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Abax Global Equity Feeder Fund Commentary 
 
In the December 2019 Comment we noted that 2020 was unlikely to be as strong as 2019 and that 
returns are more likely to come from real earnings, dividend and share buy backs as opposed to the 
valuation multiple expansion we saw in 2019.  Little did we know what was in store. 

The Covid-19 pandemic has caused immeasurable damage to the world economy in the 
unprecedented way global supply chains are interrupted and population lockdown strategies are 
followed around the world.  Whereas much has been written about the potential lasting impact on 
the global economy, one’s confidence in these predictions is low as there just so many unknowns. 

Given the strong performance in global markets coming into this year, the fund was fortunately a little 
more defensively positioned than usual with higher cash levels and a put fence protection structure 
on a part of the fund.  These precautions, as well as the relatively better performance from a number 
of the larger holdings, caused the fund to fall much less than the MSCI All Word Index for Q1 2020.  
Year to date, the likes of Naspers, Amazon, Tencent, Activision Blizzard and Microsoft were actually 
up in nominal terms and hence performed much better than the 21.4% decline of the market.  
Unfortunately, the fund did hold some underperformers, mostly notably the likes of JP Morgan, Walt 
Disney, HDFC Bank and adidas.  The biggest disappointment though was the suspension of the listing 
of NMC Health, the Middle Eastern hospital group and the subsequent announcement of large scale 
fraud.  We’ve taken the considered decision to write down the value to zero in the fund – the 
performance numbers shown in this fact sheet therefore includes the full write down of NMC. 

There is much debate in the asset management industry as to what the best portfolio approach should 
be right now; do you increase the quality and defensiveness of the portfolio even more, or do you 
hunt for some lesser quality firms that have fallen much more than can reasonably be justified and 
hence provide a significant “bounce-back” market beating return?  We stuck to portfolio’s original 
approach of holding strong, quality earnings growing businesses that are well managed and with 
strong balance sheets.  Our largest holdings Tencent (also via Naspers) and Amazon proved their worth 
by not only being quality businesses, but also in their defensiveness during this period.  Tencent is 
China’s largest social media and related company, providing almost every service imaginable for an 
online life (social media, gaming, music, literature, news, financial services, cloud, etc.) and hence 
turned out to be exactly the type of business you want during a lockdown.  They further strengthened 
their dominance by very rapidly developing and deploying work from home solutions similar to 
Microsoft Teams or the popular Zoom video meeting app.  So much so that even the European bank 
UBS chose Tencent’s enterprise solution for their workforce to use whilst working from home.  Their 
gaming business obviously did brisk business in Q1, somewhat off-set by slower enterprise cloud 
implementations (deferred until more people can get back to work for the intricate process of 
implementation) and less offline payments through their platform (as service businesses had to close 
down).  Likewise, Amazon excelled in the US, not just with online shopping, but also with the already 
significant lead in cloud business and growing Amazon Prime services that include entertainment.  Late 
last year we started building a position in Alibaba, China’s Amazon; this proved prescient in this 
quarter.  Microsoft also continued as a real winner; their strategy to move towards a monthly rental 
of Office 365, as opposed to the old approach of selling Microsoft Office in a box (to be updated very  
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infrequently) really paid off as people could continue using their services from work or home, with the 
additional benefit of Microsoft Teams online collaborative working and their significant cloud offering. 

Unfortunately, this global scenario is not good for banks, almost irrespective of their quality.  Our 
positions in JP Morgan and HDFC Bank (in India) hence declined by 35% and 33% respectively.  They 
remain well capitalised, diversified and managed and we are happy to retain these holdings.  Walt 
Disney also fell 33%, overdone in our opinion.  In the short term, they will see severe profit pressure; 
the biggest profit contributor is the theme park division, most of which are closed now.  Once the 
lockdowns are reversed, we expect visitors will take some time to return as the normalisation of 
consumer activities in China post their lockdown period showed.  It takes time for fear and suspicion 
to subside.  But they have the highest quality franchise, their studios are class leading, they have an 
unparalleled library of content (Disney, Marvell, Pixar, Lucas Film, National Geographic, etc.) and they 
are just starting with Disney+, their version of Netflix, but with their own content. 

