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• Non-Japan Asia markets continued their strong performance. 
• China-US tension is ongoing. 
• China’s domestic recovery appears robust. 

 
 

August saw positive returns for non-Japan Asian equity markets and a pleasing 
result for the Fund. The Fund’s holding in petrochemicals and electric vehicle (EV) 
input maker, LG Chem was the strongest contributor for the month, as the 
company’s share price benefited from excitement around the EV theme. All other 
top ten contributors to performance in August were Chinese or Hong Kong 
listings, benefiting from the gradual but persistent recovery of the Chinese 
economy, and consumption in particular. Interestingly, the Fund’s main 
detractors from performance included many of our biggest holdings in 
technology, such as Samsung, Tencent and Taiwan Semiconductor 
Manufacturing, indicating the diversity of performance drivers available in Asian 
markets, as opposed to the narrow leadership of markets elsewhere.  
The month just passed saw ongoing evidence of US-Chinese political tension. 
This now seems a permanent feature of the global political economy, in our view. 
The last month saw the Trump administration ban Tencent’s WeChat app from 
the USA; clarification followed rapidly that US firms – notably Apple – can 
continue to offer WeChat for download within China (Source: BBC; Bloomberg). 
To understand why, consider that out of 1.3 million people responding to a survey 
on Chinese social media site, Weibo, 1.2 million indicated that they would switch 
to a new phone rather than do without WeChat (Source: South China Morning 
Post).  
Of particular strategic importance was a story from Reuters that the Trump 
administration is considering adding China’s largest and most advanced 
semiconductor chipmaker, SMIC, to a trade blacklist. This would effectively make 
the company unable to operate, in our view. This would be an extreme 
provocation. Our framework for assessing Sino-US tensions is that the situation is 
comparable to the mutually assured destruction dynamic of US-Soviet relations. 
There can be no winner, should tensions erupt into “kinetic war”. However, we 
expect the tension between the era’s two great powers will be ongoing, with 
factions on both sides benefiting from the existence of a common enemy or 
scapegoat. We continue to monitor the situation assiduously. 
During August, Alibaba released its results for the quarter to 30 June 2020, the 
first quarter of the company’s financial year. We thought the results were positive. 
Revenue grew 34% and operating profit was up 31% on the year prior (Source: 
Company filings). We thought it was notable that the domestic Chinese e-
commerce sector appears to have fully recovered, with all categories growing at 
similar or faster rates to the December quarter of 2019, prior to the impact of 
COVID-19; the shift to buying groceries on Alibaba’s platforms, evident during 
COVID-19’s impact, appears to have continued into the current quarter; and the 
cloud computing business recovered fully from early 2020’s economic slowdown 
and grew revenue 59% year-on-year during the quarter (Source: Company 
filings). Alibaba was among the top ten contributors to Fund performance during 
the month.  
China’s economic recovery was corroborated by another 50-plus reading on the 
country’s Purchasing Managers’ Index (PMI), with the official PMI reading for 
August coming in at 51 (Source: FactSet Research Systems). The recovery is 
patchy, with disaggregated PMI data showing weakness in areas such as 
employment, exports, imports and among small enterprises (Source: FactSet 
Research Systems). Anecdotal evidence among companies we monitor globally 
provides evidence of the strength of the Chinese industrial recovery. German 
chemical giant, BASF indicated that its Chinese sales were up 28% year-on-year 
in the month of June versus the prior year in a recent conference call (Source: 
Company filings). China’s heavy-duty truck sales were up 75% year-on-year in 
the month of August (Source: CVworld.cn). Research firm, Mysteel reported that 
major construction and infrastructure projects commencing in China were up 
55% versus the month prior, with total spending increasing by 22% versus the 
month prior.                    
Non-Japan Asia continues to provide diverse opportunities, with relatively cheap 
markets (namely South Korea and China) and the region’s dominant economy, 
China, recovering well from the impacts of COVID-19. 
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Market update and commentary 
 

Source: Chart 1 – IBES consensus, in local currency.  
Correct as at 7 September 2020. 
 

Source: Chart 2 – IBES consensus, in local currency.  
Correct as at 7 September 2020. 
 
 

 
Chart 1 and 2 shows valuations based on sell-side consensus estimates. 
It is worth noting at this stage, that in our view these earnings forecasts 
will very likely come down substantially to reflect the impact of the 
coronavirus-related slowdown on the global economy. 
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