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Wenlock Global 
Fund - June 2020 
 

Net Performance 3m 1yr SI 

Wenlock Global 
Fund 

-14.2% -19.4% +5.4% 

MSCI World Net 
Total Return 
(AUD) 

+6.1% +4.8% +35.5% 

Source: Mainstream Fund Services, Thomson Reuters. ^Calculations are 
based on total returns and net of all fees but before tax or the buy/sell 
spread. Performance figures are based in AUD.  
SI = Since Inception 9 August 2017.  

Past performance is not a reliable indicator of future 
performance. 
 
Dear Investors, 
 
It is clear fundamentals have less credence as parts of 
the stock market are behaving much like the latter 
few months of 1999, when share prices resembled 
vertical asymptotes. Investors are placing a great deal 
of weight in the companies within the S&P 500 to 
deliver the same level of earnings as they did in 2019. 
Albeit driven by the large technology businesses. At 
this stage in the economic recovery, that supposition 
is somewhat stretched, despite the prolific level of 
stimulus to date. The only other assumption must be 
that these investors are willing to pay a higher 
valuation or accept a higher level of risk for lower 
future profits.  
  
The traditional investment rulebook has been 
discarded and we are currently undergoing a shift in 
how investors perceive investment risk and the value 
of those investments. This is in part because the 
protagonists of the current market narrative, i.e. the 
mighty central banks, have unlimited balance sheet 
capacity. This brings forward many questions that 
need to be addressed before deciding to invest in 
these new times. Do valuations matter? What is the 
appropriate discount rate? How do we account for 
excessive risk taking?  These are some of the key 
questions that we are considering before deploying 
any cash.  
 
When the US Federal Bank decided to back stop the 
corporate bond market to fend off the impending 

meltdown in capital markets, not only did they 
introduce moral hazard but a different approach to 
investment philosophy. Moral hazard has manifested 
itself onto retail platforms (Robinhood etc) that have 
experienced massive increases in new account 
openings as the ‘stay at home traders’ started trading 
the stock markets. We recall a similar trading 
phenomenon during 1999 just before the tech bubble 
exploded, where retail and (some) institutional 
participation was relatively high and stocks were not 
reflecting the underlying economic earnings.  
 
Investors are also debating whether they should 
rethink the traditional assumptions when valuing 
investments using discounted cash flow models 
(DCF). For example, DCFs are extremely sensitive to 
discount rates, especially if they are low and get even 
lower. This has a profound impact on asset prices and 
might be rational in a couple of fronts, including:  

1. Valuing assets on lower expected returns and 
interest rate assumptions has the impact of 
generating a lower discount rate. This 
subsequently means that the net present 
values of assets increase significantly 
assuming all other metrics are the same.  

2. Technical factors such as money flows also 
compound the issue regarding valuation. As 
interest rate approaches zero, bond investors 
will look at risky assets or bond proxies to 
generate the income they need. 

 
Interest Rate Impact on Stock Price Under the 
Gordon Growth Model 
 

 

