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Rally continues but concerns of second half growth.  

Global Luxury—China holds all the cards …. 



Dear Investors, 
 
The modulus of the return in Q4 18 and Q1 19 was very 
similar. Put another way if Q4 2018 can be described as 
extremely weak then Q1 19 can be described as equally 
strong for the fund even though markets hadn't returned to 
the highs of 2018.  
A combination of factors have led to this about-turn in 
financial markets. Last quarter it felt like we would be 
heading into a recession given the severity of the falls 
witnessed. Alas, we have the US Federal Bank and the 
Chinese to thank for averting a global recession. However, 
the US yield curve inversion is a cause of concern.  
Front and centre of our minds is the concern that the rally 
we have experienced so far in 2019 will peter out as optimism 
fades. Or at least some profit taking occurs thereby flushing 
out some of the indiscriminate buying that has happened. 
Although we can not guarantee a consolidation or profit 
taking phase we had taken a cautious approach and  
continuously trimmed the outperformers over the past two 
months. The Fund’s cash position now stands at 6.4%. We 
anticipate that this will increase as our  investments reach 
their intrinsic values. As the adage goes -Patience Pays! 
We noted in last quarter’s newsletter that the signals we  
received from companies we had spoken to suggested the 
markets were being overly pessimistic. They were 
discounting a recession or a significant cut in earnings for 
2019. Yes, we admit that 2019 earnings growth could be 
challenging but consensus at the time was pricing in low 
single digit to negative EPS growth. For 2019, our 
conversations with investee companies in December 
suggested that demand wasn't as weak as the market was 
expecting. To that end, we took the position of delving 
deeper into the portfolio and the wider universe looking for 
bargains. We wrote last quarter about how markets can take 
a dim view on valuations, this in hindsight provided the ideal 
buying opportunity and we can remember coming into the 

office on 24 December and placing orders on certain 
investments expecting further falls to follow. Unbeknown, 
this was the bottom, the markets rebounded and haven't 
looked back. It was a very difficult time amongst the 
wreckage to make investments knowing they could fall 
further. Timing the market is difficult but we knew that we 
were buying good solid companies with strong long-term 
prospects. We also took the opportunity to dispose of 
existing positions for better risk reward opportunities in 
early January.  
 
The Saviour  = The Fed, 
For the umpteenth time the Fed rode to the rescue, much 
like the 2015/2016 soft patch in the global economy, the US 
federal Bank chairman, Powell, announced an abrupt 
change in policy. Firstly, in late January after keeping 
interest rates on hold, he suggested the central bank would 
take a patient approach to rate rises and its balance sheet.  
Powell followed up later in March with stronger dovish 
comments pertaining to no interest rate hikes for 2019 and 
a tapering of its balance sheet unwinding policy. The 
markets to some extent discounted the backing off of rate 
hikes but given Powell’s previous faux pas, investors 
weren't totally convinced.  
Powell’s dovish stance provided just the right impetus 
investors were looking for to scoop up many fallen angels.  
Still, cash levels were at extremely high levels for most 
funds and markets rallied as they deployed excess cash. We 
suspect many investors are playing catch up and are still to 
deploy their cash reserves. This supported the market and 
provided fuel for the subsequent rally. We had noted 
previously that this rally feels largely ‘unloved’ much like 
those observed throughout 2018.  
Many are asking when will the bull market come to an end 
and when will the debt cycle implode? Timing such events 
is difficult and positioning a portfolio for these events is 
even harder. Focusing on what businesses are experiencing 
in this current economic cycle is more pertinent. As noted 
before, making bold predictions is for the brave. We simply 
listen, talk to businesses and analyse what they have to say 
about end demand. These opinions ultimately drive our 
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portfolio positions. We think that abiding by this policy and 
avoiding the noise makes for greater clarity and provides the 
objectivity required so as not to get swept up by dramatic 
sentiment swings.  
 
