of this activity does 

not happen with online purchasing – or the retailer cannot direct this impulse buying as effectively as 

in a physical store. An example would be writing instrument sales for Newell Brands; whereas we all 

need to buy a pen from time to time, it’s hardly ever a destination purchase. With the declining 

shopping mall footfall, Newell Brands simply does not get the level of impulse buying attention as 

before. Consumers will of course buy pens again; their shopping habits have just changed. About a  
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quarter of US malls have closed since the financial crisis of 2009 and another quarter is expected to 

follow suit in the next five years. Household and personal goods companies therefore have to adapt 

and change their marketing strategies. Companies like Clorox recently showed how they have to 

include Amazon’s Alexi in their campaigns; it’s not only about where on the physical shelf you place 

your product anymore, but also increasingly whether voice activated search engines (like Alexi or 

Apple’s Siri) are getting the correct programming to promote/recommend/find your product. 

We will be positively surprised if 2018 delivers the same returns as 2017. But, this does not stop us 

from working to find businesses that will be able to outperform their peers and drive profitable 

growth. In the example of the declining US mall culture above, the department stores are declining, 

but the companies driving the technology advances and physical logistics to support this are gaining.  

Part of the reason we own Haier in China is their logistics unit; they have China’s most developed and 

far reaching logistics capability to deliver large appliances (that typically also require installation); this 

is becoming increasingly critical in an online consumer environment. Similarly, Tencent has developed 

from a gaming and messaging platform to a fully integrated digital company that enables a complete 

online “life”; from streaming music, to literature, to savings, to municipal services. 

The Fund’s price earnings ratio on one year forward earnings is 16.7 times. Whereas this looks 

relatively high, the 3-5 year compound earnings expectations for all holdings (weighted by holdings) 

are about 17%. The rating is also skewed by Tencent and Amazon, both of which are on elevated PE 

multiples (Tencent on account of very strong growth and Amazon because they reinvest most of the 

profits in the retail business and hence show very low earnings). We will continue to search for above 

average growth businesses, whilst continuing to scrutinize existing holdings for any change in 

investment case. 

 

 

 

 

 

 

 

 

 

 