Perpetual Cash Flow $100

Expected Market Return 6.0%

Growth Companies

Beta = 1.2

$2,188.18 2.0% 2.5% 3.0% 3.5% 4.0%

0.65% 1,972 2,188 2,457 2,801 3,257

0.90% 1,992 2,212 2,488 2,841 3,311

1.15% 2,012 2,237 2,519 2,882 3,367

1.40% 2,033 2,262 2,551 2,924 3,425

1.65% 2,053 2,288 2,584 2,967 3,484

1.90% 2,075 2,315 2,618 3,012 3,546

2.15% 2,096 2,342 2,653 3,058 3,610

2.40% 2,119 2,370 2,688 3,106 3,676

Value Companies

Beta = 0.8

$4,115.23 2.0% 2.5% 3.0% 3.5% 4.0%

0.65% 3,413 4,115 5,181 6,993 10,753

0.90% 3,356 4,032 5,051 6,757 10,204

1.15% 3,300 3,953 4,926 6,536 9,709

1.40% 3,247 3,876 4,808 6,329 9,259

1.65% 3,195 3,802 4,695 6,135 8,850

1.90% 3,145 3,731 4,587 5,952 8,475

2.15% 3,096 3,663 4,484 5,780 8,130

2.40% 3,049 3,597 4,386 5,618 7,813

10-year 

Treasury 

Yield

10-year 

Treasury 

Yield

Growth

Growth
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Many analysts and investors use the above calculation 
to justify higher prices in the face of very uncertain 
times. When assessing a discount rate for future cash 
flows one must balance the discount rate used with 
the implied risks to those future cash flows. Investors 
are looking at only one side of the equation when 
assessing the discount rate, that of lower interest 
rates. This produces a commensurately lower 
discount rate without factoring in an appropriate 
handicap for the economic headwinds.  
Currently, markets are pricing in lower expected 
returns in the future given lower corporate profits 
over the next year or so. This is driven by a weaker 
economic environment but seemingly with lower 
perceived risk. The risk to company profits is 
undoubtedly higher today than at the start of the year. 
However, an argument, with some validity, for lower 
risk is the fact that central banks have backstopped 
the debt markets and the expectation is that equity 
holders will be protected. Hence the idea that lower 
risk and lower expected returns can support equity 
valuations. This dilemma for ‘out of the market’ 
investors and central banks posses some dangerous 
outcomes. Investors that have sat out of this rally face 
missing out on some potentially fabulous ‘once in a 
lifetime’ returns, much like us. The global central 
banks, the Fed mainly, face the challenge of injecting 
moral hazard and the potential for pain further down 
the road when they decide to retrench (remember the 
taper tantrum?).  
 
Social media provides the medium to help 
understand the moral hazard that has been infused 
into the market. Tweets on Twitter by novel investors 
find this game easy and perceiving risk for them is 
almost impossible. They often opine on how buying 
certain stocks like Tesla, Shopify etc are a one-way 
ride and that everyone should jump on board. The 
number of YouTubers who are pushing the same 
story is equally impressive. Such ubiquity is probably 
unprecedented and likely to continue until it moves 
against them.        
 
Mental gymnastics without the appropriate 
consideration for risk means valuations will increase.  
The traditional measures such as PE, Price to book, 
EV/EBITDA etc will all expand and persist for a 
while. This sets up a battle between two sets of 
investors, nouveau (Robinhooders) and the higher 
risk takers versus the traditional fundamentalist 
(value or growth) investors. The market will be 
driven by emotions until there is clarity regarding the 
economy and the virus. Until then cash levels will 

continue to remain high and markets are likely to 
move upwards as the marginal buyers slowly 
diminish and the Robinhooders take over. If, 
however, the cohort of new investors are correct and 
in fact the economy does recover, and companies are 
able to grow profits well above current forecasts, the 
professional investors will put it down to serendipity.  
 
Our duty is to balance the risks with the potential 
returns that we see available. There are pockets of the 
market where valuations have doubled and rightly so, 
but other companies with very weak fundamentals 
(Consumer Discretionary – LVMH, Kering, 
Booking.com etc) have been sucked higher which is 
difficult to fathom. Take Amazon, its has been a large 
beneficiary of the virus due to ‘stay-at-home’ orders. 
Its revenues have been boosted over the past few 
months. No doubt as things return to normal there 
will be some giveback, but at the same token Amazon 
will have accelerated the online acceptance of many 
users, e.g. the older population. The longer virus 
prevents the population from returning to its normal 
activities, the greater the probability that habitual 
tendencies become permanent. Telemedicine is 
another example where habits might persist. Patients 
might be more comfortable with just a telephone 
consult rather than a visit, but physicians might find 
this model less financial rewarding. In the end, a 
number of new habits will be adopted that will have 
long lasting effects.  
 
As more investors either capitulate or accept greater 
risk-taking tendencies, the markets could continue to 
move higher. The support for paying a higher 
multiple for the same asset could be based upon the 
idea that bonds provide very little return given where 
interest rates have moved since the start of the year. 
This argument has merit and should not be dismissed. 
However, the downside to this is the possible capital 
loss can be significantly higher investing in the equity 
of say Apple, Google or Amazon. A larger allocation 
towards riskier assets in order to generate income 
makes it all the more challenging when things stop 
moving up in a straight line. Can bond investors 
stomach the volatility? At some point we will find out 
but the chances that asset allocators have staying 
power will be determined by the next volatile period. 
One thing that is inevitable is the increase in volatility 
and the subsequent rush for the doors. The greater 
the following, the greater to the exodus. This does not 
even factor in the leverage that might have been taken 
to gain exposure in stocks that keep increasing in 
value.    
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Risks Mounting 
There are plenty quantifiable near-term risks and the 
market is happy to overlook many, as central banks’ 
tapes run at full flow. At some point the markets will 
look to discount some of these risks, those include: 

1. US Political Risk 
2. China Geopolitical Risk 
3. Economic Risk, continued unemployment 
4. Epidemic Risk, continued spread of COVID 
5. Central Bank Risk, change of policy 
6. Inflationary Risk, the impact helicopter 

money  
7. Trade War Risk, protectionism across the 

world  
 
The timing of when some of these risks start to play 
a role in investors’ minds is difficult to predict but at 
some point, risks will start to weigh on the market.   
 
