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Dear Investors, 
 
Q2 was underwhelming after a strong start to the year. As we 
posited in Q1, the level of gains couldn't continue at the 
break neck pace we had witnessed in Q1. In retrospect, that 
cautiousness meant we probably took profits on some 
investments too early.  We manage the Fund for the long 
term and bouts like Q2 do not perturb us. Our portfolio 
companies have strong long term secular prospects, with 
growing free cash flows providing us with the confidence 
which, over the long term can deliver solid returns.    
The toll from the trade war has started to manifest in the 
global trade data. As a result expectations for global GDP 
have fallen (IMF GDP forecast 2019: 3.2% from 3.5%) and 
hope of a trade deal is fading. However, during the quarter 
the markets shifted focus to Central Bank stimulus and 
discounted any trade deal being agreed upon in the near 
future. 
Both internally and externally we have debated the issues 
regarding the trade war and the impact it has or will have on 
the global economy. Concluding that in the absence of an 
agreement, Central Banks across the world will probably step 
up and provide the support required to fend off a recession 
or a temporary economic slow down. The mechanism to 
which that is achieved will depend on the magnitude of the 
slow down.  We mused in previous newsletters that central 
banks would use all munitions to mitigate against a slow 
down that could result in a recession, known fondly as the 
‘Central Bank Put’. We would not be surprised if central 
banks went full pelt on monetary stimulus (QE4) if there was 
a significant negative turn in the global economy. Past 
experience suggested that Central Banks are likely to repeat 
previous actions in stabilising the economy. We are also 
confident that fiscal stimulus could play a role, but to varying 
degrees, as governments across the world have different fiscal 
positions. The US is in a stronger fiscal position than say the 
EU.  

At Wenlock we postulate the likely outcomes in the event 
of such scenarios. Probabilistically, the outcome we see is a 
pseudo repeat of what occurred the last time we embarked 
on large scale easing polices. That is to say, the global 
economy starts to recover as cheap money floods 
economies. Whether asset prices will follow the same path 
is debatable. Stock markets are very good at discounting 
future growth.   
Although sanguine about the economy near term, we are 
concerned that cheap money is likely to lead to  
misallocation of capital, generally into underwhelming 
assets resulting in pockets of bubbles. The snowball effect 
of this over a few years could result in a significant 
correction as returns disappoint. The GFC QE period saw 
much of the excess liquidity help rebuild the decimated 
balance sheets of the broader financial institutions and not 
necessarily to the ‘real economy’. This time though, if 
central banks and governments stimulate we suspect 
liquidity will find a home in wasteful or mispriced assets, 
potentially leading to bubbles where ultimately a 
destruction of capital ensues. For example, it would not be 
surprising to see would-be entrepreneurs spending billions 
trying to replicate Elon Musk’s space programme with little 
or no success.  Such destruction of capital will have a 
devastating effect on investor confidence and could lead to 
an even worse outcome for asset prices. Obviously, this 
scenario will take time to play out but our role is to analyse 
outcomes and assess their likelihood. Our growing feeling is 
if we revert back to prodigious levels of liquidity, we will 
unfortunately be faced with asset bubbles. In fact, we are 
seeing such misallocation currently in the private equity 
world. One quote that got us dumfounded was from We 
Work -  WeWork argues that in a recession, larger 
companies will downsize into its spaces while laid-off 
workers will need them to start their solo careers. For those 
that have been around for a while will recall 
pronouncements not too dissimilar from the many dotcom 
companies that  pontificated such provocative conjecture.  
The period between September and August of 2018 feels 
like a distant memory but it should be a warning that 
markets can quickly punish investors for complacency. We 

Wenlock Global  
Fund - June 2019 

Highlights 
 
Drab Q2 
 
China’s Innovation, Fact or Fiction? 
 
Cloud 

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. 

Net Performance 3m 1yr SI 

Wenlock Global Fund +2.4% +9.3% +30.8% 

MSCI World Net Total 
Return (AUD) 

+5.5% +12.% +29.2% 

  

http://nymag.com/intelligencer/2019/06/wework-adam-neumann.html
http://nymag.com/intelligencer/2019/06/wework-adam-neumann.html
http://nymag.com/intelligencer/2019/06/wework-adam-neumann.html


certainly expect another period of volatility in the coming 
months as investors reset their expectations of growth given 
some of the underlying near term issues. However, the long 
term secular bull market remains intact. Bouts of significant 
volatility seems likely in the absence of any meaningful 
pullback. This should provide attractive entry points for 
companies that we have on our radar.  
 

