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Highlights 
 

• SGA’s Emerging Markets Growth portfolio returned 6.7% 
(gross) and 6.4% (net) in Q2 2019 compared to 0.6% for 
its primary benchmark the MSCI Emerging Markets Index; 
during the same period the MSCI Emerging Markets 
Growth Index returned 0.3% 

 

• Stock selection drove the portfolio’s excess returns during 
the quarter, with stock selection in the Consumer 
Discretionary and Consumer Staples sectors contributing 
most to relative performance, while selection in Materials 
detracted 

 

• New positions in Abbott, Yum China, Huazhu Group, 
Universal Robina, and Ping An Insurance were initiated 

 
Performance 
 
SGA’s Emerging Market portfolio returned 6.7% (gross) and 
6.4% (net) in the second quarter of 2019 while its benchmark, 
the MSCI Emerging Markets Index, returned 0.6%, and the MSCI 
Emerging Markets Growth Index returned 0.3%.  
 
Rising Global Growth Concerns 
 
Increasing signs of slowing global economic growth 
compounded by rising trade tensions between the U.S. and 
China negatively impacted expectations for corporate earnings 
growth in Q2.  The World Bank reduced its forecast for global 
economic growth in 2019 from 2.9% in January to 2.6% due to 
rising trade tensions, declining business confidence and more 
signs of slowing global growth. Developed Markets 
outperformed Emerging Markets.  Russia, Greece and Thailand 
were the best performing markets for the period while China 
and South Korea were among the weakest.  Cyclical stocks 
performed best in April as hopes for a settlement to the 
U.S. - China trade war rose, but then gave gains back in May as 
differences thought to have been settled reemerged and 
negotiations ended, sending stocks lower.  June saw new gains 
as hopes that a trade deal could be worked out at a meeting 
between Presidents Trump and Xi at the G-20 summit at the 
end of the month.  This together with indications that the 
European Central Bank (ECB) and other monetary authorities 
around the world were contemplating interest rate cuts if 
economic data weakened further pushed the MSCI EM Index up 
for the month. 
 

 
Source: FactSet, MSCI. 

 
Indian Q1 GDP growth slowed to 5.8% year-over-year, the 
slowest pace since Prime Minster Modi took office in 2014, 
while South Korea’s economy contracted by 0.3% in Q1 as 
Korean exports fell sharply.  In contrast, China’s economy grew 
at a 6.4% rate according to government supplied figures, 
indicating that its recent massive stimulus efforts may be 
helping the economy navigate the current slowdown.  
Manufacturing continued its weakening trend globally, with 
activity in the U.S., Europe and Japan contracting further 
resulting in the weakest quarter for production for the 
European and Japanese economies in several years.  Europe 
faced headwinds tied to Brexit uncertainties as well as 
weakening in China, one of its largest trade partners.   While 
manufacturing weakness for key global economies raised 
concerns for central banks, the service side of the economies 
generally showed better resilience.  Uncertainty around the 
pace of global economic growth weighed on sentiment in 
emerging markets over the period. 
 
Key Performance Drivers 
 
The portfolio benefited from strong stock selection effects 
across most sectors during the quarter, with selection strongest 
in the Consumer Discretionary and Consumer Staples sectors, 
while selection in the Materials detracted modestly. Allocation 
effects were flat with the portfolio benefiting most from an 
overweight in the Consumer Staples sector and an underweight 
in the Communication Services sector. An underweight to the 
Financials sector and overweight to the Health Care and 
Consumer Discretionary sectors detracted most.  From a 
regional perspective, stock selection contributed significantly in 
emerging markets due to strong stock selection in China, 
Thailand and Brazil, while selection in Argentina detracted from 
returns. 
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Largest Contributors 
 
CP All was the largest contributor to performance during the 
quarter. CP All is a Thai-based convenience store and wholesale 
store operator. It is the sole operator of 7-Eleven stores in 
Thailand and also owns Makro, a wholesale cash and carry 
store. 7-Eleven accounts for 60% of CP All’s sales, while Makro 
accounts for 38%.  Of about 15,000 convenience stores in 
Thailand, around 10,000 are 7-Eleven’s, making CP All the clear 
leader in this format.  CP All’s successful growth is due in part to 
the company’s vertical integration which includes an education 
business to train staff, a food processing unit, a payment 
services company and an equipment company to support stores. 
In its recent earnings report the company reported strong 
same-store-sales growth of 3.1% in its 7-Eleven business, with 
the company on track to meet its store expansion and gross 
margin expansion targets. It is also still expected the company 
will execute a master agreement in Laos and Cambodia later 
this year for the rights to operate 7-Eleven stores in these 
markets. Its Makro business is also on track in regards to 
international expansion plans in China, India, and Myanmar as 
well as its plans to open 6-7 stores in Thailand this year. We 
continue to view the growth opportunity for CP All over our 3-5 
year investment horizon favorably and maintained an 
above-average weight position in the company.  
 