In December I explained why I believed the short seller report on NMC Health was sensational and 
why I maintained my view that this was a quality hospital group in the Middle East that was well 
managed and serving a very real need.  Sadly, my worst fears materialised when the share was 
suspended from trading on the LSE on 27 February when the company also announced the departure 
of the CEO, CFO and Chair and the discovery of significant off-balance sheet debt.  Subsequently, the 
investigative committee, as appointed by the (new) board, found even more undisclosed debt.  The 
latest indications are that the company has $6.7bn of debt, as opposed to the $2bn disclosed in the 
last annual report of June 2019.  The purpose and application of this significant extra debt is unknown, 
as would be the question of whether the company is really liable for this as it appears company 
directors fraudulently guaranteed third party debt.  With this amount of debt, there would be nothing 
left for shareholders ($2.4bn market cap before suspension, but now with an additional $4.7bn of 
debt), so we took the decision (on 12 March) to rather write down this asset to zero in the portfolio.  
We have done a lot of work on this business in the past and visited operations more than once; it all 
appeared sound and of the highest quality.  The short seller report did not mention any of this off-
balance sheet debt, but rather focused on other, in our view less relevant, matters.  Our lesson is that, 
if management wants to defraud investors, they will and they are likely to be able to hide it for some 
time.  Audited results (even by the big four, as was the case here), cannot prevent it.  It’s just that; 
fraud.  It only makes us more sceptical and more vigilant. 

During the past quarter, we excited Aptiv, the US automotive supplier (mostly of high end controllers) 
as we feared for global auto sales.  We also excited China Everbright International, the Chinese Waste 
to Energy and water treatment company; whereas they tick all the right boxes for ESG, cleaning the 
environment and low valuation, they have extensive debt (to build all these utility scale plants) and 
we were just not comfortable enough with the disclosure around cashflow to repay this debt 
(somewhat more risk averse following NMC).  We also reduced positions in the likes of Walt Disney, 
Moncler, adidas, JP Morgan, Autozone, Tractor Supply and Trex; all consumer facing companies that 
will experience short term weakness in their trading.  We also trimmed Amazon, Microsoft and 
Google; these remain high quality and relatively defensive companies, but with their share prices 
having been so resilient, it was prudent to take some profit. 

We added to Alibaba, the Chinese version of Amazon on their defensive, quality growth.  We added 
to TPI Composites; they make wind power generator blades and have a leading global market share.  
Their share price fell after we first bought as they had to idle a number of plants whilst retooling for 
longer blades (as being used by the faster growing off-shore wind farms).  It’s a small, quality business 
with a very large opportunity set.  We also bough Anhui Conch Cement, China’s largest cement  
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producer.  The valuation is attractive (8x forward PE with almost no gearing) against the massive 
infrastructure stimulus embarked on by the Chinese.  We’ve always kept a list of companies that we 
would like to own, but where the price was just too high to start buying.  One of these is Visa, the 
credit card business.  The share price dropped 30% and the PE came in line with longer term average 
of 24, whilst this year’s earnings is only expected to decline 10% relative to pre-Covid expectations.  
We have no doubt that the likes of Visa and MasterCard will see declines as people travel less and 
spend less on discretionary items, but we do not think that this will be a permanent impairment.  Their 
quality and size makes them defensive and they should retain their steady long term growth once we 
get through this. 

This is a difficult time and we have few answers as to how long, or how deep this Covid-19 pandemic 
will impact markets, or how quickly or slowly economies and markets will recover.  We have a few 
engineers in the office and we were all taught how a big, external shock to a control system causes 
severe disruptions.  The impact is therefore likely to carry on for longer than thought at first.  We 
remain vigilant to populate the portfolio with quality businesses that will stand the test of time, whilst 
also look for opportunities where can add companies previously too dear. 

 

 

 