Chinese reversion to the mean…..2000 years later 

It is worth reminding ourselves of China’s history to frame 
our view before we delve deeper into it’s current economic 
path. We revisited the philosophy underpinning Chinese 
economic history. Interestingly enough it turns out very 
similar to today’s philosophy.  
The first emperor of China, Ying Zheng (later Qui Shi 
Huang) was of notable relevance for unifying China into the 
worlds premier state. However, at the same stroke he was 
also responsible for destroying records of China’s deep and 
rich past. Under his rule one of his first edicts was the 
destruction of all historical records and literature across the 
whole of China (including Confucian literature) that might 
have given us a better insight into its China’s history. Alas,  
little is know of prior kingdoms or philosophies.  
Zheng’s unification of China was the first phase in its 
development which occurred between 250-200BC. Zheng 
managed to conquer all remaining Chinese states (Han, 
Zhao, Wei, Qi (Chi), Chu, and Yan) and for the first time in 
China’s history it was ruled by a single sovereign under a 
hegemony. Although some may argue that the Xia dynasty 
over 1500 year prior made claim to that, no records can 
substantiate that status given all they were destroyed by 
Zheng.  
Intriguingly enough, it wasn't the brainchild of Zheng that 
masterminded the success of his empire or the legacy that is 
arguably in place today. It was his chancellor/prime minster, 
Li Si who is supposedly responsible for shaping China’s 
strongest empire and its subsequent growth into its current 
guise. It is debated that Li Si is one of the most important 
figureheads in Chinese history, yet no one in the Western 
world would have heard of him.  
It appears Zheng couldn't have established the great empire 
without the foresight and ideology of Li Si. He was known to 
possess great wisdom and foresight, being credited with the 
wholesale change of Chinese culture and philosophy under 
the rule of Zheng. His predecessor, Lu Buwei should also be 
given credit with bringing in such a free thinker and allowing 
his radical ideas to be propagated into the royal court.   
Success of the first empire was largely built around Li Si’s 
idea of rule. Soon after the conquest of all 6 states, Li Si had a 
clear vision of rule that would last for centuries. His idea 
centred around ridding the country of fiefdoms or 

suzerainty, he engendered the idea of the ‘One Ruler’, 
Zheng himself. All regions eventually had administrators 
and no rulers. Everyone was accountable to Zheng.  
Li Si had envisioned this type of rule as the only way China 
could be controlled and managed after centuries of wars 
that had ravaged the individual states. His philosophy and 
ideology resinated with Zheng, who seemingly had full 
faith in Li Si’s policies.  
China had taken a significant step towards a change from 
its feudal system to one that was managed and control by a 
single body.  Under Li Si’s tutelage emperor Zheng began 
the constructing the Great Wall, standardising coinage and 
put in place a homogeneous writing system.  
Unfortunately, Li Si, was executed after the death of Zheng, 
but his legacy had an inordinate impact on the China that 
we know today. The destruction of historical text and 
literature provided the building blocks for what China has 
turned out to be. Not since Zheng had China been unified 
and dominate in the region. Its been over 2000 years since 
China has been so strong and powerful but with so much 
time passed, does today’s China have the  foresight of Li Si?  
After 2 millennia, the ideology Li Si instilled under Zheng 
rule is still prevalent today. The Chinese communist party 
avows ‘Socialism with Chinese Characteristics’ as a mantra 
(this term occurs over 50 times in Xi’s Oct 2017 speech). In 
the same speech he refers to the Chinese people’s refusal ‘to 
change the nature of society in old China and the plight of 
the Chinese people’ in reference to foreign aggression. The 
uncanny similarity between Zheng and Xi, who both sort 
eternal rule with Xi enshrining his name in China’s 
constitution and Zheng’s quest for the elixir of life (in the 
form of ingesting Lithium).  
Chinese reassertion as a dominate force has taken it full 
circle with similar ideologies to those thousands of years 
ago, albeit in a different construct. China will likely remain 
a strong global power for the foreseeable future and as the 
world becomes integrated (globalised) their role might 
become less relevant. If China wants to stay relevant it will 
need to liberalise its political system, open its barriers and 
adopt less provoking laws to foreign nations and 
companies. It will need to reciprocate the welcome it has 
enjoy abroad. Until that point, unfortunately, the likes of 
America and the EU are unlikely to aid China’s quest for 
greater integration into the global economy given the 
political climate.  
If China doesn't open up beyond this, it may find itself left 
further behind. Protectionism is sweeping many of the 
world’s nations who are already suspicious of China’s 
intentions. The trade wars may have already built a 
metaphorical Great Wall? Reliance on China as the factory 
of the world might have seen its last days. Certainly 
companies across the world are redrawing lines to ensure 
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they are sufficiently diversified in their supply chain. The 
trade war with the US might have just been the final nail in 
the coffin for China’s future growth plans.  
As the nation developed out of the farms and into the cities, 
rising labour and real estate costs have made low value-add 
products less compelling. Unless it can translate those low 
end factories into high end higher value finished products, 
the pain might have already began. Overlaying this with the 
trade tensions only makes for a more hostile environment. 
Many foreign companies have found it difficult to attract the 
Chinese consumer with the exception of a select few.  The 
local market remains generally closed for foreign companies 
for many parts of the economy. Anecdotally, our 
conversations with companies suggest an extreme reticence 
in operating in China after episodes of IP and copyright 
theft, to the extent they have removed any hope of entering 
the country, a damning indictment.  

 
China’s Innovation -  Fact or Fiction?  Quality v Quantity? 

The previous section provided the background for framing 
the answer to this question. Highlighting China’s cultural 
philosophy may provide clues to which we can draw logical 
conclusions.  
A cursory look over 1000’s of years reveals a great deal of  
innovation that has emanated from China. Highlighting a 
great deal of ground breaking technological advancements. A 
quip we often read and hear is that most inventions have 
their origins in China. The following are thought to be 
invented in China 
• Cast Iron  - 1000BC 
• Gunpowder—1000AD 
• Compass—1100 AD 
• Alcohol—2000BC 
• Umbrella  - 313 AD 
• Bank Notes  - 900AD 
• Hydraulic Power - 500BC 
 
Fact or fiction? In summary we conclude that: 

1. China is certainly serious about driving innovation 
with its rich incentives programs to domestic 
developers of Intellectual Property (IP). These 
incentives range from subsidies, tax breaks and cash 
bonuses. However, this has lead to millions of patents 
being filed which would have little chance of success 
in the 3 main global patent offices (US, EU and 
Japan). Or was it a way to stimulate the economy? 