MercadoLibre was the second largest contributor to 
performance during the quarter. Shares of Latin American 
e-commerce leader MercadoLibre continued their stellar rally 
this year with investors finding increasing confidence in 
management’s ability to fight competitive risks stemming from 
Amazon’s moves to increase its presence in the region. We 
continue to have a high degree of confidence in the Latin 
American Fintech and e-commerce opportunities MercadoLibre 
has, and believe its strong strategic positioning in its markets, 
and excellent management vision and execution skills will allow 
the company to continue to capitalize on the still low 
e-penetration in Latin American markets. We trimmed the 
position on strength, but maintained an average weight 
position.  
 
Fast Retailing was the third largest contributor to the 
portfolio’s performance this quarter after the company 
reported Q2 profits which exceeded expectations driven by 
significant improvement in results from its GU and Global 
Brands as well as strong results at Uniqlo International.  We 
continue to see a solid growth opportunity for Fast Retailing as 
the company expands in Europe and works to improve its 
business operations in the United States.  We maintained an 
average weight position in the company.  
 

HDFC Bank and Raia Drogasil were the fourth and fifth largest 
contributors respectively to performance. 
 
Largest Detractors 

Given weakness in the Chinese equity market during the 
quarter, Ctrip was the largest detractor from portfolio 
performance despite delivering solid Q1 results.  The company’s 
revenues grew 21%, while its operating profit grew by 42% 
year-over-year driven by significant improvement in operating 
margins in Q1.  Ctrip’s weakness reflects broader softness in 
China ADRs as a result of escalating trade tensions and the 
challenging macroeconomic outlook of China.  However, 
despite the short-term overhang from trade and 
macroeconomic factors, the longer-term outlook for China 
travel growth remains intact, underpinned by China’s rising 
middle class, and the country’s shift to a more consumption 
driven economy.  In addition, the fundamental picture of the 
company is improving: margin improvement was well ahead of 
expectations as a result of stabilizing competition; and the 
company is gaining market share at an accelerated pace with 
solid execution.  We trimmed the position given its greater 
sensitivity to China’s domestic economic slowdown, but 
maintained an average weight due to its improving business 
fundamentals. 

Chinese e-commerce company Alibaba was also affected by 
broad weakness in Chinese equities and was the second largest 
detractor from performance over the period. Fundamentally 
the company remains strong and its most recent earnings 
display resilience in the face of uncertainty. While there’s no 
question growth in China is slowing from its torrid pace of the 
past decade, over our 3-5 year time horizon, we continue to see 
attractive growth for Alibaba. As consumption continues to 
grow as a percentage of GDP and as e-commerce penetration 
increases in China, Alibaba remains exceptionally 
well-positioned to benefit from this growth given the dominant 
size of its e-commerce platforms and the resulting “network 
effect”. In addition, Alibaba is the largest cloud computing 
provider in China, with an approximated 50% market share, and 
a business that is growing rapidly.  We maintained an 
above-average weight position in the company during the 
quarter, adding on recent weakness. 
 
Sinopharm, a Chinese pharmaceutical and medical device 
distributor, was the third largest detractor during the quarter. 
While its business continues to grow nicely as illustrated by 21% 
revenue growth and 20% EPS growth in the recent quarter, the 
company has increasingly seen cash collection periods increase, 
lowering the cash productivity of the business. Given the lower 
cash flow generation and a resulting less attractive valuation 
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profile we decided to exit the position and redeploy the 
proceeds to other more attractively valued growth 
opportunities on our Qualified Company List. 
 
Asian Pants and Shandong Weigao were the fourth and fifth 
largest detractors respectively from performance. 
 
Portfolio Changes 
 
Portfolio turnover was higher than usual during the quarter 
with new positions in Abbott, Yum China, Huazhu Group, 
Universal Robina, and Ping An Insurance added during the 
quarter and the sale of positions in Booking Holdings, 
Sinopharm, Amazon.com, Danone, Nike, and Asian Paints, 
which was repurchased later in the quarter*.  
 
