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Highlights 

• SGA’s International Growth portfolio returned 0.7% (gross) 

and 0.4% (net) in Q1 2018 compared to -1.2% for its 

primary benchmark the MSCI ACWI ex-USA Index, 

and -0.9% for the MSCI ACWI ex-USA Growth Index 

• Emerging markets continued to outperform developed 

markets; Latin America was the strongest performing 

region, while developed markets in Europe lagged 

• Information Technology and Health Care sectors performed 

best while the Telecommunications, Materials and 

Consumer Staples sectors were weakest  

• Portfolio performance benefited from strong stock 

selection particularly in Consumer Staples, while selection 

in Information Technology and Materials detracted most 

from returns 

• Turnover was average for the quarter with new positions 

established in Asian Paints and L’Oréal; the portfolio’s 

position in Universal Robina was liquidated 

Performance 

SGA’s International portfolio returned 0.7% (gross) and 0.4% 
(net) in the first quarter of 2018, while the MSCI ACWI ex-USA 
Index returned -1.2% and the MSCI ACWI ex-USA Growth Index 
returned -0.9%.  Technology and Health Care led international 
markets, while Telecom, Materials and Consumer Staples 
lagged as the market penalized higher dividend paying “bond 
proxies” due to expectations for inflation, tapering by the ECB, 
and rising interest rates.  Emerging markets outperformed 
given their greater leverage to improved global economic 
growth, while developed market returns were dragged down by 
weakness in European equities. 
 
Growth Forecasts Steady Amid Rise in Volatility 
 
Steady corporate earnings growth continued to drive the stock 
rally in Q1 as expectations for 2018 profits rose given an 
improving global economy. GDP growth for the European Union 
came in at +2.5% in 2017, versus +1.8% in 2016, while Japan 
recorded its 8th straight quarter of growth, the longest run of 
improving economic growth for the country since 1989.  China’s 
economy grew 6.8% in Q4 and 6.9% in 2017, beating 
expectations.  While growth in traditional heavy industries 

continued to ebb, other parts of China’s new economy focused 
on services and technology showed strength.   
 
Following an extended period of low levels of volatility and a 
relatively strong start to the year, global markets experienced 
their first significant retracement since the beginning of 2016.  
The ACWI ex-USA dropped nearly 10% from its high on January 
26th, and regained only some of the losses by the end of March.  
Growing concerns over trade tensions in North America, new 
trade tariffs on steel and aluminum imposed by the U.S., and 
broader tariffs aimed at China contributed to the rise in market 
volatility.  An easing of tensions on the Korean peninsula and 
continued strong global economic growth mitigated these fears 
to a degree.  We view the increase in volatility positively, as 
historically our investment approach has benefited in such 
periods when we have been able to take advantage of shorter 
term investor emotions, buying high quality growth businesses 
that are temporarily priced more attractively. 
 
Global Markets Turn Sideways in Changing Environment 
 

 
Source: FactSet Research Systems 

 
A favorable global backdrop with solid economic growth helped 
support markets despite geopolitical challenges and rising 
interest rates in the U.S.  Emerging markets benefited from 
their greater leverage to improving global economic growth, 
outperforming developed market returns.  Markets in Brazil, 
Pakistan, Egypt, Peru and Russia performed best, with Latin 
America being the best performing region after posting the 
lowest returns in Q4. Brazil led world markets, benefiting from 
indications that its former left-wing president Luiz Lula da Silva 
would be prohibited from participating in the country’s October 
presidential elections, and from a return of economic growth, 
curbed inflation and rising oil prices.  In Egypt, the country’s 
economy continued to benefit from economic reforms which 
led the market to an all-time high in April.  Peru’s political 
environment improved during the quarter with the resignation 
of its President and the formation of a new technocratic 
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government expected to continue key economic reforms.  
Expectations for Russia’s economy also improved after its 
central bank cut interest rates, the country’s debt was 
upgraded, and oil prices rose. 
 
In contrast, European markets performed the worst in Q1 after 
experiencing pronounced weakness in March due to concerns 
over future tapering in Quantitative Easing by the ECB and 
global trade tensions.  European shares were negatively 
impacted by difficult Brexit negotiations, the formation of a 
weak coalition government in Germany and populist favoring 
election results in Italy, Europe’s 4th largest economy. These 
issues renewed concerns over the future viability of the 
Eurozone. French President Macron’s progress with his 
pro-growth structural reform agenda in France helped ease 
some fears and should be a tailwind for economic growth in the 
European Union’s second largest country. 
 