2. Over the past few hundred years the exponential pace 
of innovation has a correlation to the social and 
political fabric of those countries driving innovation.  

3. In 2017, nearly 80% of China’s patents that were 
granted by the local patent office were to Chinese 

residents. The burden of uniqueness and quality has 
been questioned in the Chinese market.  

4. China granted 61% of all patents awards to its 
Scientific Research Institutes (not Universities or 
Companies) 

5. Of the 1.26m unique patent applications China filed 
globally, over 90% was within China.  

6. China ranks 4th in patent awards in the US. Small 
but growing to over 12,589. By comparison, the US 
awarded c.143k to US residents in 2018. Japan (48k) 
and South Korea (20k) are significantly ahead. 
Germany was granted 14.8k US patents.     

 
Social requirements for broad based Innovation 

History shows that democratic societies allow for free 
thinking and expression of views and ideas. This 
background, in contrast to a restricted free thinking 
environment provides a strong platform for individuals to 
develop uncontrolled thoughts and ideas that eventually 
leads to innovation. 
Where nations operate in covert manners and have vastly 
differing legal and political ideologies will engender distrust 
internationally and possibly internally. Take the Soviet 
Union and the subsequent Russian Federation as an 
example. Both Russia and China share similar communist 
roots, the former eventually becoming a democracy. Still 
doubts remain over Russia’s true intentions. Over time 
those doubts fade as democratic rule entrenches itself. As a 
group, people start to feel the power of liberty and freedom 
and fight to defend their newly discovered freedoms. Take 
for example, the current residents of Hong Kong, they feel 
their freedoms and rights are being eroded by Chinese rule 
and hence the remonstrations. It is hard to take back what 
once you were given. There have been many such examples 
in history which have ultimately lead to a freer world, 
allowing the human race to advance.  
It isn't a coincidence that after the fall of empires or 
dictatorship that the rate of increase in technological 
advancements has been unprecedented. This exponential 
growth will continue with greater freedoms. It is an innate 
human trait that we look to increase our knowledge but 
with this comes greater responsibility.  This advances 
innovation and forward thinking for the betterment of the 
greater society. Gene Roddenberry’s vision in Star Trek 
seems a likely possible path the human race could converge 
towards. Where there is no distinction between different 
races (or species in Star Treks case) and all humans 
working together to the furtherance of the whole. Not quite 
utopian but a glimpse of how humans might interact in the 
future. For this to occur we will need to coalesce into one 
common culture and be sincere in our respect of others. 
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Today, we are witnessing globalisation engulf many parts of 
the world, despite the current trade tensions. Compare this 
with how the world looked only 100 years ago, we are closer to 
each other than we have ever been. Still, there is some way to 
go, however over the long term we should expect humans to 
converge despite small set backs.   
 

Measuring Innovation 

There are many ways to measure innovation from looking at 
R&D output as a nation to development of basic or complex 
systems and processes. They can be intangible or tangible.  
However, a standard of measure of innovation, can be 
represented in Patents. 
Patents provide a deeper and quantifiable view on innovation. 
They also provide an insight into the quality of innovation. By 
examining statistics at a national level we may be able to 
determine which nations are leading the charge in innovation. 
However, simply looking at top level data will not necessarily 
give true insight into the quality of innovation. To do this we 
need to take a deeper look and understand truly novel and 
ground breaking innovation by analysing the patents. 
Although this may not be practical there are other methods 
that give us a better understanding into the quality of patents.  
To help reinforce our prior supposition that cultural and 
political conditions have a meaningful impact on innovation, it 
is worthwhile examining Korea’s history. After the surrender 
of Japanese troops during World War 2, the country was 
divided into two, the US in the south and Russia to the north. 
As we mentioned previously the freedoms afforded a nation 
can vastly improve the state of its people. This allowed South 
Korea to explode in its innovation and shift from a destitute 
state to a flourishing highly innovative nation. It goes without 
saying that North Korea’s social and political policies have 
brought challenges and global isolation.   
According to the World Intellectual Property Organization 
(WIPO), South Korea has the largest number of patents per 
million population followed by Japan then Switzerland. South 
Korea is a great example of a small nation that in a little over 
65 years has become a leader in innovation.  
 

 
 
 

 

The Hard Facts   

At a macro level there were 3.13m world wide patent 
applications filed in 2016 of which Asia represented 2m. 
North America applications were 640,000 whereas China 
was 1.26m. On the face of it and reading commentary on 
Asia’s patents much adulation is given to China. 
However, a deeper look into those applications and the 
subsequent patents granted paints a very different 
picture.   
Patent Background -  Patent applications are made to 
country patent offices. There are three main country 
patent offices, those being the US, EU and Japan. Patents 
are only granted by countries that have received a patent 
application where it meets a strict standard of uniqueness. 
These three offices are known to have the highest 
standard for patent applications and thus are considered 
the benchmark standard. Importantly, the flow of patent 
applications and grants across those offices is an 
important aspect in ascertaining the quality of those 
patents. For example, a patent developed in Australia can 
be filed in all or some of the major patent offices. Patents 
that are filed domestically but not internationally often 
have less wide spread adoption or are weak patents that 
are unlikely receive approval in foreign patent offices. 
Ergo, only  highly developed and ground breaking 
patents are filed across all the major patent offices. The 
major patent offices are European Patent Office (EPO), 
US Patent and Trademark Office (USPTO) and Japan 
Patent Office (JPO).  Grants by these offices have the 
strictest and arduous qualification processes. Using this as 
a benchmark can provide a yardstick in determining the 
quality of the patents.  
 