Purchases 
 
Abbott is a diversified global healthcare company operating in 
over 150 countries and four major segments: medical devices, 
nutrition, pharmaceuticals, and diagnostics. Most of Abbott’s 
businesses have high barriers to entry. Thus, while there are 
pressures from healthcare budget constraints, competition is 
limited in number to those with research and development 
capabilities.  We expect new product launches and continued 
cost optimization to enable Abbott to manage its margin 
structure. A majority of Abbott’s portfolio provides recurring 
revenues as its products are used on a recurring basis, or 
address diseases that are chronic in nature and increasing in 
prevalence on a population basis.  The rise in chronic diseases 
and increasing demand from developing health care systems 
provides Abbott with ample room for growth. Abbott currently 
generates approximately 40% of its revenues in emerging 
markets, and we see a strong growth opportunity for the 
company driven by a leading position in its Established 
Pharmaceuticals business as well as strong growth in its 
Nutrition business. We initiated a below-average weight 
position during the quarter and will look to add to the position 
opportunistically. 
 
Yum China is China’s leading restaurant company operating 
over 8,000 restaurants in 1,100 cities and towns spanning every 
province and autonomous region across mainland China. Yum 
China has exclusive rights to operate and sub-license the KFC, 
Pizza Hut and Taco Bell brands in China under a 50-year master 
license agreement which includes a 3% royalty rate. Yum China 
has built considerable brand equity during its long history of 
operating in the country, and KFC and Pizza Hut are the 
preferred brands in their respective categories. The company’s 
scale also affords them advantages in terms of advertising, 
celebrity promotions and quality of real estate. The company 

has 2 billion customer visits annually and revenue is highly 
recurring given accessible price points and diversity across day 
parts and geographies.  In addition, the company has over 160 
million members in its KFC and Pizza Hut loyalty programs, the 
highest participation rate in the restaurant industry worldwide. 
Yum China has significant opportunity to grow the number of 
units, driven by economic development and the under 
penetration of quick service and casual dining chains.  The 
industry is also highly fragmented with Yum China, the largest 
operator, having well under 10% market share. We initiated an 
average weight position during the quarter.  
 
Huazhu Group is China’s most profitable hotel chain (and its 
second-largest chain by hotel count). Huazhu’s portfolio of 
mostly economy and midscale brands targets local Chinese 
businesspeople and middle-class leisure travelers. Huazhu has 
developed strong pricing power over both franchisees and 
consumers.  Huazhu offers franchisees a superior value 
proposition: Huazhu’s typical franchisee gets a 20-percentage-
point higher occupancy rate than the average hotel in China.  
These occupancy rates are achieved with only 13% of hotel 
sales sourced from online travel agencies (OTAs), which means 
that by paying a ~5% franchise fee plus a ~2-3% traffic fee, the 
typical franchisee gets drastically better occupancy rates and a 
more reliable customer base for similar to the cost of an 8% 
OTA take.  Huazhu’s highly-standardized ‘manachise’ (managed 
franchise) model also reduces franchisees’ execution risk.  
Huazhu’s brands, 126 million loyalty program members, and IT 
systems are a formidable set of advantages vs. those of its 
independent competitors. On the consumer side, the reliability 
of Huazhu’s brands supports pricing power. Huazhu has a 
significant growth opportunity as it continues to increase its 
hotel count, and as it further expands into the midscale hotel 
market. We initiated an above-average weight position in the 
company during the quarter. 
 
Universal Robina is the largest branded consumer food and 
beverage company in the Philippines and ASEAN region.  They 
have built three strong major brands “Jack and Jill” in snack 
foods, “C2” in RTD tea, and “Great Taste” in coffee.  They 
support these businesses with robust innovation, 
consumer-centric marketing, and world class manufacturing 
and supply chain management. The company has launched a 
new growth initiative in higher end brands through Griffins and 
Snack Brands Australia, which they purchased recently, Blue 
water, through a joint venture with Danone, and Calbee snacks 
with Calbee of Japan. Universal Robina gains pricing power 
through regional dominance with leading brands in snacks, 
confectionary, and beverages, and has demonstrated the ability 
to take on multi-national corporations.  Recently acquired 
brands and joint ventures offer affordable premiumization and 
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should allow them to move further up the value chain. 
Everyday consumable convenience food and beverage items 
encourage repeat purchases and new launches of proven 
brands with strong partners should help build brand loyalty 
further. Universal Robina’s future growth is expected to benefit 
as the ASEAN middle class doubles in size over the next 10 
years. The company is focused on growing its share of market 
segments with rising incomes and is entering new markets such 
as Cambodia/Laos and Myanmar, as well as premium priced 
developed markets such as Australia and New Zealand. We 
initiated an average weight position in the company during the 
quarter. 
 