The Saviour—Part 2 
Synchronisation of central banks’ policy, around the world, is 
only just starting as global growth weakens. Along with the 
Fed, we have started to see other major central banks 
changing policy to address some of the growth concerns. Of 
note was the ECB which in March unexpectedly announced  
it would push out any rate hikes to 2020, if at all. But, more 
importantly, it noted that EU banks would get access to 
cheap funding. this in part to revive the weak EU economy.  
Europe is suffering on many fronts and loosening monetary 
policy is welcome news for investors.  
The global trade war has hurt the German economy greater 
than many had expected. It had a negative knock-on effect on 
the broader EU nations that relied on a strong German 
economy. Brexit uncertainty and the Italy debt troubles 
added to an otherwise feeble economy.  Unfortunately for 
the EU, trade with China (via Germany) which provided 
strong support for the wider region might not be easily 
attained as the US fights for a greater share of global trade. 
At risk are the German and European car manufacturers that 
dominate exports with Germany, which  represents 21% of 
all car exports to China, being a large benefactor. Despite the 
efforts from the ECB, much more is required in the form of 
stimulus to see growth in the EU. Governments will need to 
provide fiscal stimulus if we are to see meaningful growth 
from the region. At the present time and with the Brexit 
negotiations simmering along very slowly, H1 2019 might not 
be the time-period in which we see any economic rebound.  
 
Reflection on the recent rally 
The rally we are currently experiencing feels like the 
complete antithesis of the sell off we saw in Q4 18. We are 
close to the market highs of 2018 and the market is pricing in  
a stronger H2 19 for both economic and earnings growth. 
The market appears to be looking for a confirmation signal 
as we enter the earnings season. To date, we have not seen a 
higher than normal level in negative preannouncements 
which explains the current market levels. Even if this 
earnings season is not stellar there is gathering belief that 
with central bank stimulus and global trade tensions abating, 
the latter part of 2019 might be stronger than expected. In 
our opinion this will be partially confirmed after Q1 earnings 
season.  
IPO’s are making a comeback in 2019 and this helps buoy the 
market. The recent high profile IPO’s are likely to continue 
throughout the year with Uber and Airbnb of note. Investors 
will keenly watch their post IPO performances which could 

be a catalyst for further gains. Recent M&A action, which 
has seen 7470 deals worth $1trn (down from an exceptional 
strong Q1 2018 but still at elevated levels) also adds fuel to 
the fire. As central banks increase liquidity we would expect 
further M&A deals to be announced.  
 
Another Sell Off– for sure but don’t know when? 

 
 
We certainly expect one or more sell offs in 2019. Much like 
2018 we expect volatility to increase as markets move 
higher. We are in the latter stages of an economic 
expansion and market participants are taking firmer 
opposing views. This most certainly will lead to greater 
bouts of volatility.  Sentiment swings might be magnified if 
there is a large move in either direction (like we saw in Dec 
2018). Bond yield curves will be closely watched if they 
portend to a recession. Investor lethargy could also set in 
after this long and strong rise in asset prices.  
On the flip side we know that many investors are holding 
high levels of cash hoping for a large pull back or recession 
to be able to buy companies cheaper. Capitulation of these 
investors might be a long time coming if central banks and 
governments continue the game of balance sheet 
expansion.  Ultimately, debt will increase across the world 
and at some stage this will not be tenable. At what point 
this becomes a reality is difficult to gauge as long as interest 
rates remain low enough. Inflation could likely be the cause 
of panic which will have a negative impact on the global 
economy. The lack of inflation worries us as at some point 
it will return with potential devastating consequences if 
debt isn't kept in check.  
The inevitable sell off will again stoke fear into investors 
but, much like previous occasions, it will be probably be 
met with buying action as long as there is plenty of 
liquidity to whet investor appetite. 
A lot rides on the earnings expectations for the latter part 
of this year. Consensus is calling for a pick up in demand 
and earnings for the last 6 months of the year. A weak first 
half is expected given weaker global trade figures and hence 
the market has factored weaker year on year expectations. 
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Amongst this is the ‘low-balling’ companies engage in at the 
start of a year as they look to ‘beat and raise’ expectations. 
We had seen this exacerbated in Q4 18 figures given that 
economic sentiment was weak. Things seems to have 
stabilised since then and preannouncements haven't 
materialised to a great extent.  
 