Examining China’s Patents 

China has the largest patent applications and grants 
across the globe. Many have commented this as being the 
reason it will surpass many developed nations in 
technological leadership. However, if we break down 
China’s patent data one sees a less rosy position.  
Admittedly, with 1.26m patents applications in 2016, 
China takes top spot which appears impressive. By 
comparison US made 520,877 patent applications in the 
same year. Whilst the US has always seen the number of 
patent applications increase over the past 133 years, 
China, overtook the US in around 2010. Interestingly, 
around 2002-2005 the EPO saw its applications fall and 
continues to do so. The US on the other hand maintained 
its growth rate.   
The large increase in China’s patent application has been 
driven in part by Xi’s economic policies but more 
importantly by the government’s patent incentive 
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programs and goes to explain the quantity of patents filed. 
Chinese companies and individuals receive large cash 
bonuses, subsidies and lower taxes from the state if they file 
patents. No one can be certain if this led to genuine novel 
inventions but it certainly got the attention of media who 
commented on the vast increase. As an example, Huawei had 
been offering employees patent based bonuses of up to 
US$15,000.  As we noted earlier the vast majority of China’s 
patents were filed locally, maybe because those patents 
wouldn't have cut the mustard at the major patent offices. 
There are a whole number of reasons that explain the volume 
increase in Chinese patents over the past few years, but 
suffice to say the fanfare around the volume of patents filed 
can be misleading. The government handouts calls into 
question the quality of those patents applications as the 
numbers suggest.   
 
 

 
 
Where the rubber hits the Road - Applications of patents 
provide only part of the picture. Patents that are granted 
provide the real litmus test for true innovation. They 
demonstrate a stronger signal to the success of each 
invention, a recognition of a new discovery. Examining the 
‘Granted Patents’ for each country reveals that China itself 
granted 322,461 patents whilst the US granted 276,736 in 
2016. Of the 322,461 patents granted in China, 302,136 were 
to local Chinese, circa 94% to domestic residents. Very few 
were granted to foreigners. By contrast the US granted 
foreigners 133,014 patents i.e. 48%. However, this alone does 
not depict the true nature in the quality of the patents.  
Despite the large number of applications or granted patents, 
success can only be qualified if it can be monetised or utilised 
by the wider world. We shall demonstrate this later.  
Pendency time for final decision (time taken for a grant of a 
patent) is on average 22 months for both China and US.  
Looking at this data with a lag of 2 years reveals a higher 
success rate for the US. As a comparison, the EPO follows a 

similar timeframe.  

 
With this time lag in mind the ratio of patent ‘Grants’ to 
‘Applications’ shows that China’s success is  rate of 38% 
(Grants ‘16: 322,461, Applications ’14: 837,817) compared 
with 54%.(Grants ‘16: 276,737: Applications ‘14: 509,521). 
Despite a high success rate one has to focus on who the 
issuing patent office is and to whom they are issuing to.   
Of the 1.26m patent applications China made in 2016, only a 
very small percentage were filed in foreign jurisdictions. In 
fact, 52,221 applications where in foreign patent offices 
implying 96% of all Chinese applications were made locally.  
A closer look into this reveals 35,895 were filed in the US 
and 7,500 at the EPO. Conversely, the US filed 57% of all its 
applications domestically and 44% internationally (mostly at 
the EPO and JPO). 
Japan has a similar ratio of local and international patent 
application filings. This would suggest that China’s patent 
applications might not stand up to the stringent 
requirements of the international patent systems. However, 
in 2017 China was granted 11,241 patents in the US, up 10 
fold. For comparison, the US was granted 150,949 patents to 
domestic filers.  The US continues to file more patents 
abroad. In 2016, US residents filed 215,918 patents abroad 
compared with China residents filing abroad at 51,522. The 
success rate for Chinese patents filed in the US in 2017 with 
a 2015 application vintage is similar to that of US patents 
filed by domestic residents, both were 52% (11,241/21,386 for 
China and  150,949 / 288,335 for the US).  So it seems to 
infer that China only files its highest quality patents 
overseas, otherwise why wouldn't they file the other 1m plus 
patents overseas? Unless, of course they weren't true 
innovations.   
According to CNIPA (China’s patent agency), 64% of all 
patents granted in China in 2017 were from Chinese 
Scientific Institutions and 7% from  companies. On the other 
hand, in the US, MIT is listed as the largest non enterprise 
institution with 348 patents granted. The US Navy had 342 
in 2018. This compares to IBM with 9100, Intel 2,735 and 
Microsoft 2,353 patents granted.  
Smoke and Mirrors? No doubt China has spent billions of 
dollars driving innovation within its domestic market, 
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incentivising millions to invent and move the country out of 
farms and rural areas. To some extent this strategy has reaped 
dividends and propelled China amongst the largest IP 
developers. However, the efficiency and relevance of many of 
its patents are questionable. Nonetheless, it has created some 
interesting patents in the technology sector driven mainly by 
state ‘managed/guided’ organisations or pseudo commercial/
SOE’s. Main foreign nations are suspicious that it’s intentions 
may not be entirely sincere. In contrast, patents developed in 
the major foreign nations are in the main developed by public 
companies for commercial purposes. Maybe over time China 
rampant patent drive will eventually lead it to develop patents 
that have commercial or beneficial value to society at large.  
In the end, China will continue to improve its internally 
generated IP irrespective of the outcome from the current 
trade wars. However, the further it is pushed out of the 
international community the further it falls behind the rest of 
the world in terms of innovation. It would be minded to build 
bridges with all nations as it develops its political and cultural 
system. 
 