Portfolio Summary 
 
Global markets began the quarter with much of the strength 
seen at the end of 2017.  By March, however, volatility 
increased and markets dipped, with several global indexes 
nearing correction territory.  The portfolio’s outperformance 
during the quarter was driven entirely by stock selection, which 
was strongest in the Consumer Staples and Discretionary 
sectors, while stock selection in Technology and Materials 
detracted from performance. Sector allocations detracted from 
performance due primarily to a large overweight to the 
underperforming Consumer Staples sector.  Portfolio 
performance benefited from its overweight to emerging 
markets and its underweight to non-U.S. developed markets.  
Stock selection was positive overall with selection in emerging 
markets contributing to performance, while selection in 
developed markets detracted. 
 
Top Contributors  
 
South African retailer Shoprite was the largest contributor to 
portfolio performance.  Shoprite continued to benefit from its 
strong distribution capabilities and scale.  In a tough economic 
and low inflationary environment, the company delivered 
extraordinary results, gaining market share while maintaining 
margins in South Africa.  With greater political certainty in 
South Africa following the election of Cyril Ramaphosa to lead 
the ruling African National Congress (ANC) in the upcoming 
presidential election, the Rand appreciated and investors took a 
somewhat more positive view of the country’s economic 
opportunities.  We trimmed our exposure to the stock on 
strength during the quarter given its valuation and maintained 
a below-average weight. 

MercadoLibre was the second largest contributor to portfolio 
performance as the company continued to show strong top-line 
growth and traction in strategic initiatives despite an 
approaching period of difficult comparisons and increased 
shipping rates by Correios, the national postal delivery courier 
in Brazil.  The company continues to invest in future growth 
with large initiatives including centralized inventory, payments 
and financial technology.  The centralized inventory initiative 
will allow the company to differentiate itself in faster delivery 
times and lower delivery costs, and help create better 
competitive strengths against Amazon, while growth in 
payments and financial technology will allow MercadoLibre to 
continue to build its network effect in e-commerce and 
payments.  Network effects in e-commerce drive consumer and 
merchant growth, which create additional incremental 
opportunities in areas such as digital payments and merchant 
lending.  Given the exceptional track record of the management 
team and the focus on long-term growth, we maintained an 
above-average weight position in the stock. 
 
Sinopharm, the largest pharmaceutical distributor in China, was 
the third largest contributor to portfolio performance during 
the first quarter.  The company saw improving margins due to 
increased direct sales to hospital customers. We believe 
Sinopharm will continue to benefit from the implementation of 
the two-invoice policy, which encourages consolidation of the 
pharmaceutical distribution industry by limiting the number of 
invoices that can be issued to two, eliminating the multiple 
layers of distribution companies that are currently present. 
However, the policy is creating uncertainty in the near term as 
was seen in the 1Q results, where indirect sales are decreasing 
rapidly and hospital customers are increasingly under pressure 
to reduce spending on drugs.  We continue to hold an average 
weight position based on our long-term view of Sinopharm as a 
leader in a consolidating industry. 
 
Ambev and IHS Markit were the fourth and fifth largest 
contributors to portfolio performance. 
 
Largest Detractors 
 
Raia Drogasil, the largest drugstore chain in Brazil, faced 
increasing competition as more competitors opened stores.  
The company continues to be very well managed and will 
continue to benefit from long-term secular growth drivers in 
terms of the demographics in its markets, however we expect 
competition will not ease in the short term.  We see a likelihood 
that the company will need to become more promotional, and 
it may be difficult to maintain its industry leading margins. 
Additionally, Raia Drogasil’s expansion activity is accelerating in 
2018 which will pressure margins in the short-term as newer 
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stores have naturally lower margins until they ramp up.   We 
have a high conviction in the company’s ability to continue to 
perform well relative to its competitors, but have concern over 
the willingness of the privately based competition to operate at 
lower margins in the medium term, thus impacting Raia 
Drogasil’s earnings growth opportunity.  Accordingly, we 
reduced the position to a below-average weight. 
 
Australian accounting software provider MYOB Group was the 
second largest detractor from performance, due to market 
concerns about new evidence of a change which has been 
occurring over the last six months whereby Intuit has 
transformed MYOB’s market from a rational duopoly (with Xero) 
to one where a new entrant is aggressively marketing low 
priced subscriptions forcing MYOB to respond in kind with new 
price investments and increasing marketing expenses.  In 
conjunction with this, the company reiterated plans to continue 
to invest in upgrades to its product for the accountancy channel 
which plays an increasingly influential role in product adoption 
by businesses in the small to medium size market where MYOB 
is focused.  The company’s recent report showed earnings grew 
approximately 11% as the number of small-mid size enterprises 
(SME’s) using MYOB’s accounting software rose 6%.  
 