2019 - Our expectations 
As we enter the earnings season we think that growth 
expectations have adjusted to a new normal where lower 
growth will be the expected roll call on earnings reports. 
Conservativism had taken grip at the end of the last year and 
this has followed into this year. By our estimates the 
overhang of excess inventory is still working its way through 
the system and we expect a subdued Q1 19 and Q2 earnings 
reports.  
Unfortunately, much of the growth for 2019 hinges in the 
second half of the year.  It would be too bold to make short 
term predictions on where final growth will land, but we 
have low expectations of growth for the latter part of the 
year given a strong prior period. Despite this we feel that 
companies experiencing strong secular tailwinds will 
continue to benefit and see their cash flows continue to grow.  
The Wenlock Fund, we feel, will benefit from these tailwinds 
but we expect bouts of volatility along the way.  
Our cautious stance is reflected in the defensive positioning 
of the portfolio where cash levels are higher than normal. 
 
Portfolio Review 
 
The Q1 19 quarter can best be described as a game of two 
halves. In summary, the first half we added to the newer 
December positions  and during the second half we took 
profits from some extreme high performers. We envisage to 
buy back some of those high performers as they come off. In 
a handful of cases we had investments increase over 30% in 
only a few months and we felt it prudent to take profits given 
the sharp move.   
 
We exited our positions in Intertek, Lonza and Eventbright. 
We initiated new positions in Abiomed, Wirecard and Blue 
Prism.   
 
Abiomed  
A company we have been monitoring for an extended period 
of time which fell into our intrinsic value range.  
Abiomed makes the world’s smallest heart pump—the 
Impella pump. Used when undergoing heart or 
cardiovascular surgery, it provides many benefits versus non-
heart pump procedures. Each pump costs c$20,000 per 
procedure and the cost-benefits are strongly in favour for 
using the Impella pump with overall lower total healthcare 

costs for patients and hospitals.  
Despite the high cost versus traditional devices, the results 
post operation are much more cost effective for hospitals. 
Patients leave hospital 2-12 days earlier and re-admissions 
are reduced by c.50%. Ultimately, reducing the overall cost 
to the patient and hospital. Added to this, are the health 
benefits from using the device post operation.  
 
 ✔ Operating and Free Cash Flow Growth -  > +30% 
 ✔ CFROI/ROIC double digit and growing -  >+40% 
 ✔ Free Cash Flow Yield  - +3% 
 ✔ Disciplined Capital Allocation Policy  - Reinvestment 
 ✔ Long term secular tailwinds - Healthcare 
 
Wirecard 
A contentious business which has recently been marred 
with allegations of fraud in its peripheral units within Asia, 
Wirecard’s value had plummeted as a result. The negative 
sentiment is now factored into its valuation. A company we 
monitored for a long while but never found an attractive 
entry point, presented a buying opportunity after these 
allegations. We waited patiently for the full external report 
into these allegations to be released before we took a small 
position in the company. The results from this report 
exonerated the company but implicated former employees.  
 
The company is the leader in the online payments 
processing and risk management arena in Europe and some 
select Emerging markets. The drive to a cashless world is 
benefiting Wirecard. An advanced Fintech company, 
Wirecard has a variety of digital products that are 
experiencing secular tailwinds.  
 
✔ Operating and Free Cash Flow Growth -   +36% 
 ✔ CFROI/ROIC double digit and growing -  >+30% 
 ✔ Attractive Free Cash Flow Yield -  +4.3% 
 ✔ Disciplined Capital Allocation Policy  - Reinvestment 
 ✔ Long term secular tailwinds - Digital Payment 
 