Portfolio Review 

During the quarter we took the opportunity to realise profits 
on some investments that had strong performances over a 
relative short period and had reached our intrinsic value.  
Those included: Shopify, IHG, Intel and Arista. We sold our 
position in Celgene after a bid from Bristol Myer Squib (BMS). 
Healthcare M&A: Having taken a deeper look at the prospects 
of the combined entity (Celgene and BMS) we ultimately felt 
uncomfortable with the level of proforma debt. Another 
healthcare company we exited for similar reasons was AbbVie, 
after its bold bid to acquire Allergan. These multibillion dollar 
bids will result in large amounts of debt that have to be raised 
in order to fund those deals. The uncertainty regarding drug 
prices for large drug stocks is also a concern and we feel it 
necessary to shift our attention towards other healthcare 
names.   
We added to existing healthcare names during periods of price 
weakness, for example, Neurocrine Bioscience, Ionis and 
Abiomed was marginally added. With the exit of Celgene and 
AbbVie we initiated a position in Eli Lilly as its price weakened 
after the general malaise in the healthcare sector during the 
quarter.  
In the Financial sector, we initiated new positions in data  
technology service providers. Both operating in different 
segments, Tradeweb Markets and Network International are 
leaders in their respective markets.  
Tradeweb Markets is the global leader in electronic fixed 
income trading, having spun out of Thomson Reuters. 
Electronic trading in Credit products represents only 25-30% 
of total volumes in the USA and 60% in the EU. 40% of US 
government bonds are still traded via voice.  Adding to this, 

complementary services like pre and post trade 
compliance and Algorithmic trading are services offered. 
MarketAxess, its competitor is also very interesting but 
for valuation reasons, as this stage we have avoided it.  
Pinterest was added in the quarter after a period of 
underperformance in the aftermath of its IPO. With a 
strong and unique operating model which we believe is 
still largely underpenetrated. We feel the market isn't 
accurately valuing the opportunity Pinterest has outside 
the US. Monetising its audience is still in its infancy and 
we expect, much like with Twitter, that over time it will 
deliver strong free cash flows.  
In the ridesharing sector, we initiated positions in Lyft 
and Uber after what many called disastrous IPO’s. We 
took advantage of this weakness and initiated relatively 
small positions in both companies. Our analysis suggests 
that the opportunity to grow their respective target 
addressable markets is large and growing. The debate 
over autonomy is highly charged and we are yet to see 
how that market pans out. Suffice to say the ride sharing 
companies will be a big part of that. At the time of our 
purchases both were trading around 4-5x sales and are 
currently overspending to building out their new service 
offerings, which according to our analysis is depressing 
profitability. As we have mentioned in previous notes, 
penalising companies on investments made today has 
little logic when the fruits of those investments are 
realised over the coming years.  
The semiconductor sector has had a very tough 12 
months. The industry has taken a pause in its roll out of a 
variety of technologies that require semiconductors to 
drive future innovations. Those industries range from 
Automotive, 5G, Internet of Things (IoT), Artificial 
Intelligence and Healthcare. These segments, in our 
opinion will continue to see strong long term secular 
growth. The next wave of technological innovation will 
be driven by software. Software in turn needs 
semiconductors to perform complex tasks and very high 
throughput with low latency. The current lull in 
semiconductor demand has been driven by the market 
absorbing current technology rollouts and digesting what 
they have learnt to be prepared for the next phase in 
innovation. Over the next decade we expect more of the 
same when it comes to semiconductor uses in devices. To 
that end, we have started to take a deep look into 
companies that have underperformed and where the 
market has heavily discounted their prospects. We have 
initiated a small position in Siltronic, a leader in Silicon 
ingot and wafer manufacturing where free cash flow 
growth are increasing at a rapid pace. We are currently 
analysing other companies in this area to identify 
appropriate entry points which might provide 
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asymmetric risk opportunities.            
 
Protection 
The Fund employed an average 70% protection throughout 
the quarter.  
 

The Age of the ‘Cloud’ 
 

Definitions: 
Public Cloud  - IT infrastructure open for public use. By far 
the largest segment.  
Private Cloud  - IT infrastructure closed for public use. 
Hybrid Cloud  - IT infrastructure combining the two above.  
 
A lot of attention has been drawn to recent IPOs this includes 
the likes of Uber and Lyft. These businesses like many others 
rely solely on the cloud to support their ride-sharing 
platforms. Both have gone ‘all-in’ with Amazon Web Services 
(AWS). For most companies, the cloud is becoming an 
increasingly necessary component of the operations. 
Companies that offer cloud services are growing quickly, but 
market power is concentrated across the top three cloud 
providers. Amazon is the dominant force in the cloud space, 
but Microsoft and Google are catching up. 
 
Power of the cloud  

Most people may not know but Netflix operates on AWS’s 
cloud platform. To demonstrate the impact the cloud has, 
when Lyft filed for  its IPO earlier this year, it disclosed its 
reliance on the cloud to run its entire operations. Its mission 
is to "improve people's lives with the world's best 
transportation".  Lyft operates in an interesting market, where 
both the company and their rival Uber, act as disruptors to 
the traditional transportation market. Transportation as a 
Service (TaaS), the formal term for the service they provide, is 
expected to grow its share of the overall transportation 
market, with almost complete dominance by 2030.  
So, what is the relevance of Lyft and Uber with AWS? For a 
start, TaaS relies on the cloud for most of its functions. ‘Smart 
Commute’ is becoming a segment of the Transportation 
industry where companies are focusing on ride/car-sharing, 
last mile mobility, autonomous transport, etc. It will be one of 
the most profound changes humans will experience in 
centuries. The opportunities appear endless with innovative 
products and services, but there are caveats for the growth of 
each of these startups. They include the heavy dependence on 
data centers, which are often provided by cloud providers 
(AWS, Microsoft etc). Lyft has entered an ‘all-in’ agreement 
with AWS for the next three years. As per the agreement, 
AWS will provide the backbone of all their operational 
infrastructure. The dependence on cloud providers in new 

innovative areas is becoming the pillar to many business 
models. 