Many of these risks were not present at the start of 
the year and currently the magnitude of these risk has 
the potential to create long lasting damage to the 
global economy. For example, in the post-pandemic 
world, many countries are likely to diversify their 
imports away from China. The chance of 
deglobalisation is increasing. Factoring these risks 
into the asset prices have has been elusive in these 
times and the markets appear to be focused on excess 
liquidity and when the global economy will return to 
prior levels.  
 
Today, investors are fixed on 2021 earnings and any 
subsequent economic recovery. Consensus earnings 
were cut sharply during Q1 and as companies release 
Q2 earnings, the bar is set relatively low. This will be 
supportive to the markets however, the extent to 
further lockdowns need to be fully understood and 
reflected in earnings expectations. But for the time 
being, bad news is good news and good news is good 
news and history tells us that this is unsustainable. 
For stock markets to continue their upward march in 
the face of otherwise risky consequences, a recovery 
must be forthcoming in the second half of the year.  
 
The bullish argument relies on a handful of factors 
given the current level of asset prices. The strongest 
argument is the level of monetary support from the 
US Federal Bank in terms of buying corporate bonds 
and the expectations that the central bank will 
backstop the stock market. We do not dispute this 
narrative and it certainly puts off the idea of a severe 
collapse in asset prices. We do, however, differ in 
opinion that at current valuations, many risks are not 

being reflected.  
 
Fed monetising Corporate losses – Risk Landscape 
 
The US Fed on June 23rd bought Waste Management 
bonds with a par value of $3m for 105 cents on the 
dollar which Waste Management redeemed at 101 
cents on the dollar, leaving the Fed with a loss. There 
are likely to be many examples of this in the coming 
months. The idea that the Fed is responsible for 
misallocation of capital and distorting prices would 
have shocked most investors before the crisis. The 
playing field is very different and the concept of risk 
taking is very different today. We need to understand 
that the landscape has changes and risk parameters 
have changed and as investors we need to appreciate 
that risks have to be managed differently. To that end, 
how we see this manifest is in valuations. That is, 
investors should be willing to shift their valuation 
parameters to account for this change in the risk 
landscape. However, ignoring or dismissing the other 
risks highlighted earlier would be futile as and when 
asset prices begin to factor the risks.  
         

Portfolio Review 
 
The fund’s defensive posture persisted during Q2 
following on from the initial change in outlook in Q1. 
As a result, this drove underperformance relative to 
the index for the quarter. An excess level of cash and 
exposure to the Healthcare sector were a drag on the 
relative performance as cyclical and technology 
stocks continued to move higher and drive some 
indices into record territories. 
 
As discussed above, fundamentals of companies do 
not correlate to their asset prices and the move higher 
in some areas of the market makes little financial 
sense when considered with the multitude of risks. 
Investors are flocking to the idea that lower interest 
rates mean lower discount rates can be applied to 
justify the much higher stock prices without the 
commensurate consideration for the risks. The very 
concept that companies themselves have informed 
investors that they have no visibility in earnings for 
the near future is sufficient for us to increase the risk 
factors that are implicit in our valuation 
methodology. While higher risks should translate 
into lower prices, excessive liquidity is driving stocks 
higher as capital has nowhere to go apart from 
equities.  
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With this backdrop the fund’s investments have 
idiosyncratic opportunities that should be 
uncorrelated to the current market sentiment. This is 
a result of the large exposure to the healthcare sector. 
The mix of healthcare investments does not rely on 
any cyclical recovery, monetary or fiscal policies. 
They are solely predicated on the ability of those 
companies to deliver healthcare solutions that will 
benefit and provide improved outcomes for patients. 
Of course, in the near term as hospitals have been 
pre-occupied with COVID patients, the amount of 
elective surgeries and physician appointments have 
fallen. This, however, only means that treatment is 
postponed. Eventually a cancer, heart or other patient 
will need to be seen and treated. This contrasts with 
patients that require elective treatments such as hip 
or knee replacements, which led to our exit in 
Stryker, a leader in Orthopaedics. During the GFC, 
we saw patients defer expensive elective surgeries and 
procedures like knee replacements and were indeed 
pushed out until better economic times. On the other 
hand, emergent procedures like acute cardiogenic 
shock requires immediate care and heart pumps from 
companies like Abiomed are used to treat such 
patients. Nonetheless, Abiomed will be affected due 
to the number of available hospital beds as people die 
without pump intervention.  
 