Ping An was the first insurance company in China to have a 
shareholder structure and the first to allow foreign investors 
into that structure. Today, the company is an integrated 
financial services conglomerate with three core businesses: 
insurance, banking and investments. The company’s vision is to 
become an “internationally” leading integrated financial 
services group by leveraging its three core businesses to 
achieve long-term, stable and healthy growth while creating 
“sustainable” value for its equity owners. Their “ONE” strategy 
is to provide related products in the areas of insurance, banking 
and investments to “one customer, one account, multiple 
products and one-stop service”. Due to its strong trusted brand 
in China, large productive internal sales force, proven ability to 
cross-sell financial products and services, and highly efficient 
operation, Ping An enjoys higher and more predictable 
operating profit margins. About 90% of revenues are highly 
recurring as a result of high renewal rates, the upfront 
premiums received on insurance contracts, and interest income 
and fees that emanate from its banking and investment 
management businesses. The insurance businesses have high 
policy renewal rates associated with them. The company 
benefits from the underpenetrated nature of the insurance and 
other financial services markets it serves. It also benefits from 
its superior operating scale, strong reputation, state-of-the-art 
technology, and solid management talent that should allow 
them to further penetrate and gain market share in China, and 
expand into other parts of Asia over the long-term. We initiated 
an average weight position in the company during the quarter.  
 
Sales 
 
As detailed above, the position in Sinopharm was liquidated 
given that the company’s collections and cash productivity have 
been disappointing. Given this issue, together with other more 
attractively valued growth opportunities present on our 
Qualified Company List, we liquidated our position in the stock. 
 

The outperformance of developed markets relative to emerging 
markets over the first half of 2019 led to relatively more 
attractive valuations in many emerging market domiciled 
companies.  This, along with company specific situations 
resulting in less appealing emerging markets growth 
opportunities, led to portfolio positions in Amazon.com, 
Booking Holdings, Nike, and Danone being liquidated during 
the quarter.  In the case of Amazon, the company’s growth in 
India has been impacted by regulatory issues this year, further 
delaying the growth in the company’s revenue share from 
emerging markets which we have been anticipating.  Booking 
Holdings was liquidated as we consolidated our position in 
consumer travel companies in Ctrip.com and Huazhu Group, 
which we feel are better positioned to capitalize on the 
long-term growth opportunity in travel to, and from, emerging 
market countries.  Nike was sold from the portfolio after recent 
strong performance due to significant exposure to China and 
potential tariffs stemming from trade tensions, and Danone 
was liquidated given the company’s overall slower growth rate, 
and slowing growth in China. 
 
Outlook 
 
Rising volatility has traditionally been positive for SGA’s 
portfolios, and Q2 2019 continued the historical trend, as the 
portfolio generated strong absolute returns in months when 
investors were more optimistic and less focused on risks, and 
protected capital in periods when greater uncertainty reigned 
and investors refocused on higher quality and sustainable 
growth.  We continue to see ample reason for volatility in the 
markets to remain high given that, even after recent increases, 
rolling 3-year trends show volatility below long-term averages, 
and significant uncertainty remains around global trade, central 
bank monetary policy, the impact of Brexit on European and 
global growth, the 2020 U.S. elections and the changing 
political landscape in Europe.  The current opportunity to buy 
unique high-quality businesses that reliably generate above 
average levels of revenue and earnings growth, and significant 
free cash flow, at attractive valuations excites us.   Periods like 
May of this year give us the opportunity to take advantage of 
weakness in shares of high-quality businesses, while periods 
like April and June allow us to actively reallocate capital away 
from great businesses that are valued a little less attractively.  
We continue to strongly believe that the more predictable and 
sustainable growth that our portfolio businesses offer will 
continue to be rewarded in an environment where earnings 
growth is scarce.   
 
We thank you for you continued confidence in our team and 
process and look forward to speaking with you about the 
portfolio in more detail.  
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*The sale and repurchase of Asian Paints was related to market access given the launch 
of our Emerging Markets growth mutual fund. 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. SGA Emerging Markets 
Growth Composite inception is 8/1/2014. 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, 
1.1%, employing the Emerging Markets Growth equity strategy during the period under 
consideration.  Actual fees 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 Emerging Markets portfolio for the past year. Past performance is not indicative 
of future results. 


