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Highlights 

• SGA’s International Growth portfolio returned -11.7% 

(gross) and -12.0% (net) in Q4 compared to -11.5% for its 

primary benchmark the MSCI All Country World ex-USA 

Index, and -12.2% for the ACWI ex-USA Growth Index  

• Trade tensions between the U.S. and China 

overshadowed the signing of the new NAFTA agreement, 

and led to a marked increase in market volatility; 

emerging markets held up relatively well despite 

significant weakness in Chinese stocks 

• Global markets took on a decidedly defensive tone with 

stocks deemed to be more sensitive to slowing global 

economic growth most negatively impacted 

• Larger-cap companies performed best; the reward to 

business quality was mixed with value, high ROE, 

companies with earnings, and lower betas 

outperforming 

• Utilities, Telecommunications and Consumer Staples 

performed best while more economically sensitive 

sectors such as Energy and Technology performed worst 

• New positions in Linde and Wirecard were initiated and 

positions in Schlumberger and Air Liquide were 

liquidated; other positions were adjusted as we took 

advantage of the increase in market volatility 

Performance 

SGA’s International Growth Equity portfolio returned -11.7% 
(gross) and -12.0% (net) in the fourth quarter of 2018 while its 
benchmark, the MSCI All Country World ex-USA Index, returned 
-11.5%, and the MSCI ACWI ex-USA Growth Index 
returned -12.2%.  For 2018, the portfolio returned -12.4% 
(gross) and -13.3% (net) relative to -14.2% and -14.4% for the 
MSCI ACWI ex-USA and MSCI ACWI ex-USA Growth respectively.    
 
Rising Volatility Amid Slowing Global Economic Growth 
 
Fears over slowing global growth, rising trade tensions between 
the world’s two largest economies, slumping commodity prices 
and indications from the fixed income markets that higher 
interest rates are likely to slow economic activity in the U.S. and 

negatively impact corporate profits, led to sharply higher global 
volatility and declining equity markets.  Emerging markets 
outperformed developed markets during the period as several 
of the markets which had been under more pressure in recent 
quarters rebounded. Brazil was the best performing market in 
the ACWI and one of only seven countries in the index to 
generate a positive return for the period.  Others, including 
South Africa, which had seen significant weakness for the year, 
held up quite well, showing only a marginal decline.  
 
GDP growth in the Eurozone slowed to 0.6% in Q3, its slowest 
since 2013 and in stark contrast to 2017 when the region 
benefited from a synchronized pickup in growth and strong 
manufacturing activity.  With the ECB ending its four-year 
Quantitative Easing program in December, and inflation coming 
down, growth remained sluggish, hurt by weakening in its 
major trade partner China. 
 
In Asia, the Japanese economy contacted by 1.2% in Q3 due 
largely to the lingering effects of recent natural disasters 
impacting the nation.  In China, economic growth slowed and 
we expect it will likely continue to do so on a secular basis to a 
more sustainable mid-single digit growth rate given the 
economy’s tremendous size, its transition to a more 
domestically consumer driven economy from an investment 
and export driven economy, and friction from trade conflicts.  
Massive stimulus applied by the government in 2018 ranging 
from interest rate cuts and auto tax reductions to lower 
mortgage rates and increases in government spending will likely 
counter the slowing in their economy and that of their larger 
trade partners to a degree, however we continue to expect 
secular slowing in China. 
 
Indian markets finished the quarter in positive territory due to a 
significant recovery in stock prices in November following 
October’s broad selloff in emerging market equities. Concerns 
over the impact of rising oil prices and currency fluctuations 
had pressured equities earlier in the year, given the economy’s 
reliance on oil imports. With oil prices tumbling Indian equities 
found relief to finish the year stronger, benefiting our holding in 
HDFC Bank. 
 
Mexican equities were among the worst performing within the 
ACWI as investor’s lost confidence in president-elect “AMLO” 
following his announcement that he was considering scrapping 
Mexico City’s $13B airport project. Specifically, investors 
increasingly worried about his administration’s unwillingness to 
honor current business contracts and potential to take further 
populistic actions which could hurt investors and growth in the 
country.  In contrast, the Brazilian market was the best 
performing in the ACWI for the quarter, rallying as far-right 
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candidate Jair Bolsonaro won the country’s presidential 
election vowing to restore social order and safety, generating 
greater confidence in a more pro-business, pro-growth free 
market agenda which investors expect to turn around the 
troubled Brazilian economy. 
 