In the pharmaceutical area, the fund holds 
biotechnology developers that target rare diseases 
where there are very few, if not no, treatment options. 
More specifically, the fund invests in Ionis, which 
develops complex drugs that target rare genetic 
diseases in children. Another area we are very keen 
on is diabetic treatments. There are only a few insulin 
manufacturers of scale on the planet and Eli Lilly is a 
key holding in the fund.  
 
There was very little activity during the period 
amongst the core holdings. New holdings were 
Logitech and Regeneron. However, Logitech was 
disposed of during the quarter after reaching its 
intrinsic price. Regeneron is a leading biotechnology 
manufacturer with the number one position in 
diabetic eye disease treatment (Wet Age-related 
Macular Degeneration). Its platform of technologies 
allows it to expeditiously research and develop 
targeted treatments. Its pipeline of drugs created are 
due for final approval in the coming years, providing 
the opportunity to further grow its revenues and cash 
flows.   
 
 

Outlook 
 
The outlook reflects our sentiments on the weak 
economic recovery and ultimately the lack of growth 
in company cash flows.  
 
We expect companies to beat or meet their earnings 
expectations given they have been reduced drastically 
in the light of the virus and the lack of company 
guidance. The ‘low balling’ of forecasts provides the 
platform for companies to beat expectations. Despite 
this, earnings are expected to drop over 40% for Q2 
2020 for the S&P 500 according to Reuters.  
 
Considering the recent second wave breakout of the 
virus in the USA, we expect that consensus earnings 
in Q3 and Q4 will be reduced. If visibility was weak 
before the second wave it certainly became even less 
visible. This type of uncertainty has the effect of 
reducing company expenditure and increases the 
likelihood of a deterioration in economic activity and 
prolonged unemployment, one of the central tenets 
that drives any economic recovery. The outlook for 
the next 6 or 12 months remains weak and company 
cash flows will remain subdued for the foreseeable 
future. To that end, the fund will remain cautious in 
its deployment of cash and in adding any risk.  
 
The effect of any new stimulus will have less impact 
on the markets given it will be targeted at areas that 
are indeed in stress. This will be very different from 
the first round of stimuli, where cash was doled out 
to everyone and anyone, leading to laid off staff 
reluctant to return to work. This also drove online 
commerce, including stock trading and online 
gaming ultimately benefiting sectors of the economy 
that were least affected by the virus.  
 
Much of the trillions of dollars across the world that 
have been deployed to prop up the global economy 
has fortunately or unfortunately gone to those 
companies that were not in need of the extra boost. A 
simple example would be many e-commerce and 
technology companies. Cash dropped into 
consumers’ banks accounts was used to make online 
purchases benefiting the likes of Amazon, who were 
already experiencing strong growth before the 
pandemic. Cloud companies that were enjoying 
robust growth over the past 5 years suddenly found 
themselves beneficiaries from extra spending as 
companies moved operations to the cloud, ultimately 
benefiting shareholders of those companies i.e. Wall 
Street and not Main Street.   
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Small businesses benefited the least from the 
stimulus handouts and this misallocation of capital 
has created distortions in the market that will likely 
cause deeper economy issues which will take longer 
to resolve.  
 
A simpler solution would have been to handout 
vouchers that can be redeemed to local businesses 
instead of direct cash payments. In this case, those 
that were most affected would have benefited.  
  
Suffice to say, that the bounce we are seeing from the 
depths of the initial shock is being extrapolated to a 
full recovery in the coming months. We suspect that 
the road to recovery will be patchy and we are still 
likely to experience risks that have not been well 
understood.  
 
Protection 
 
The Fund maintained protection throughout the 
quarter, with cash and derivatives representing a 
significant portion of the Fund.  
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COVID 19, Vaccines and The 
World Thereafter 

 
Six months after the first case was reported in 
Wuhan, China, the coronavirus has infected more 
than 10 million and killed at least 500,000 in the first 
half of 2020. According to the World Health 
Organisation, 10 million is roughly double the 
number of severe influenza illnesses every year.  
 
The Virus 
 
The disease is highly infectious and has been 
spreading rapidly across more than 210 countries and 
territories. It took 45 days for global cases to climb 
from 2 million to 6 million but only 28 days for 
another 4 million. If the trend continues, the world 
will reach 20 million cases by September.  
 