Blue Prism 
The pioneer in Robotic Software Process Automation 
(RPA). RPA is the process of using software to complete 
repetitive tasks. For example, processing of online 
applications for insurance applications or common invoice 
payment queries as in the case for Siemens. Other 
applications include HR audits for Coke and bank payment 
processing for rejected direct debits for the Co-Op Bank. 
There are two main players in this space, Blue Prism and 
UiPath. Both are considered the leaders in this arena. Blue 
Prism is listed on the London Stock Exchange whereas 
UiPath is unlisted. As AI and technology becomes a greater 
part of many tasks that are completed by humans, the 
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greater is the need for automation. Monotonous tasks can be 
carried out without human intervention. When this occurs, the 
demand for software that can handle such tasks will increase 
significantly. Today we are still in the very early innings for 
robotic process automation.  
Optically, Blue Prism seems expensive on current estimates 
but our view is based on the longer-term prospects for the 
company. We expect the company to deliver robust growth in 
free cash flows over the next 5-10 years.  
 
✔ Adjusted Free Cash Flow Growth(‘20-’21) -  > 80% 
✔ CFROI/ROIC double digit and growing -  >+37% 
✔ Attractive Free Cash Flow Yield - +3.3% 
✔ Disciplined Capital Allocation Policy  - Reinvestment 
✔ Long term secular tailwinds - Automation 
 
Thoughts on exited positions 
In our newsletters we seldom comment on our  investment 
philosophy but we think it might be germane to help investors 
understand why we sold out of some of the initial investments 
made at inception.  
As part of out investment philosophy we invest in companies 
that have a sustainable business model for the very long term. 
This means it builds a long term relationship with its 
customers, one where the customer feels they are receiving 
great value from the products and services they are buying. 
One measure we use internally to evaluate whether such a 
relationship exists is the Price v Quality chart (see below) for 
the products and services our companies offer.  
The idea behind this chart is to establish if companies are 
overpricing their products for the quality being offered to their 
customers. Over the past 10-15 years this has become a 
significant indicator of a company’s sustainability, especially if 
its business model is either disrupting an existing market or 
developing a new market. With the advent of the internet, 
price/quality transparency has given power to the buyer.   

The market is flush with companies that have demonstrated 
that surplus profits should in fact be handed back to the 

consumer.  The chart above shows how successful 
companies can maintain customer loyalty for multiple 
decades by doing this. Costco, Geico, Amazon, Uber, 
Netflix etc are examples of companies that have managed 
to build large moats around their businesses by ensuring 
they provide customers with more than they bargained 
for. Of course in the case for the newer companies they 
are investing large sums of money to ensure customers 
are repeat buyers leading to greater marginal profitability.  
Identifying companies with this type of business model 
can be tricky as running a business at a loss for a 
significant period might not be sustainable. Hence it is 
our duty to analyse and ascertain whether these business 
models are in fact generating cash flows having adjusted 
for the extra expenses in adding new customers. We like 
to remind ourselves of comments by Jeff Bezos, ‘current 
quarters financial results were determined years back’. 
The investments made today should not penalise current 
profits.  
 
Protection 
During the period we reduced the level of protection 
employed to 50% of the Fund’s NAV. We felt given the 
fall in the preceding period a high level of protection was 
unwarranted. As markets reach new highs we will 
increase the level of protection.    
 

Global Luxury Goods Market 
 
The key concept driving the luxury goods industry is that 
of exclusivity. This exclusivity is created not only by  high 
price points but also by consciously limiting sales 
volumes and outlets. Luxury Goods encompass highly 
exclusive personal items that convey the taste and status 
of their owners. These include apparel, footwear and 
leather accessories, eyewear, watches, jewelry and 
cosmetics.  
Luxury goods manufacturers meet consumer demand by 
focusing on brand, aesthetics, quality materials, superior 
craftsmanship and pricing to transform everyday objects 
into status symbols. The industry rises and falls with the 
gross domestic product (GDP), seeing demand climb 
during times of economic stability and plummet during 
unfavorable times. 
The luxury goods industry has been on an upward trend 
for many years. The outlook on a global scale remains 
positive, although regionally dimmed somewhat by 
uncertain economic prospects especially in the European 
markets as well as political instability in some emerging 
countries in Latin America, the Middle East and Africa. 
China has maintained a sustained growth trajectory, but 
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is nevertheless potentially vulnerable to possible shifts in the 
overall institutional framework.  
Key trends shaping the industry include  
• Continued emphasis on manufacturer-owned retail.  
• A more pronounced shift of sales from established 

core markets in Western Europe, North America and 
Japan to China and other emerging markets  

• Bigger role of the still underdeveloped eCommerce 
channel.  