Our thesis for MYOB continues to be based on the company’s 
ability to convert non-paying desktop users of its systems to 
paying cloud subscribers.  This transition should be aided by 
their competitive strength in the important accountancy 
channel and the high switching costs which customers face in 
moving from one software provider to another.  Consistent 
with the company’s business plan, approximately 94% of new 
customers coming to MYOB took an online subscription.  Given 
the increasing costs it now faces related to more intense 
competition and the likelihood of continued meaningful capital 
investments by the company, we maintained a below-average 
weight in the stock during the quarter. 
 
Novo Nordisk’s shares traded down following their Q4 2017 
report which was generally weak with poor results in the U.S. 
and China and guidance which included significant currency 
headwinds in 2018.  Victoza was the bright spot in the report 
with the Diabetes segment growing 7%, while biopharma was 
down -16%.  Competitive pricing pressure in the U.S. insulin 
market has weighed on Novo’s stock price, however our 
research indicates that the company’s best in class basal insulin 
drug Tresiba will continue to take market share, offsetting price 
declines to some degree. In addition, Novo is expected to 
solidify its leadership in the GLP-1 category and benefit from 
strong growth in the class, which is a higher value category 
within diabetes care than insulins.  There is also significant 
optimism surrounding Novo Nordisk’s oral semaglutide, for 

which the first of several data releases expected in 2018 was 
positive.  Given the long-term growth potential for the 
company, we maintained an above-average weight position. 
 
Chr. Hansen and SAP were the fourth and fifth largest 
detractors from portfolio performance. 
 
Portfolio Changes 
 
Portfolio turnover was average during the quarter, with 
positions in Asian Paints and L’Oréal added, and the position in 
Universal Robina liquidated.  In addition, the portfolio’s 
position in New Oriental Education was increased on weakness, 
while positions in Sanlam and Shoprite were reduced on 
strength.  The portfolio’s position in Raia Drogasil was reduced 
to a below-average weight due to increased competitive 
concerns. 
 
Purchases 
 
India’s leading decorative paint brand and manufacturer, Asian 
Paints, was added to the portfolio in the first quarter.  The 
company operates in several segments including Decorative, 
which accounts for the majority of its business, Industrial and 
Auto through a joint venture with PPG, Domestic Home 
Improvement, and International Decorative.  Asian Paints 
derives pricing power from a leading 50% market share in the 
oligopolistic, four player industry, as well as industry leading 
distribution and operational capabilities.  The four players in 
the oligopoly make up the organized sector of the market which 
constitute about 70% of total sales, while the other 30% is 
unorganized and fragmented, made up of small mom-and-pop 
shops.  We expect Asian Paints to be able to grow their market 
share further as the unorganized sector cedes share over time.  
Several structural growth drivers should benefit Asian Paints 
including Indian middle class population growth and favorable 
demographics, urbanization and permanent housing growth, 
and an increase in the per capita consumption of paint which 
lags far behind other emerging markets.  85% of decorative 
paint sales, the largest business segment, are consumed in re-
painting projects and independent of housing construction 
cycles, providing a steady stream of recurring revenues.  
Potential risks for the company include commodity price 
volatility, which can cause short-term margin fluctuation and 
some sensitivity to macroeconomic cycles, however 
management has proven its ability to navigate these cycles 
while continuing to grow the company for decades.  We 
initiated a below-average weight position in this high quality, 
long duration, high growth rate compounder, and expect to 
build the position opportunistically going forward. 
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A position in leading global beauty company L’Oréal was also 
initiated during the quarter.  The company markets 34 brands 
in skincare, makeup, haircare, hair color, and fragrances and is 
present in most channels of beauty including mass, luxury, and 
professional (hair salons), with a presence in over 150 countries.  
As the largest player in a steadily growing industry, L’Oréal 
benefits from a growing consumer interest in beauty which is 
driven by many trends including social media usage, a rising 
middle class in developing countries, and rising wealth among 
women.  The company has pricing power as the industry sets 
prices based on innovation and aspirational branding. L’Oréal 
and other industry participants are benefiting from 
premiumization in most categories of cosmetics as women 
choose higher priced items with greater benefits.  Beauty 
products are consumed on a daily basis generating attractive 
recurring revenues and the industry has proven to be resilient 
during economic cycles with a steady growth rate.  Concerns for 
our thesis include lower growth and more competition in the 
haircare category, and the emergence of smaller brands which 
have been able to gain share in other categories as barriers to 
entry are lowered through specialty retailers and online 
channels.  L’Oréal has been launching new products with a 
focus on natural ingredients to gain back share in haircare, and 
has also been successful in acquiring smaller brands and 
growing sales by putting them on the company’s global 
platform.  Given L’Oréal’s strong leadership position and our 
expectation for it to continue to grow attractively on an organic 
basis, we initiated an average weight position in the stock. 
 