Global Cases Added Per Day 

 
Source: Bloomberg 

 
Most of the new cases are now from the U.S. and Latin 
America. Despite minor outbreaks in Beijing as well 
as provinces near Russia, the crisis has largely been 
contained in China. The situation has also improved 
significantly in Europe and other Southeast Asian 
countries, including South Korea, although outbreaks 
persist.   
 
World Share of Global Confirmed Cases by Region 
(%) 
 
 

 
Source: ABC News 

 
Most countries were imposing different levels of 
lockdown at the peak of the outbreak, ranging from 
stay-at-home orders, social distancing to closures of 
shops and restaurants.  
 
Global Responses to the Pandemic 

 
Source: Financial Times 

 
Albeit a lifesaver, shutdowns have undermined the 
world economy, impacting the livelihoods of many. 
In the latest World Economic Outlook Update (June 
2020), the International Monetary Fund expected 
global gross domestic product (GDP) to contract by 
4.9% in 2020, before rebounding at 5.4% in 2021.     
 
Meanwhile, the financial market remained largely 
positive. S&P 500 was trading at more than 22 times 
forward earnings, highest since the dot-com bubble 
in mid-2001, while NASDAQ hit record high on 23 
June.  
 
Major U.S. Indices 

 
Source: FactSet 

 
This optimism, however, was not universal. 
Government bonds and safe haven assets like gold 
have recorded strong gains in the second quarter. It 
will be interesting to see what  companies are going 
to say in July and August as they report their 
quarterly results. 
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At the moment, market sentiment is influenced by 
economic stimulus and vaccine development, which 
in turn affects the pace of opening up and the level of 
economic activity.  
 
Spot Gold Quarterly Move 

 
 

Source: Bloomberg 
 
Vaccine Development 
 
As of 24 July, more than 150 covid vaccines are in 
development. Of which, 25 are in clincial evaluation. 
Moderna is and has been the frontrunner. It was the 
first company to enter stage 1 and is now in phase 3 
trials. Also in phase 3 study are Astrazenea/University 
of Oxford, SinoVac, CanSino and Sinopharm.  
 
It would normally take at least 4 years to develop a 
novel vaccine. History suggests less than 10% of drugs 
that enter clinical trials receive Food and Drug 
Administration (FDA) approvals. The rest are either 
ineffective or unsafe with intolerable side-effects. 
 
Typical Vaccine Development Timeframe 

 
Source: The New York Times 

Phases of Trial and Rates of Failure

 
Source: The New York Times 

 
Billions of vaccine doses will be requred, which 
makes timely production and distribution 
challenging. While Messenger RNA (mRNA, being 
developed by Moderna), a new type of vaccine, is 
faster to produce, no company has ever produced an 
mRNA vaccine for humans. A lot of uncertainties 
remain. 
 
Inoculation is similarly an issue. To vaccinate all U.S. 
citizens in one year, nearly 1 million people will have 
to be administered every day, seven days a week. This 
is no easy task even for the world’s largest economy, 
which is testing merely 500,000 a day for COVID in 
June. People might also refuse to be vaccinated out of 
personal liberty, skepticism and safety. There is little 
written or spoken about the longer term side effects 
from these expdited trials. Conventional drug 
approval takes many years and the primary reason for 
this is due to deeper trials that ascertain the longer 
term effects on those that take any treatment under 
examination. Public acceptance to being guinea pigs 
might find resistance.  
 
Immunity isn’t guaranteed, no company can 
guarantee how long the antibodies can last. A study 
on 74 subjects published in Nature Medicine shows 
that coronavirus antibodies last only two to three 
months. This corroborates an earlier Chinese study 
(please add the source) which suggests about 5% to 
15% of patients may have tested positive again. 
Whether this is reinfection or false positive remains a 
question though.  
 

https://www.nature.com/articles/s41591-020-0965-6
https://www.bloomberg.com/news/articles/2020-05-07/china-study-finds-5-to-15-of-covid-19-cases-are-reactivated
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The vaccine might not protect the elderly who are 
more susceptible to influenza. Typically, flu vaccines 
protect 70% to 90% of children and young adults but 
only 30% to 50% of older adults over the age of 65, 
who account for some 90% of flu deaths in the U.S. 
 
There is also a possibility of the virus mutating, which 
could nullify any developed vaccine. Research is now 
underway to confirm any possible mutation and its 
implications, according to White House health 
advisor Dr. Anthony Fauci. 
 