Key Performance Drivers 
 
Stock selection in the emerging markets detracted from the 
portfolio’s relative returns while, in contrast, selection in the 
non-U.S. developed markets contributed positively.  Selection 
in the Financials and Consumer Staples sectors contributed 
positively to results but were mitigated by weak selection in the 
Energy sector. An overweight in the defensive Consumer 
Staples sector benefited the portfolio, however the absence of 
any holdings in the Utilities sector detracted.  For the year, 
stock selection contributed positively to the portfolio’s 
outperformance while sector allocations contributed modestly. 
 
Top Contributors  
 
Indian financial services company HDFC Bank benefited from 
the better performance of the Indian stock market relative to 
other emerging markets.  HDFC continues to capitalize on an 
improving Indian economy and a desire on the part of the 
country’s growing middle class for more efficient banking 
services relative to what is available through India’s traditional 
national banks.  With its funding largely supported by lower 
cost retail deposits and expenses related to corporate overhead 
growing at a slower pace than revenues, we continue to see an 
attractive opportunity for an improving return on equity.  
Despite the volatility in global markets, Indian consumers are 
less levered traditionally and remain relatively insulated from 
economic weakening thus far, and the bank’s results during the 
quarter were steady on all metrics as anticipated. Accordingly, 
we maintained the portfolio’s above-average position in the 
stock in Q4.  
 
Leading global provider of premium sprits, wine and beer 
Diageo was the second largest contributor to portfolio 
performance in Q4 as its strong pricing power, particularly in its 
premium segments, and stable recurring revenue stream were 
rewarded by investors given that more defensively positioned 
businesses were preferred.  Our research indicates an attractive 
growth opportunity for Diageo given expanding middle-class 
wealth in emerging markets, the likelihood of improving margin 
growth due to greater centralization of its distillery assets and 
growing supply line efficiencies, and renewed growth in its U.S. 
spirits business after shedding underperforming brands.    
 

Financial services conglomerate Sanlam benefited from a 
rebound in the South African market in Q4, mirroring strength 
in other emerging markets as the likelihood of further U.S. 
interest rate increases declined on softer inflation data and 
expectations for slowing growth.  Additionally, the company 
reported significant strategic progress on operational 
improvements despite weak economic conditions in many of 
the areas in which the company operates.  Except for 
investment returns, which are subject to equity market moves, 
the insurance segments of the business reported steady growth. 
Sanlam also concluded the largest transaction in its history, 
finalizing the acquisition of Saham Finances, creating a unique 
footprint and competitive advantage across Africa to help drive 
its future growth.  The integration appears to be progressing as 
expected.  The proposed package of broad-based Black 
Economic Empowerment transactions was also concluded, 
resulting in modest dilution to existing shareholders, but also 
eliminating a long-standing overhang. 
  
Linde and Novo Nordisk were the fourth and fifth best 
performers in the portfolio respectively. 
 
Largest Detractors 
 
Oil services provider Core Labs was the largest detractor from 
portfolio returns in the quarter.  Oil prices plunged in Q4 on 
increased concerns about oversupply in world markets as Saudi 
Arabia and Russia increased production in anticipation of 
stricter Iranian sanctions that were never enacted by the Trump 
administration.  The company reported lower EPS during the 
quarter with its guidance missing the average, and our, 
estimates.  Core Labs remains better positioned to weather 
continued weakness in oil prices given the unique nature of the 
services they can provide to producers seeking to optimize the 
profitability of existing wells, but also because they have 
focused on their high value services and have avoided investing 
into riskier or commoditized businesses.  While the temporary 
oversupply of oil will keep international exploration and 
production levels flat in 2019, we continue to expect Core Labs 
to see strong revenue and profit growth this year from both its 
North American shale focused clients as well as its international 
clients, with an increasing adoption of its unique technology 
and market share gains.  We reallocated additional capital to 
our position in the stock on weakness (from the sale of 
Schlumberger which is described below), as our research 
continues to suggest an attractive 3-5 year earnings growth 
opportunity from current levels. 
 