Revenue from the Luxury Goods market amounted to USD$ 
314Bn in 2018. Moving forward, the market is expected to 
grow annually by 2.1% (CAGR 2018-2022).  

Revenue Growth in the Global Luxury Industry 

 
Source: Statista  

The market's largest segment is Luxury Fashion with a 
market size of USD$ 92Bn in 2018. The fastest growing 
segment is Luxury Leather Goods with a ~6% growth (2018), 
followed by Luxury Fashion at ~5% growth.  
Growth rates of different product lines within Luxury Goods 

Source: Statista 
 

Major Players  
The Luxury Goods Industry is a relatively concentrated 
market. The Top 10 luxury brands around the world account 
for ~53% of the market. Brands such as those held under 
LVMH amount to an estimated 12.1% of the total market. 

 
Source: Statista  

China – A critical driver  

The global luxury industry has become reliant on China’s 
wealth to drive growth, as the country accounts for a third of 
the global luxury market. With China’s economy growing at 
the slowest rate since 1990, concerns over a spending 
pullback weighed negatively on investor sentiment for 
luxury goods companies towards the end of last year. These 
concerns escalated after Apple, earlier this year, shocked 
investors with a warning about weaker demand in China. 
Apple’s sales fell 27% in China during Q4 2018. Caterpillar 
also added to the pressure posting its biggest profit miss in a 
decade as the China slowdown hit demand for its 
equipment. The Chinese economy is clearly slowing down 
from its lofty growth rates seen over the past few decades.  
 
The Chinese Consumer is Still Buying 

Luxury and consumer goods, though, are bucking the trend. 
Richemont, the maker of Cartier necklaces and Piaget 
watches, said in mid-January that shoppers in China are 
stepping up their purchases, after signaling a November 
slowdown. Jeweler, Tiffany & Co, said it enjoyed double-
digit growth in China towards the back-end of 2018. Leather 
goods maker Hermes International and cosmetics giant 
L’Oreal, reported Asian double-digit sales growth in Q4 18. 
LVMH, too, said that it was witnessing strong demand in 
China for wines & spirits, fashion and leather goods. In fact, 
most luxury stocks reversed the downturn seen towards the 
end of 2018 and made a strong start to 2019 as shown below.  
Share price movements of luxury players at the start of 2019 

 
 
Why the Chinese are buying luxury goods? 

The recent wave of Chinese luxury spending can be traced 
back to the country’s 1979 ‘one child’ policy. According to 
economic commentator, Yuwa Hedrick-Wong, the last three 
generations of the Chinese population have experienced the 
greatest wealth expansion that arose from this draconian 
policy. Perversely, it had generated so much wealth that it is 
driving many parts of the global economy.   
These three generation are categorized by: 
Cultural Revolution generation who are between 60 and 75 
years old today. They had the option to restart their 
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previously interrupted education, or to go into business 
provided they had the contacts and resources. The ‘80s and ‘90s 
represented many great opportunities and most of China’s 
entrepreneurial pioneers came from this generation. 
Upwardly mobile generation who are 40 to 59 years old. The 
members of this generation were in their early 20s when the 
reforms started. Thus, most of them received better education 
than the previous generations and were able to learn skills 
relevant to the modern world. This has led to a present-day 
China where social status of the people has been elevated by 
the introduction of education at universities.  
Young emperor generation refers to those born after the 
reforms started in 1978, and after the ‘one child’ policy was 
introduced in 1979. This generation was born into a new China 
that was experiencing a strong growing economy and in a 
family context where a single child was the norm. They were 
dubbed the ‘young emperors’ because they grew up spoiled 
compared to children of previous generations. This was 
because parents doted on their only child, assisted 
enthusiastically by the grandparents. This generation is the best 
educated, most confident and most ambitious among all the 
living generations in China. They are the first generation in 
centuries to be given opportunities that were not available 
prior. They are self-indulgent, avid and savvy consumers. This 
generation is also called the ‘one child’ or ‘me’ generation.  
The aforementioned three generations have moved away from 
the revolutionary ideologies of collective prosperity and 
socialist equality. These ideologies were replaced by personal 
affluence that was driven by one of the three possible pathways 
illustrated below.  
 