Eventually, once the spread of the virus is well 
propagated into the wider community and the public 
at large adhered to the prevention of community 
spread, most activities could return. Take Vietnam for 
example, activity has resumed to previous levels and 
the public are undertaking the correct behaviours 
that are containing the virus. This, however, assumes 
draconian measures with regard to foreign visitors.   
 
Regardless, the coronavirus is going to be a game 
changer that has great implications on how the world 
operates. While some of these might be short-lived, 
others could last for good, even after a COVID 
vaccine has been developed and contained. 
 
Companies Benefiting from COVID 
 
CVS Health 
 
COVID is changing how people obtain healthcare. 
Instead of going to the pharmacy, patients have 
prescriptions deliveried to their doorsteps. Instead of 
going to the clinics, they resort to telemedicine.  
 
CVS, for instance, saw a 600% year-on-year increase 
in virtual visits through its urgent care service Minute 
Clinic. Home delivery of prescriptions was up 1,000%. 
CEO Larry Merlo said he expected “that elements of 
today’s new norm will become part of tomorrow’s 
everyday rountines”. This is echoed by CFO Jonathan 
Roberts, which added that telemedine is going to “be 
an integral part of how [CVS goes] to market moving 
forward”. 
 
Nationwide, governments are relaxing rules that 
made telehealth challenging. The Trump 
administration allowed Americans enrolled in 
Medicare to do virtual consultations for no additional 
costs while states like Washington have made it easier 
for doctors to practice across state lines without 
requiring additioanl licenses. 

 
Companies like Kry are taking advantage of the trend. 
The Swedish digital health start-up launched a video 
consultation platform in the U.S. in April, marking its 
first expansion beyond Europe.  
 
According to Startup Health, total health innovation 
funding surged 48% in the first quarter, to $4.9 
billion.  
 
Total Health Innovation Funding 

 
Source: Startup Health 

 
Beyond Meat 
 
More people are  turning to plant-based meat 
produced by companies like Beyond Meat and 
Impossible Food.  
 
As it turns out, meat processing plants are generally 
dense, making them conducive to spreading virus. In 
the U.S., more than 17,300 meat and poultry 
processing workers were infected in April and May. 
The same situation happened in Brazil, Germany and 
Australia. 
 

https://healthtransformer.co/startup-healths-2020-midyear-funding-report-shows-a-robust-diversified-health-innovation-market-8ecd7cfd968d
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Employees per 1,000 Square Feet of Space

 
Source: The Wall Street Journal 

 
As processing floors were forced to close, production 
came to a halt. Even social distancing can be  
devasting . The Brazilian meat industry states one 
meter of distancing would cut output by 18%. This 
has led to soaring meat prices, which narrowed the 
price gap between it and the traditionally more 
expensive plant-based alternative. Whether this is 
sustainable is debatable.  
 
Weekly Change in the Average Price of Meat 

 
Source: The Wall Street Journal 

 
In the 13 weeks through 30 May, Beyond Meat saw an 
astonishing 240% increase in sales compared to last 
year. The trend could continue as people realise the 
plant-based alternative is a close replicate, in terms of 
taste and price.  

The fact that the coronavirus originate from animals 
might also encourage people to move away from 
meat and possibly into vegetarian diets.  So far, we’ve 
seen the Chinese government blocking meat from  
Tyson Food in the US after factory workers tested 
positive and suspending shrimp imports from 
Ecuador after detecting coronavirus in shipments. 
But they have yet to ban any agricultural products.  
 
Automation and Deglobalisation 
 
To prevent food from being contaminated by factory 
workers and them being infected by their co-workers, 
speeding up automation may be a way out. More 
automation also improves agility, especially with the 
aid of 5G, which can be helpful in coordinating 
machines and catering for changing demand.  
 
A survey by PwC found that, although most industrial 
companies plan to cancel or delay investments, only 
15% are planning to cut investments for automation, 
artificial intelligence (AI) and industrial internet-of-
things (IoTs). 
 
With automation, the need for moving production to 
China and other countries with low labour cost is 
greatly reduced, leading potentially to a wave of 
deglobalisation. While this might not create 
additional jobs locally, it could shore up tax revenue 
for countries such as the United States and avoid 
supply chain disruptions as we saw in the early days 
of COVID when China was in a lockdown. 
 
That said, automation will not increase drastically 
overnight since there are very few countries where a 
company can find almost everything it needs. And if 
supply chain resilience is a concern, sound risk 
management calls for diversifying, not domesticating 
the manufacturing process. 
 
Digital Transformation 
 
Digital transformation will not occur nn industrial 
production, but everywhere, and COVID has 
accelerated that thinking. 
 