Oil service leader Schlumberger was the second largest 
detractor from portfolio returns.  Over the course of the 
quarter we determined that our investment thesis had 
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materially changed due to the increased lack of revenue and 
earnings predictability from the company's recent expansion 
into more capital-intensive and more commoditized areas of oil 
services.  This lack of visibility was highlighted during the recent 
pullback in oil prices brought about by the oversupply of oil 
noted above.  The oversupply required a production cut by 
producers and further delayed expected increases in capex 
spending by U.S. and international firms.  Schlumberger had 
forecasted tighter service capacity, which should have led to 
increased pricing power in the near term, but with less activity, 
its expanded under-utilized fixed cost base (especially more 
recently in North America) meant larger earnings misses.  Given 
the significant increase in market volatility and the improved 
opportunities to invest we sold Schlumberger and redeployed 
the capital to higher confidence, higher secular growth 
businesses which had become more attractively valued. 
 
Investors reacted negatively to news of German enterprise 
software leader SAP acquiring “experience management” 
software company Qualtrics for $8 billion in cash. While we 
were surprised by the acquisition and its size and valuation, 
previous acquisitions have made strategic sense and worked 
out well for the company. While we do have some reservations 
about the Qualtrics acquisition price, we continue to view SAP’s 
growth prospects favorably.  In Q3, the company beat 
consensus earnings estimates, with earnings increasing 13% 
and revenues up by 10% driven by strong growth in cloud 
revenues (+41%) and new cloud bookings (+37%).  The 
company raised its guidance again for 2018, after having 
increased it substantially in the prior quarter.  Concern on the 
part of some investors about a decline in licensing revenues 
(-8%) and margin also contributed to the short-term weakness 
in the stock.  With the company emphasizing cloud growth over 
licensing growth, we are not surprised to see licensing revenues 
or margins weaken.  We continue to see the transition from the 
firm’s traditional licensing model to a cloud model as positive, 
enabling SAP to improve its revenue predictability and overall 
business quality, as the cloud business continues to scale 
rapidly enhancing margins and profitability.  We maintained an 
above-average weight position in the company. 
 
Alibaba and Wal-Mart de Mexico were the fourth and fifth 
largest detractors from portfolio performance respectively. 
 
Portfolio Changes 
 
Turnover in the portfolio was average in the quarter with two 
sales and two purchases initiated.  Positions in Schlumberger 
and Air Liquide were liquidated and new holdings Linde and 
Wirecard were added.   With the increase in volatility, and 
weakness particularly in Chinese stocks, positions in Ctrip, New 

Oriental Education, and Alibaba were increased on weakness.  
Other positions raised due to weakness included MercadoLibre, 
AON, AIA Group, and Nestle among others.  The portfolio’s 
position in Novozymes was trimmed due to valuation 
considerations. 
 
Purchases 
 
German based global manufacturer of industrials gases Linde 
recently completed a merger with competitor Praxair, 
increasing its scale across North America, Europe, South 
America and Asia serving both industrial and non-cyclical 
businesses (i.e. food and beverage).  With approximately 90% 
of the newly combined business generating recurring revenues 
and strong pricing power resulting from favorable logistics and 
a willingness to co-locate its operations close to its customers, 
the company provides more predictable and sustainable growth 
than most industrial businesses.  With only three global 
industrial gas competitors remaining after the completion of 
the merger, moving forward, we expect the new combined 
company to show improved operating leverage, generate 
significant revenue and cost synergies, enhance cash 
productivity and pave the way for meaningful cross-selling 
opportunities and large share buybacks.  Improvements in 
industrial production and capex spending due to the recent tax 
law changes in the U.S. should also be beneficial.  While we 
expect global economic growth to slow from current levels, our 
research indicates that Linde should still have an attractive 
opportunity for revenue and earnings growth given synergies 
and efficiency programs instituted to control costs and enhance 
cash flow.  We initiated an above-average weight position in 
the stock.    
 