 
Source: Semanticscholar.org  
 
 
 

The Real Power of the present day Chinese Consumer 

Today, those little emperors suffer from ‘only child’ 
syndrome and weld immense power over their parents. 
This is because they have the sole attention and 
immeasurable empathy as a result of the one-child policy. 
Even more telling is the fact that they stake sole claim 
over all the wealth and all the affection of not just two 
parents but also the four grandparents. The one-child 
policy thus created a compounding effect of wealth 
accumulated during China's economic growth. This 
wealth will eventually be inherited by the ‘only child’.  
In the history of mankind this phenomenon is an 
extremely rare event, unlikely to be repeated again. Its 
worth explaining how this comes about. The 
phenomenon occurred due to the fact that children born 
under the one child policy could subsequently only have 
one child themselves. Hence the last child born has 4 
grandparents. This generation ends up inheriting all 
wealth from both the maternal and paternal sides of the 
family. Leading to a significant amount of wealth  
concentrated amongst young Chinese families. Resulting 
in growing generation of people who are financially 
better off than the previous generations. Simply put, $2m 
inheritance spread across 3 children pales in comparison 
to only 1 child.  
This indicates that the Chinese affluent class might be 
less suspectable to an economic slowdown if the global 
headwinds from the trade-war isn’t resolved. Thus, while 
many companies are sending out warnings about softness 
in China, fashion brands like LVMH and Gucci, are 
sounding more bullish and appealing to these affluent 
‘young emperors’ and their next generation, the ‘little 
emperors’. Thus, we believe that the Chinese consumer is  
well placed to continue spending  on luxury brands. 
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Source: Wenlock Capital 

Digital Disruption 

After a sluggish start in the move to digital, luxury brands are 
making large investments in order to play catch up. Most 
brands have adapted their sales strategy to take advantage of 
the online revolution (especially in China), with one notable 
exception, Chanel. Many luxury brands are venturing deeper 
into the e-commerce marketplace with a variety of strategies 
across multiple platforms. This is due to the changing habits 
and patterns of consumers and how they engage with digital 
media which ultimately improves customer conversion. 
Euromonitor International recently reported that online 
luxury goods sales are growing nearly three-times faster than 
brick and mortar, i.e. 14% as compared with traditional retail 
at 5%. 
The early adopters of digital had a competitive advantage, as 
most luxury brands were slow to commit and were largely 
unconvinced that their customers wanted to interact digitally. 
This made for strange partnerships. Not long after Richemont 
acquired Net-a-Porter combining it with Yoox (a website for 
high end brands) to form YNAP, chief competitor Kering 
announced it was ending its YNAP operations partnership to 
develop its own online capability by 2020. Other major luxury 
fashion labels are likely to follow Kering’s example. Even 
though YNAP remains committed to managing each online 
luxury brand independently and offers bespoke technology 
solutions for each one, luxury brands are increasingly likely to 
move e-commerce operations inhouse. We saw that, for 

example with Hugo Boss. LVMH, parent of Louis Vuitton, 
launched its own multi-brand website known as 24 Sevres. 
It also maintains individual websites for its House brands. 
This allows the big brands to capitalize on  growing digital 
sales and reduce their operating cost, i.e. avoid paying third 
party digital support.  
Digital disruption is also happening in the field of 
advertising and marketing of luxury brands. Presently the 
winners are the digital advertising platforms (on mobile) 
and the losers are the print publications. For example, 
Calvin Klein announced it will pull all advertising from 
print media starting in February 2019 in favor of a “digital-
first, socially-amplified model.” While other luxury brands 
may not make such bold moves, the pace at which money is 
being pulled out of print and directed to digital will 
continue to gather pace. 
In 2019, we expect that digital spending will be elevated for 
the majority of the high growing luxury brands. Digital will 
account for about one third of luxury’s total advertising 
budgets in 2019. The shift in ad spending towards digital 
means that brands can advertise more for the same budget 
and this drives higher sales as well as greater profitability.  
  