Sales 
 
The portfolio’s position in Universal Robina was liquidated 
during the quarter due to poor execution by the company and 
increased competition.  The company continues to struggle to 
effectively manage its energy drink and tea product recall in 
Vietnam, which received significant social media attention and 
caused a meaningful drop in sales, as well as the integration of 
multiple recent acquisitions.  In addition, competition in the 
coffee segment continues to grow, particularly with local 
players becoming more aggressive, and the company faces 
additional pressure following the Philippine government’s 
recent decision to impose a tax on sugared soft drinks including 
tea.  With these near-term issues in mind, we sold the 
portfolio’s position in the stock.  We will continue to monitor 
Universal Robina’s growth opportunity as the company 
addresses these concerns. 
 
Outlook  
 
Expectations for global economic growth and corporate profits 
have remained robust over the last year given continued 

accommodative monetary policies in Europe, the 
implementation of pro-growth policies in France and the U.S., 
improving growth in Japan, and stabilizing growth in China.  
However, high debt levels in Japan, questions over the 
longevity of monetary easing in Europe and structural issues in 
China present hurdles to faster economic growth.  The 
imposition of new trade tariffs by the U.S. and growing concern 
over global trade tensions pose additional threats to the 
improving global economy.  Underlying all this, a transition 
away from the “free money”, low inflation, “goldilocks” 
economy of the last decade, along with its high stock 
correlations and low dispersion, is underway.  This fundamental 
change in the market backdrop leads us to expect greater 
volatility as market participants adjust to a new economic 
environment and reprice risk accordingly.  While we expect 
global growth to improve over the balance of 2018, we remain 
mindful of the high expectations which exist in the market and 
the potential mismatch between expectations and realities. 
 
With conflicting cross currents affecting stock prices during the 
quarter, our focus on high quality businesses with strong 
competitive positions, a high degree of repeat revenues, 
superior cash flow generation, long-term sustainable growth 
avenues and attractive cash flow based valuations performed 
well, and continues to compare favorably to the Index.  Over 
the next three years, the portfolio is forecast to generate 13.3% 
revenue growth compared to 4.2% for the ACWI ex-USA and 
17.0% earnings growth versus 9.7% for the Index.  Given the 
increased potential for disappointment relative to the market’s 
optimistic forecasts for earnings and revenue growth, we 
expect that these characteristics will be increasingly rewarded 
as volatility rises. 
 
We appreciate your confidence in our team and investment 
process and look forward to answering any questions you may 
have about the portfolio. 
____________________________________________________ 

The opinions expressed herein reflect the opinions of Sustainable Growth 
Advisers, LP and are subject to change without notice. Past performance is no 
guarantee for future results. This information is supplemental and 
complements a full disclosure presentation that can be found with composite 
performance. The securities referenced in the article are not a solicitation or 
recommendation to buy, sell or hold securities. This commentary is provided 
only for qualified and sophisticated institutional investors. 

SGA earnings growth forecasts are based upon portfolio companies’ 
non-GAAP operating earnings. Results are presented gross and net of 
management fees and include the reinvestment of all income.  The Net 
Returns are calculated based upon the highest published fees. The net 
performance has been reduced by the amount of the highest published fee 
that may be charged to SGA clients, 1.0%, employing the International 
Growth equity strategy during the period under consideration.  Actual fee
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charged to clients may vary depending on, among other things, the 
applicable fees schedule and portfolio size.  SGA’s fees are available upon 
request and also may be found in Part 2A of its Form ADV. Policies for valuing 
portfolios, calculating performance, and preparing compliant presentations 
are available upon request. Upon request, free of charge, SGA can provide a 
list of all portfolio holdings held in SGA’s International portfolio for the past 
twelve months. Past performance is not indicative of future results. 