Selected ‘Smart Commute’ Companies 

 
Source: CB Insights  
 

Smart Commute: Driven by AWS 

As part of the agreement with AWS, Lyft is obligated to 
spend USD$300Mn on AWS between January 2019 and 
December 2021, according to Lyft’s prospectus. This 
represents approximately USD$ 0.14 per ride spent 
on AWS, assuming the reported ~60Mn riders per month 
and USD$ 8.3Mn spent per month . 
Lyft’s expenses on AWS  cloud services will only grow over 
time as its business grows. There has been some controversy 
with Lyft and other companies using AWS, asking whether 
they would be better off opening their own data centers. 
However, with AWS’s scale and economies of scale, it 
makes it difficult for others to replicate the same, besides no 
one wants the hassle of operating a datacenter. Thus, it 
makes sense for Lyft to utilize Amazon's infrastructure and 
know-how rather than attempt to build the same for 
themselves. On the flip side, this exposure gives cloud 
providers, like Amazon, a ‘stake’ in companies that need 
AWS’s cloud services. Especially as the reliance on the 
technology continues to grow. 
 

The Cloud Industry: Undeniable Growth 

There is no doubt that the cloud will dominate demand for 
IT infrastructure for many years to come. Amazon's 
dominance lies within the IaaS (Infrastructure as a Service) 
segment of the cloud space, but there are still opportunities 
in PaaS (Platform as a Service) and SaaS (Software as a 
Service). The total Public Cloud Market is expected to grow 
markedly in the coming years, with IaaS, the fastest-
growing segment of the three submarkets with 27.6% 
growth to USD$ 40Bn. SaaS the largest segment, is 
expected to reach USD$ 85Bn in 2019, according to Gartner 
forecasts. 
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https://seekingalpha.com/news/3437118-lyft-goes-aws
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https://twitter.com/rrnn/status/1101954840035381248
https://twitter.com/QuinnyPig/status/1101616132681752576
https://www.gartner.com/en/newsroom/press-releases/2018-09-12-gartner-forecasts-worldwide-public-cloud-revenue-to-grow-17-percent-in-2019


Source: Gartner 

The graphic below highlights  the key differences between the 
three submarket within cloud services. IaaS is the most 
flexible model, giving companies the opportunity to purchase 
hardware capacity based on expected consumption and is 
highly scalable. Examples are AWS, Azure, and Google Cloud 
Platform. PaaS allows developers to build out customised 
applications, providing "a platform for software creation". 
Examples would be Heroku and Google App Engine. SaaS is 
the delivery of software on web or mobile platforms, 
examples being Dropbox and Salesforce. 

Source: BMC  

Amazon’s Dominance: You Can't Escape the Cloud 

The key companies that have either listed or about to list this 
year – Lyft, Uber, Airbnb, Pinterest, Palantir, Slack and 
Postmates; are all using AWS. 
Amazon offers a significant amount of resources to startups, 
including startup events, office space called ‘lofts’, and AWS 
Activate. Activate has helped build out Fiverr, Coinbase, 
Peloton, Glossier and Flexport, just to name a few. This 
impressive business strategy is helping to build these 
companies from the ground-up and is creating cloud 
customers for life. 

 
Source: Amazon Activate 
 
Amazon has a myriad of case studies on their website to 
demonstrate their reach, from Comcast to the UK Ministry 
of Justice to the White House Historical Association—all 
use AWS. As mentioned previously, Netflix adopted the 
product back in 2009, and moved all of its IT operations to 
AWS by 2015. Beyond the 2019 IPO’s, a large number of 
public and private companies rely on AWS. 
AWS offers 140 different services at very attractive terms. 
As of December 2018, the most popular of these was their 
Simple Storage Service and Elastic Cloud Computing 
(EC2). The advantage is that companies that use these 
services can ‘trade capital expense for variable expense’ or 
pay as they go for tech services, rather than investing in 
extremely expensive hardware. At the low end, data centers 
cost around USD$40Mn to construct, plus support, 
maintenance, power, security, fiber and heating/
cooling costs. The return on investment in deploying the 
technology in a data center is advantageous in comparison 
to building one’s own hardware infrastructure, as long as it 
runs at high utilisation.  

 
Source: Jerry Hargove 
 
Amazon has achieved economies of scale, which results in 
lower prices for customers. It allows for flexible capacity, 
with customers benefiting from the speed and agility of the 
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service. These are the two most important factors for users. In 
fact, much like its retail business it offers the most competitive 
price for cloud services.  
 
