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Q4 2019 
 
Abax Global Equity Fund Commentary 
 
After the flat Q3 of 2019, global markets unexpectedly delivered 9% growth in the last quarter to end 
the year up 26.6%.  The US and Europe outperformed emerging markets with almost 30% growth 
each, certainly well ahead of where one would have expected these markets to end 2019.  The Global 
Fund ended just lower at 26.1%; a credible absolute performance. 

Real Global GDP Growth for 2019 was 3.1% (China leading with 6.6%) and with inflation staying 
stubbornly low, one may ask how was this almost 27% global stock market return possible?  Taking 
the US market (S&P 500) as a proxy, 85% of the market’s return came from valuation (i.e. investors 
were willing to pay more for the same $1 in earnings), 15% from dividends and effectively nothing 
from earnings growth.  In a world of almost no return on bonds and very low interest rates, it is 
understandable that investors would be willing to pay more for even mediocre earnings growth.  
Corporates are also able to borrow at very attractive rates to buy back their own stock and hence 
effect Earnings per Share growth that outpaces absolute profit growth.  Whereas US corporates now 
have more debt as % of cash flow than before, their relative interest burden (also as % of cash flow) 
is less; the difference between these two ratios is now the biggest since 1960 (Source: Goldman Sachs) 

The Fund kept pace with the MSCI All World Index for the year, but, being a concentrated fund, it got 
there in a very different way.  Large positions in Microsoft, Adidas, JP Morgan and Trex continued their 
positive contribution with Samsung and Applied Materials also helping as they recovered from their 
poor showing in 2018.  On the negative side, NMC Health, China Everbright (Chinese Waste to Energy), 
AIN Holdings (Japanese pharmacy group), TPI Composites (Manufacturers of Wind Energy blades) and 
the generally too high cash levels detracted (any cash hurts in a strong market). 

NMC alone detracted 3% from the fund’s annual return after it halved in the last weeks of the year 
subsequent to a short seller that “revealed” a scathing report accusing the company of understating 
their debt obligations, using related parties for contracting work at inflated prices and overstating 
their cash generating ability and levels.  NMC’s share price rose 1,600% since listing 7 years ago in 
London as they expanded through numerous acquisitions in various health care verticals in the Middle 
East.  This acquisitive growth consumed much cash and debt, resulting in poor net cash flows.  In 
addition, their success with their acquisitions and various health care verticals attracted a number of 
sceptics, effectively calling their progress “too good to be true” and leading to large short positions on 
the company’s stock.  We’ve done a lot of work on the company, how they finance the business and 
why they are successful and remain confident in their business model and operating metrics.  They 
fulfil a real healthcare need in a region of the world with an above average lifestyle disease burden 
brought about by the rapid wealth accumulation during recent decades.  The company is well 
managed and very specific in which services they provide, how they provide it and with whom they 
partner to get the best expertise (e.g. Harvard University on fertility, Cincinnati Children’s Hospital on 
paediatrics, etc.). 

It is therefore very frustrating that a short seller report could have such a devastating impact (albeit 
from one with a reasonable reputation of finding dubious accounting – Muddy Waters gained their 
reputation shorting Chinese listings in the US).  NMC has published extensive rebuttals on all the points 
raised and appointed an independent board committee to investigate the matter fully.   
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During the year the fund made new investments in HDFC Bank (leading Indian retail bank), Heineken, 
Alibaba (the Amazon of China), Rio Tinto (leading iron ore producer) and TPI Composites (blades for 
wind generators).  Like JP Morgan in the US, HDFC is the leading non-government bank in India.  They 
service the rapidly growing consumer banking sector in a country that is fast going up the wealth curve 
and hence demanding professional banking and financing services.  Heineken presents a compelling, 
stable, global growth business with a strong brand and a weak competitor in Anheuser-Busch Inbev.  
Alibaba gives broad exposure to the continued consumer growth story in China.  In addition to their 
strong ecommerce business, they are also a leading online payments operator and cloud provider.  
Unlike Amazon though, they are not yet profitable in the cloud (Amazon’s strongest division) and this 
provides much upside.  TPI composites is a compelling entry into renewable energy’s growth 
trajectory; they have a 15% share of the global market for wind generator blades (90% of the 
outsource business outside China) and hence stand to win, irrespective of which operator or wind 
energy supplier gets the final contract.  Unfortunately, we invested just before they announced a 
complete retooling process so as to manufacture the new, longer blades that are used mostly in off-
shore wind farms.  This dents their short term earnings and the share price hence declined.  We remain 
convinced of their business case and valuation though and remain patient. 

To make room for the above, we divested Haier, Richemont, AAC Technologies, AIN Holdings, Delphi 
and Zozo.  Haier, the leading Chinese white goods manufacturer, was disposed on concerns over the 
US lead trade war and slowdown in globalisation.  As they already have such a dominant market share 
in China, a fair portion of their growth had to come from outside China and this is now under threat.  
The fund gained more than 100% on the original investment.  Richemont was likewise sold on 
valuation grounds.  AAC Technologies, the predominant supplier of haptics to the mobile phone 
market, was sold on the eventual slower than expected take-up of haptics into the Android market 
(the Apple phones use extensive haptics and remains the predominant customer of AAC) and the 
general slowdown in high-end handsets.  The original Delphi investment split into two companies; 
simplistically the automotive drivetrain business (Delphi) and the automated driving technology 
business (Aptiv).  We kept the faster growing Aptiv business and sold Delphi.  AIN, a Japanese 
pharmacy business mostly grew through consolidating smaller privately owned pharmacies as the 
market is heavily regulated with mandated price declines every other year.  They just have not 
delivered on their growth guidance and we hence changed our view on valuation.  Zozo, the largest 
online fashion retailer (not just own brands) also seemed to have hit the limits of their growth earlier 
than anticipated and hence ventured into a number of poorly considered initiatives that just did not 
deliver; the investment thesis hence changed and we exited. 

After such a strong year, one must moderate your expectations for 2020.  We would certainly not 
expect a similar valuation expansion as we saw in 2019 and hence would rather rely on earnings 
growth, dividends and/or share buy-backs to deliver investment returns.  Interest rates are expected 
to remain low and hence continue to provide affordable capital to corporates.  Whereas geopolitical 
risks have risen with trade wars, rising nationalism and the Middle East conflict situation, the average 
global consumer is still better off financially with better access to cheaper finance and an improving 
standard of living.  Millions more will be lifted from extreme poverty levels in Africa, India and China 
and become consumers in formal trade.  This will continue to provide profitable investment 
opportunities. 


