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Abax Global Equity Feeder Fund Commentary 
 
The past quarter saw one of the more significant stock market declines in years with the MSCI All 

World Index down 11% at its worst. A short rally right at the end of the year somewhat eased the pain, 

but global markets still declined 7% for the month of December and 9.4% for the year. 

 

In a year of big drops in global markets, it was rewarding to hold Amazon (up 28% for the year), 

Microsoft (up 19%), AutoZone (up 18%), Thermo Fisher (up 18%), and Moncler (up 11%).  These 

represent global retail, tech, US consumer, defensive medical devices, and global luxury – i.e. a diverse 

range of businesses. A larger than usual cash balance in the fund also helped stem the decline for the 

year.   

 

Unfortunately, the large positions in British American Tobacco (6% at the beginning of the year), AAC 

Technology (3.7% holding), and Samsung (6% holding) – all of which declined meaningfully – materially 

dented performance. Whereas some volatility is to be expected in global technology stocks like 

Samsung (predominantly a semiconductor manufacturer) and AAC (component supplier to the global 

cellular handset market), the 51% decline in BAT’s share price was not expected. BAT is considered a 

safe, defensive company with excellent cash flows. Before it halved, it offered a 4% dividend yield and 

roughly 10% annual earnings growth at a PE ratio of about 17 (in line with its long term average). An 

unfortunate combination of higher US interest rates, the rapid rise of vaping in the US, and the threat 

of stronger anti-tobacco legislation in the US lead to the unprecedented sell-off in tobacco stocks, but 

more so for BAT after their acquisition of Reynolds two years ago which increased their US exposure.  

None of these fears have translated into lower earnings or dividend expectations, leaving BAT now 

twice as attractive as a year ago, on a valuation basis. 

 

The US market’s post financial crisis expansion is now becoming one of the longest economic 

expansions on record.  History and sentiment suggest that this expansion cannot continue indefinitely.  

US politics, driven largely by the unpredictable nature of President Trump, adds further concern. On 

the other hand, recent US job growth numbers were very encouraging and the Federal Reserve 

insisted that they are “always prepared to shift policy and shift it significantly”; both of which were 

perceived very positively by markets. A likely risk for this year is a synchronised economic slowdown 

in Europe, the US, and China. There is already plenty of evidence of this slowdown having started, but 

that does not mean that these economies go into recession. Chinese indicators offer conflicting views 

of the underlying economy; some manufacturing indices declined worryingly, yet electricity 

production (a hard number to fib) still showed solid expansion. The government continued to indicate 

a willingness to stimulate and recently announced a range of measures, from reducing the reserve 

ratio for banks to new incentives for home appliance buyers. The greater uncertainty is the bubbling 

trade war with the US and imposition of punitive tariffs. 

 

The Financial Times sums it up well; “the risk is that fear simply becomes self-fulfilling – that market 

jitters lead companies and consumers to cut back spending and investment earlier than they 

otherwise would, so accelerating the slowdown”. Add some political uncertainty ranging from 

European turbulence, the possibility that the Chinese government misdirect their stimulus, a  
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disorderly Brexit, and the escalation of the US-China trade war – and one can easily come up with a 

bear scenario for 2019. 

 

On the positive side, the market correction at the end of 2018 left many global indices at far more 

palatable levels. The S&P 500, for example, is back to a 15 times forward price earnings, close to its 10 

year mean. Apple is trading at a 12 times forward price earnings, Samsung at 7, JP Morgan at 10, FedEx 

below 10, and BHP in Australia on 14 times – these are but some examples of solid, quality, global 

firms that still offer good long term value, yet are now trading at much lower valuations than a year 

ago. 

We maintain our stock picking process and continue to hunt for quality companies with solid balance 

sheets and good growth prospects. We cannot rely on a general market rerating to “lift all boats”; we 

are rather picking individual companies that offer resilient products and services throughout economic 

cycles. 

2019 looks set to be a bumpy year with plenty of big political events that will likely generate plenty of 

news flow.  We trust that some political sanity will prevail, but remain ready to take some deep breaths 

and focus on the longer term fundamentals. 

   

 

 

 

 


