
 

Page | 1  
 

 

Q2 2019 
 
Abax Global Equity Feeder Fund Commentary 
 
Global markets continued their recovery after the precipitous decline in the second half of 2018, albeit 
at a slower pace.  The Fund continued to pace the market in the second quarter to end up 16% for the 
first half, in line with the MSCI All World Index.   

The unconventional political manoeuvres coming from the Trump administration are causing 
significant global economic uncertainty and upheaval.  Global economic and political alliances, trade-
pacts and general relationships have evolved in a relatively benign way over the past number of 
decades.  The incredible rise of China after their 1960’s ‘cultural revolution’ all of a sudden presented 
the US with a new kid on the block who they seem to have difficulty coming to grips with, and this is 
unsettling their world economic order. 

Stephen Roach, the respected senior fellow at Yale University and former chairman of Morgan Stanley 
Asia, describes the US-China trade war very eloquently: “The charges and counter-charges are an 
outgrowth of a long-simmering mutual distrust that borrows a page from the classic script of co-
dependency.  Both nations depend on the other to support economic growth – something that China 
as an export-led economy has long recognized.  But this point is dismissed by Washington politicians, 
despite America’s reliance on low-cost consumer products from China, massive Chinese purchases of 
US Treasuries, and China’s significance as America’s third largest and most rapidly growing export 
market. The problem with co-dependency, whether it is with humans or economies, is that it is a very 
reactive and ultimately a dysfunctional relationship.  When one partner changes the rules of 
engagement, the other feels threatened, and conflict arises.  While both dynamic economies are 
always changing, the shifts underway in China are by far the most profound – from manufacturing to 
services, from exports to consumption, and from imported to indigenous innovation.  The US, by 
contrast, clings to the hubris of its superior growth model. Ironically, the United States was more 
comfortable with the ‘Old China’ and now feels threatened by the ‘Next China’. America’s aggressive 
reaction to these threats is a manifestation of the conflict phase of co-dependency”. 

This trade war is not limited to just the US and China.  The US is arguing with a number of other trade 
partners, e.g. labelling the import of European cars into the US as a threat to national security. 
However other countries are now seemingly emboldened to escalate their own tiffs (e.g. Japan and 
South Korea most recently). 

All of the above directly impacts the Global fund as few of the holdings are discreet, stand-alone 
companies that operate independent of global trade and economic wars.  A company like Trex might 
produce and sell their composite decking product mostly in the US, but they are dependent on input 
costs of recycled plastic which are influenced by global pricing and movement of recycled materials. 
They are also affected by energy and competitive pricing of alternative products for example Canadian 
lumber, impacted by import tariffs.  The likes of Microsoft, Amazon, Rio Tinto, Samsung, and JP  
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Morgan are far more obviously impacted.  We therefore pay extra attention to these global factors 
when analysing existing and new positions for the fund.  To that end we have trimmed the position in 
Haier (Chinese washing machine manufacturer) on account of their exports to the US, and we have 
completely exited AAC, component supplier to the mobile phone manufacturers, because of the 
Huawei issue (and Apple manufacturing by Foxconn in China). 

Given elevated market levels, with daily new records for the S&P 500 index, after the longest economic 
expansion in the past one hundred years at over 120 months, we have bought protection structures 
over 17% of the fund; effectively an insurance policy against the market falling.  Combined with 
elevated cash levels (compared to our longer term aim of no more than 5%), it means that at least 
25% of the fund would be protected against a market fall.   

The Fund is diversified: from iron ore mining in Australia, to IT in the US, health care in the Middle 
East, consumer banking in India, and online consumers in China.  These businesses are also in different 
phases of their evolution and therefore provide continued superior growth opportunities in spite of 
current global economic uncertainty.  In addition, we remain vigilant to hunt for, and own, stocks that 
are more resilient and with wider moats around their business models.  

 

 