Millennials: The changing face of luxury 

In order to grow, luxury brands need new customers and 
that includes millennials. This generation’s growing 
numbers are estimated to be as big or even bigger than the 
baby boomer generation. This cohort offers luxury brands a 
chance to lock in a customer for a 20+ year period.  
Looking across this vast generational cohort, there is one 
segment within this cohort that is most important for 
luxury brands — The HENRYs (high-earners-not-rich-yet). 
Born between 1981 and 1996 and earning between US$100k 
-US250k, they are estimated to be 73m globally. With 
higher incomes relative to the majority, they fall into the 
global income earning category of above the bottom 
75th percentile but below the top 95th percentile. This is the 
demographic segment where luxury consumers are 
traditionally found. Since true affluence comes with age, the 
millennials aged 23-to-38 in 2019 are only now beginning to 
hit their stride in terms of income and wealth. 
Compared with the rest of the millennial generation, the 
young HENRYs are better educated, more informed and set 
the trends for the generations that will follow. Even more 
significant for the long-term prospects of legacy luxury 
brands, is the fact that most people who reach ultra-affluent 
levels of income start out as HENRYs. Thus, these are the 
customers that luxury brands are identifying now and 
nurturing for future growth, in effect trying to future proof 
their businesses.  
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https://unitymarketingonline.com/4-global-luxury-trends-creating-turmoil-for-brands/


Travel Retail  

The global market for travel retail was at c.US$82bn in 2018 
(as depicted below) and is expected growing at a CAGR 
(compound annual growth rate) of ~8% in the period 
between 2019 to 2026.  

Global Travel Retail Sales

 
Source: Statista  
 

Substantial development of the travel & tourism sector, along 
with medical tourism, has raised demand for travel retail 
services. Particularly in the Asia Pacific region, the 
introduction of budget airlines have contributed to the 
increasing number of travelers. According to statistics from 
Airports Council International, the region has seen a 
noteworthy increase in travelers, at a rate that is markedly 
higher than the world average. 
The emerging middle class in the new markets is one of the 
main driving factors for increasing demand for travel retail. As 
travel becomes more accessible, consumers have shown a 
greater desire to travel, thus filling up airline seats. 
More importantly, due to the growing middle-class, China is 
the largest source of outbound tourists. A number of factors 
influence the propensity of travelers to buy during transits, 
those include:  
• A large selection of shopping malls 
• Famous international brand stores  
• The desire to buy products at a better price.  
Over the past few yeas, Asia Pacific has dominated the travel 
retail market in terms of value. China, India and Japan are the 
prime markets for travel retail in Asia Pacific. They accounted 
for a significant share of total regional revenue. Asia-Pacific is 
growing at the fastest rate owing to an improving standard of 
living, rise in disposable income, and development of the 
tourism industry. 

 
Source: Smart Alliance, Generation 
      
Additionally, owing to a stronger base of luxury brands, 
Europe is one of the prominent travel retail destinations 
across the globe. The region hosts the headquarters of a 
number of the biggest apparel and cosmetic brands. For 
example, H&M from Sweden and LVMH from France. The 
latter holds a considerable share in the luxury perfume, 
apparel and cosmetic markets. Europe's market, thus, 
accounts for a major share of the travel retail revenue. 
Wealthy tourists from the Middle East, Asia Pacific (more 
prominently, the ones from China) and the U.S. contribute 
considerably towards the growth of travel retail in Europe. 
Thus, luxury brands from Europe such as LVMH, Burberry, 
Kering and US brands like Estee Lauder are omnipresent at 
travel retail locations are expected to be major beneficiaries 
of this secular tailwind.  
 