Online Shopping 
 
What used to be physical is becoming digital. Take 
shopping as an example. U.S. online grocery shopping 
increased from 5.1% of sales at the end of last year to 
6.6% in mid-April. This level of penetration would not 
have occurred until 2024 but for COVID. It is now 
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expected to hit 11% by 2026 as the second wave sparks 
demand.  
 
Forecast of E-commerce Grocery Penetration

 
Source: CNBC 

 
Likewise, athletic apparel and footwear maker Nike 
said in May it saw “continued strong” demand from 
consumers online, which helped offset some of the 
losses associated to store closure. 
 
It takes 66 days to form a habit, based on a 2010 study 
published in European Journal of Social Psychology. 
And it has now been more than 120 days since the 
U.S. began locking down in mid-March and none of 
the states have fully opened. California and Texas, 
two of the largest states, even rolled back reopening. 
 
Working from Home 
 
Working from home has gained momentum as 
businesses and employees discover its virtues. 
According to a survey by Robert Half, six out of ten 
office workers say they have a better work-life 
balance working from home without a commute.  
 
Square and Twitter have said they would allow 
people to work from home even after shelter-in-place 
orders expire. Mark Zuckerberg expects as many as 
half of Facebook’s employees to work remotely in the 
next 10 years. Many other companies are considering 
not just how and when to bring back their people, but 
whether at all. 
 
Working from home, however, is unlikely to have a 
material impact on margins, as Accenture confirmed 
in its last earnings call. In fact, companies might end 
up paying more, for enhanced remote-office setups 
and better internet connections. For tech companies 
like ServiceNow, investment could be as much as $7 
billion. 
 

This is good news for productivity and collaboration 
software companies like Adobe and Twilio, who said, 
“digital transformation projects that could have taken 
years…instead took a weekend”, but less so for the vast 
ecosystem surrounding white collar workers, from 
commercial real estate to restaurants and shops to 
residential housing. According to a report from Miller 
Samuel and Douglas Elliman, Manhattan apartment 
sales in the June quarter fell by 54%, its worst decline 
in 3 decades. Demand contracted as workers no 
longer need to work in the office and can work 
remotely.  
 
Remote Learning 
 
Many children have been at home and undertaking 
their education  remotely . For some, the ability to 
work at ones’ own pace in the absence of disruptive 
classmates means more effective learning. Teachers 
also noted that students who wouldn’t normally ask 
questions were using email to engage further.  
 
For others, however, there could be physcological 
issues pertaining to building life experiences. They 
also lack a quiet study space or adequate parent 
supervision. Nor do they have proper devices and 
high-speed Internet to support seamless learning. 
Some students simply went missing for the entire 
school term, as teachers reported in the U.S.  
 
According to McKinsey & Company, the loss of  
education for some  will probably be greatest among 
low-income, Black and Hispanic students. Data from 
Curriculum Associates show that only 60% of low-
income and black students regularly log into online 
instruction, lagging 30% behind high-income and 
white students.  
 
Quality of Remote Instruction 

 
Source: McKinsey & Company 

 
A loss of learning will likely lead to a loss of earnings. 
If large-scale in-class instruction in the U.S. does not 
resume until 2021, an average student could lose 
$61,000 to $82,000 in lifetime earnings (in constant 
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2020 dollars). Earnings loss is expected to be worse 
for black students, who are tipped to lose $2,186 a 
year (a 3.3% reduction), compared with just $1,348 (a 
1.6% reduction) for white cohort. 
 
Potential Earnigns Loss due to Inferior Education 

 
Source: McKinsey & Company 

 
A widening achievement gap is also likely to 
undermine productivity and thus the economy. 
McKinsey believes if the gap between white and 
Black/Hispanic students had been closed in 2009, U.S. 
GDP would have been $426-705 billion higher today.  
 
Economic Impact due to Inferior Education 

 
Source: McKinsey & Company 

 
 
Socialising  Capitalism? 
 
Socialising the stock markets and capitalisng the 
consumer is currently under way and the traditional 
laws of capitalism are becoming defunct. With the US 
Federal Bank buying corporate debts in the open 
market, free market forces are no longer able to apply 
themselves. As we have mentioned earlier, this makes 
risk assessment difficult. In reality, one might need to 
change the approach one has in measuring and 
assessing risk. What is the valuation required to 
justify the share price of American Airlines or 
Disney? Do we apply a premium or a lower discount 

rate because we know the Fed will always be there to 
buy any debt they issue?  
 