Microsoft Azure + Google Cloud: Room to Grow 

Microsoft’s Azure is the closest competitor to Amazon in 
cloud services. A key advantage for Microsoft is that it  already 
has a relationship with most enterprises through its Microsoft 
Windows/Office software. Therefore, it is a logical step for 
existing Microsoft users to implement Azure as their cloud 
platform. Azure also comes with some  significant discounts 
for current Microsoft users, providing further incentives. 
Microsoft differentiates itself by offering a hybrid cloud, in 
which  companies can connect their existing data centers with 
the Azure platform. This proposition allows companies to 
maintain autonomy over parts of their infrastructure.  
The third largest competitor is Google's Google Cloud 
Platform (GCP). Google recently hired Thomas Kurian, a 
former Oracle executive, to become the CEO of Google Cloud 
in the hope that they can take market share. Plans are in place 
to "accelerate the growth even faster than we [GCP] have 
to date," this according to Kurian. The company is poised to 
take advantage of opportunities across various industries but 
has fewer features and services than its competitors. However, 
being a leader in machine learning and AI, Google  could 
quickly make the cloud space even more competitive, since AI 
and machine learning are areas purported to be the next 
growth for cloud services. Thus, rivalry is likely to intensify 
between the three players.   

Source: BMC 

In its Magic Quadrant, Gartner has ranked AWS first in their 
analysis of leaders in Infrastructure as a Service (IaaS). GCP 
has broken into the leader's category over the past year, which 
should be promising for its future growth prospects. 

Geographically, AWS is located in more than 190 countries 
and this number is growing. It has 61 availability zones 
across 20 regions, with plans to add 12 more zones and four 
more regions. Azure is in 54 regions, which each host 2-3 
data centers. Azure dominates with regard to availability 
across the globe but Google also has presence in many 
countries that might benefit its cloud business over time.  

 
Source: Seeking Alpha  

Different Types of Cloud and their Adoption Rates 

The Cloud industry is broadly broken down into Public, 
Private and Hybrid Cloud. In the Public cloud space, 
Amazon, has enough market share in the US to make up for  
its lack of growth overseas and controls 61% of the Public 
cloud market.  
 

 
 Source: Right Scale  

As seen above, competition is fierce, as Azure’s cloud 
adoption rates is 52% according to Right Scale, up from 45% 
in 2018. Google adoption rate is 19%. Notably, the next four 
top providers, including IBM and Alibaba, have experienced 
significant increases in their adoption rates, growing at an 
average rate of 57.5% year-over-year.  

https://azure.microsoft.com/en-us/
https://www.cnbc.com/2019/02/12/google-cloud-ceo-thomas-kurian-google-will-compete-more-aggressively.html
https://www.cnbc.com/2019/02/12/google-cloud-ceo-thomas-kurian-google-will-compete-more-aggressively.html
https://www.bmc.com/blogs/gartner-magic-quadrant-cloud-iaas/
https://www.bmc.com/blogs/gartner-magic-quadrant-cloud-iaas/
https://d1.awsstatic.com/whitepapers/aws-overview.pdf
https://aws.amazon.com/about-aws/global-infrastructure/
https://azure.microsoft.com/en-us/global-infrastructure/regions/
https://www.rightscale.com/blog/rightscale-news/cloud-providers-comparison-2018
https://awsinsider.net/articles/2019/02/27/cloud-report.aspx


 

 

 
Source: Right Scale  

The graphic above may be used to interpret future growth for 
each of the services. For example, 36% of users are 
experimenting and planning to use Google Cloud. 25% of 
users are thinking the same with Azure, and 23% with AWS.  
Of note, outside of the top 3, VMware Cloud has seen growth. 
VMware Cloud on AWS is a joint offering between AWS and 
VMware, where Amazon allows VMware to run on its AWS 
infrastructure. This allows companies that already use VMware 
to move workloads onto AWS and simplify their overall cloud 
workloads. 

 
Source: VMware 

This gives both AWS and VMware market exposure to the 
public and private cloud markets, the latter being VMware 
core market. VMware Cloud has only been available since 2018 
on AWS, so it will be worth watching to see how it evolves 
over time. 
Alibaba could be an important watch, considering the 
scalability that it has in China. Its CEO has said that the cloud 
will be the company's "main business" in the future. It grew at a 
year-on-year rate of 84% as per its latest earnings report and 
has increased available zones across Europe. However, Alibaba 
does face some headwinds in building out its cloud business, 
notably from trade tensions and the issues surrounding 
Huawei. 
In the private cloud space, adoption data shows that VMware's 
vSphere option leads the way in the private cloud. Azure Stack 
and AWS Outpost are the private cloud options from 
Microsoft and Amazon, respectively. AWS was a late entrant in 
private cloud as Outpost was released at the end of 2018. 
Azure Stack, which was released in 2017, had the largest 
growth in its adoption rate (+5%) in 2019. AWS had good 

adoption figures considering that it is brand new to the space 
and 30% of respondents are showing strong interest with its 
future use. 
 

 
Source: Flexera 

The hybrid cloud, which attempts to be the best of both 
worlds, is a combination of public and private clouds. This 
platform allows for greater privacy and flexibility for 
organisations. Amazon has dual exposure in this space, with 
VMware and AWS Outpost. Amazon recently released the 
AWS Outpost, as described above, which can be fully 
integrated with the public cloud to become a hybrid. This is 
a big move for Amazon and allows the company to serve on-
premise data centers.  
Outpost is an extension of the AWS cloud, with access to the 
same hardware and software as the latter. It is a fully 
managed service and thus does not require customer 
hardware. Whereas Azure customers  "have to buy and 
manage their own Azure stack hardware." By comparison, 
"AWS will install and manage the hardware for customers." 
This ease of use makes AWS compelling.  
Amazon stepped up their hybrid cloud game in response to 
Microsoft Azure's stack, which is re-sold by Cisco, Dell EMC, 
HP Enterprise, and Lenovo. Google is readying to release it's 
GKE On Premises Solution, which gives customers the 
option to implement the GCP on their own data centers. 
Considering Amazon's dominance in the field, and its 
previous aversion to private cloud, the hybrid cloud will help 
keep AWS relevant and help it retain market share. 