Rising Wealth  

Luxury brands are likely to benefit from the growing wealth 
in society. Those who can afford luxuries now have more 
money to spend. Capgemini, in its World Wealth Report 
2018, reported global high-net-worth-individual (HNWI) 
wealth rose 10.6% in 2017 to surpass USD$ 70tr. This, 
following six consecutive years of wealth gains, was the first 
time it has reached this level . HNWI as those with 
investible assets of US$1m or more, excluding primary 
residence, collectibles, consumables and consumer durables. 
At its present rate, global HNWI wealth may top USD$ 
100tr by 2025.  
This growing wealth is a positive for luxury businesses as it 
implies that their TAM (total addressable market) is 
growing and presenting these businesses with a plethora of 
opportunities and options to drive many years of growth.  
 

Our Picks  

While it is hard to predict the future direction of the 
Chinese economy at large, we believe that demand for 
personal luxury goods in China will remain strong due to 
the wealth effect created by "four grandparents, two parents 
and one child" family phenomenon. Thus, we see luxury as 
a long term secular trend within the Consumer 
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Discretionary sector and hold the following positions in this 
space;  

Kering  
The fashion house has a number of luxury brands, the leader 
being Gucci, which represents 60% of the group’s revenues. 
Other brands include Saint Laurent and Bottega Veneta. The 
trade war provided an opportunity to take a position in this 
stock as the market was overly pessimistic.  
It is our conviction that the ‘one child’ policy creates a great 
deal of opportunity for companies like Kering. We felt the 
Chinese consumer growth fears are overdone particularly with 
regards to demand for discretionary goods. Thus, we initiated 
investments in Kering as the price fell.     

Estee Lauder 
CEO, Fabrizio Freda has commented multiple times on 
China’s ‘one child’ policy and how it has created an excess of 
demand for gifting to Chinese children born in the 40 years 
from 1979. As mentioned previously, this effect has now been 
compounded over two generations. This means that for each 
set of grandparents there is one grandchild. The power of this 
has been massively underestimated. In the face of a massive 
economic boom experienced by these grandparents and 
parents, the accumulation of wealth has been unparalleled and 
this wealth will be passed down to the ‘only child’. Today, we 
see this in the form of expensive gifts, property as well as 
personal luxury cosmetic items and hence the likes of Estee 
Lauder are experiencing strong growth in China.   

LVMH  
LVMH is a stock that we watched for quite some time before it 
came into a buying range after a period of weakness driven by 
China trade war fears.  
We believe that the Chinese consumer’s penchant for luxury 
will not subside. Again, the ‘one child’ policy creates a greater 
inclination for Chinese consumers towards luxury goods than 
elsewhere in the world, which we believe was underestimated 
by the market during the sell off in Q4 2018.  LVMH is the 
global leader in the luxury space and possesses sound 
fundamentals with Operating and Free Cash Flow growing at 
more than 12%, a double-digit and growing CFROI and an 
attractive Free Cash Flow Yield of 5%.     
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Fund Statistics - Mar 2019 
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 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 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. 

Sector Allocation (ex cash/options) % of NAV 

Information Technology 29% 

Healthcare 27% 

Consumer Discretionary 16% 

Communication Services 12% 

Consumer Staples 6% 

Industrials 2% 

Financials 2% 

Top 10 Holdings  Sector 

Abbott Labs         Healthcare 

Celgene Corp Healthcare 

Estee Lauder Consumer Staples 

Facebook Communication Services 

Intel Technology 

Ionis Pharmaceuticals Healthcare 

LVMH Consumer Discretionary 

Microsoft Information Technology 

Neurocrine Biosciences Healthcare 

Nvidia Information Technology 

Currency Exposure % of NAV 

US Dollar 76% 

UK Pound 11% 

Euro 11% 

Australian Dollar 2% 

Country Allocation % of NAV 

Net Performance Fund  Index* Relative 

1 Month +4.6% +1.5% +3.2% 

3 Month +18.3% +11.5% +6.8% 

1 Year +14.9% +12.4% +2.5% 

Since Inception** +27.7% +22.8% +4.9% 

 *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. 