Politics has played a very important role over the 
course of a few months in trying to understand how 
markets will behave. In the U.S., both the GOP and 
the democrates are converging on some ideals, in 
particular, encouraging bigger government and 
socialising certain industries as well as bailing out the 
wider public.  
 
Polticising certain issues doesn’t encourage progress, 
for example, wearing masks, school suspensions and 
business closures. All these topics have polarised the 
US and created a second wave in the virus.  
 
Times have definitely changed, Leon Cooperman put 
it eloquently, “when the government is called upon to 
protect you on the downside” and has “every right to 
regulate you on the upside”. 
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Sector Allocation (ex cash/options) % of NAV 

Healthcare 48% 

Technology 12% 

Consumer Discretionary 4% 

Industrials 2% 

Consumer Staples 2% 

Financials 0% 

Country Allocation % of NAV 

Top 10 Holdings  Sector 

Abbott Laboratories Healthcare 

Abiomed Inc Healthcare 

Amazon.com Inc                           Consumer Discretionary 

Bristol-Myers Squibb Healthcare 

Eli Lilly & Company Healthcare 

Facebook Technology 

Insulet Corp Healthcare 

Ionis Pharmaceuticals Healthcare 

Neurocrine Biosciences Inc Healthcare 

Regeneron Healthcare 

Currency Exposure % of NAV 

US Dollar 79% 

UK Pound 11% 

Euro 8% 

Australian Dollar 2% 

Net Performance Fund  Index* Relative 

1 Month -6.5% -1.0% -5.5% 

3 Month -14.2% +6.1% -20.3% 

1 Year -19.4% +4.8% -24.2% 

Since Inception** +5.4% +35.5% -30.1% 

*MSCI Daily World Total Return Net Index AUD **Inception 9 Aug 2017     

Performance of $10,000 invested since inception 

Wenlock Global Fund 

Fund Statistics - June 2020 

Source: Mainstream Fund Services, Thomson Reuters, Wenlock Capital  

Numbers rounded and may not sum to 100% 
 

Source: Mainstream Fund Services, Thomson Reuters.  
^Calculations are based on total returns with distributions reinvested and 
net of all fees but before tax or the buy/sell spread. Performance figures are 
based in AUD.  
SI = Since Inception 9 August 2017. Past performance is not a reliable 
indicator of future performance. 

 

Source: Mainstream Fund Services, Thomson Reuters, Wenlock Capital.  
^Calculations are based on total returns with distributions reinvested and 
net of all fees but before tax or the buy/sell spread. Performance figures are 
based in AUD.  
SI = Since Inception 9 August 2017.  
Past performance is not a reliable indicator of future performance. 
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Wenlock Global Fund 

 
❖ The Wenlock Global Fund targets long-term capital growth whilst ensuring capital 

preservation. The Fund invests in 20-40 superlative businesses across the world that 
are exhibiting strong long-term secular trends. At times, the fund employs 
protection to protect against large falls in asset prices.  
 

❖ These superlative businesses are selected after rigorous fundamental bottom-up 
research which provides the Fund potential long-term capital returns.    

 

 

Investment Style   |  Bottom-up Fundamental Research based on Cash Flow 
Returns  

Number of Holdings  |  20-40  

Inception Date  | 9 August 2017 

Currency   |  AUD 

Minimum Investment | $10,000 

  

 

 

 

IMPORTANT INFORMATION 

Equity Trustees Limited (“Equity Trustees”) (ABN 46 004 031 298), AFSL 240975, is the Responsible Entity for the Wenlock Global Fund. 
Equity Trustees is a subsidiary of EQT Holdings Limited (ABN 22 607 797 615), a publicly listed company on the Australian Securities 
Exchange (ASX: EQT). This document has been prepared to provide you with general information only. In preparing this document, we did 
not take into account the investment objectives, financial situation or particular needs of any particular person. It is not intended to take the 
place of professional advice and you should not take action on specific issues in reliance on this information. Neither Wenlock Capital Pty 
Ltd, Equity Trustees nor any of its related parties, their employees or directors, provide any warranty of accuracy or reliability in relation to 
such information or accept any liability to any person who relies on it. Past performance should not be taken as an indicator of future 
performance. You should consider the Product Disclosure Statement (“PDS”) before making a decision about whether to invest in this 
product. The PDS can be obtained by visiting www.eqt.com.au/insto or request a copy by calling the Portfolio Manager, Wenlock Capital 
Pty Ltd on +61 (2) 8245 0503 or emailing them at enquiries@wenlockcapital.com.au. Past performance is not a reliable indicator of future 
performance. 