 

Source: Global Dots 
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Putting it all together: Industry Analysis and Comparison of 
the 3 biggest players 

The Cloud industry is constantly evolving, but Amazon 
commands the largest market share. The threat of new 
entrants is relatively low due to high barriers of entry (mainly 
IP and Capital). The large investment requirements and 
customer loyalty to these brands make it difficult for new 
entrants. The threat of substitutes could be considered high, 
especially with the constant evolution of technology. With the 
growth of Microsoft and Google Cloud Platform and 
negligible switching costs, rivalry among competitors is high. 
Supplier power is relatively low, as cloud vendors build their 
own technology with standard hardware kit.  Buyer power is 
moderate, as cloud providers tend to lock customers into 
attractive deals, as discussed in the case for Lyft. 
The cloud industry has a large amount of smaller players, but 
the majority of the market is captured by the three largest 
players. The map below highlights the geographic reach and 
depth of services. Amazon arguably has the largest offering of 
products and services and it continues to build out its global 
network. Azure has presence in many different regions, but 
doesn't have the breadth of products that AWS offers. Google 
Cloud Platform is located in many countries, but is still 
working on building out its services in order to catch-up to 
AWS and Azure. 

 
Source: Seeking Alpha 

Our Takeaway: Cloud service providers may be considered a 
proxy for the Class of 2019 Unicorn IPOs 

Amazon faces some stiff competition from the other cloud 
providers, but it has made itself ubiquitous within the start-up 
community. We have seen this with the current cohort of 
IPO’s such as Uber, Lyft, and the expected IPOs like Airbnb. 
These companies all  rely on the cloud for their everyday 
operations. Without the likes of AWS, they would not be in 
existence.  
The dominance of Amazon across industries is well known, 
AWS enables it to reach into a variety of sectors such as 

healthcare or retail—where it is able to build its own 
grocery stores with the help of AWS. Others may be able to 
enter adjacent sectors by using their own cloud capabilities 
such as Microsoft and Google.  
Amazon might have issues with international growth which 
should be closely watched, but overall it carries distinct 
advantages over Google Cloud Platform and Microsoft 
Azure. Amazon's integration with the start-up world is 
extremely appealing, because of the mutualistic relationship 
that it has been able to cultivate with that community. 
Amazon provides the resources necessary for those 
companies to succeed, and those companies, in turn, become 
AWS customers, probably for life. 
Amazon has the deepest product offering, recently widened 
by AWS Outpost and its partnership with VMware. Its size 
and scale allows it to sign multiyear contracts with 
governments such as the US through its AWS GovCloud 
product, thus creating value through economies of scale. 
With more than 10-year experience, Amazon’s growing 
economic moat provides a stable backstop to its business 
leadership. The company has significant  IP resources, access 
to capital and a visionary leader in Bezos, all of which 
contribute to the continued success of the AWS platform. 
The current average life of AWS’s long-term contracts is 3.3 
years and as the cloud becomes an integral part of our lives 
will extend this time frame.  
 
Threat for AWS and cloud providers 

As cloud services become an integrated part of our lives they 
become a utility, much like water, gas, electricity etc. This 
will no doubt raise the attention of the regulators and 
governments. When too much power is held in only a few 
hands, intervention is inevitable. The threat that cloud 
services become a regulated business is a real and obvious 
issue for the large cloud platforms. Like with many regulated 
industries, price controls become a part of life and profits are 
limited. Under this regime the attractiveness of Amazon’s 
AWS become less appealing to investors.  
Suffice to say, this is a long term issue facing investors and 
for the time being, they can rest assured that AWS will 
continue generating plenty of cash profits.  
 

https://www.beckershospitalreview.com/healthcare-information-technology/amazon-moves-into-healthcare-a-2018-timeline.html
https://www.usatoday.com/story/tech/news/2018/01/21/amazon-set-open-its-grocery-store-without-checkout-line-public/1048492001/
https://en.wikipedia.org/wiki/Mutualism_%28biology%29
https://aws.amazon.com/government-education/government/
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Sector Allocation (ex cash/options) % of NAV 

Healthcare 29% 

Information Technology 18% 

Communication Services 13% 

Consumer Discretionary 12% 

Financials 10% 

Industrials 9% 

Consumer Staples 6% 

Top 10 Holdings  Sector 

Abbott Labs         Healthcare 

Eli Lilly Healthcare 

Estee Lauder Consumer Staples 

Facebook Communication Services 

Ionis Pharmaceuticals Healthcare 

LVMH  Consumer Discretionary 

Lyft Inc Industrials 

Microsoft Information Technology 

Network International Financials 

Tradeweb Markets Inc Financials 

Currency Exposure % of NAV 

US Dollar 74% 

UK Pound 13% 

Euro 13% 

Australian Dollar 1% 

Country Allocation % of NAV 

Net Performance Fund  Index* Relative 

1 Month +3.2% +5.2% -2.0% 

3 Month +2.4% +5.3% -2.9% 

1 Year +9.3% +12.0% -2.7% 

Since Inception** +30.8% +29.2% +1.6% 

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

Performance of $10,000 invested since inception 



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 Secu-
rities 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 and warranty of accuracy or reliabil-
ity in relation to such information or accepts 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 wheth-
er 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 relia-
ble indicator of future performance. 