Wirecard is a technology company that enables merchants to 
accept credit card and other electronic payments online and at 
points of sale.  Over 265,000 global merchants across multiple 
industries use Wirecard to accept digital payments and for 
other value-added services such as risk management. The 
company also has an issuing business for prepaid cards and 
mobile wallets.  45% of Wirecard’s revenues are from Europe, 
45% from Asia Pacific, and 10% from the Americas and Africa.  
 
Wirecard receives a take rate on transactions that the company 
processes for its clients, creating a strong basis for high repeat 
revenues. Customer attrition is very low.  While there is 
continued pricing pressure within individual elements of the 
electronic payment processing business, the company is taking 
on an increasing number of the functions within payment 
processing, and offers other value-added services to clients 
such as fraud management, in order to sustain its pricing power. 
The diverse client base that Wirecard has among smaller clients 
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also allows them considerable pricing power. The trend 
towards digitizing transactions is global, and we see continued 
strong growth potential for Wirecard, as we believe their 
modern technology platform is well positioned to take share in 
a growing market. Lastly, we see a much greater focus by 
Wirecard on organic growth moving forward, as opposed to the 
more acquisition driven growth of the past.  This change bodes 
well for increasing the company’s free cash flow generation, 
something we see as a key benefit.  
 
Among the key risks we are monitoring for the company are 
execution in supporting a high level of organic growth, the 
successful integration of previous acquisitions, regulatory 
developments, and the potential for customer attrition should 
macro-economic growth slow meaningfully in a poor economy.  
 
We initiated a below-average weight position in the stock. 
 
Sales 
 
As noted above, Schlumberger was sold from the portfolio 
during the quarter to reallocate the capital to higher confidence, 
higher secular growth businesses on our Qualified Company List 
that had become more attractively valued. 
 
The portfolio’s position in Air Liquide, the world’s largest 
industrial gas supplier, was liquidated in order to transition 
capital to competitor Linde, where our research indicated 
greater upside opportunity following its merger with Praxair 
due to attractive deal synergies. 
 
Outlook  
 
As volatility rose in Q4 in response to increased uncertainty 
over macro-economic and geo-political issues, we took 
advantage of widespread share price reductions by initiating 
positions in two high quality secular growth businesses which 
previously looked less attractive due to valuation, and also 
added to existing positions in strong businesses we already 
owned.  This increase in volatility is consistent with what we 
have been expecting as the unprecedented monetary 
accommodation around the world gradually winds down and 
concerns over trade tensions and slowing global growth build.  
Just as the discipline to carefully manage position sizes in strong 
growth businesses amid investor optimism is critical, the 
willingness to capitalize on volatility is also critical. In such times, 
our fundamentally focused bottom-up research and leverage of 
our 3-5-year time horizon, empowering us to opportunistically 
increase positions in attractive secular growers that are 
temporarily under pressure improves our ability to generate 
attractive absolute and relative long-term results for our clients.  

With a Qualified Company List of the highest quality global 
secular growth businesses we can identify and a focus on 
buying only select stocks at attractive cash flow based 
valuations, we are well prepared for continued volatility in the 
market.  While Q4 witnessed a rise in market uncertainty and 
volatility, we strongly believe that we are remain in the early 
innings of what will be a higher volatility environment globally 
as investors react to greater uncertainty over interest rates and 
trade policy, and slowing global growth.  We expect such an 
environment will present significant opportunities to generate 
alpha for our clients’ portfolios through disciplined stock 
picking.  The portfolio has an enterprise yield of 3.7% at year 
end, meaningfully higher than the 2.9% seen at the beginning 
of 2018, and three-year forecasts of revenue and earnings 
growth of 12.0% and 14.4% respectively, well above that of the 
MSCI ACWI ex-USA.  This attractive valuation, combined with 
the high-quality characteristics of the portfolio companies, 
including strong cash flow generation, low debt and robust 
margins, makes us highly optimistic regarding the opportunity 
in the portfolio looking forward. 
____________________________________________________ 

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 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 International portfolio for the past 
twelve months. Past performance is not indicative of future results. 


