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Dear Investors, 
 
Q4 2018 was a difficult quarter to say the least. The breadth 
of the sell off was significant and there were very few places 
to hide. Over two-thirds of the S&P 500 stocks were in 
correction territory. As the saying goes, hindsight is 20/20. In 
retrospect, after the strong performance in August it would 
have been prudent to lock in the some of 2018’s performance 
and stand pat. Alas, its never that simple, but for sure given 
such a strong August we could have and maybe should have 
locked in a portion of that performance. Markets may feel 
uncertain and investing can feel very painful but despite this 
we are buoyed by recent results from large companies that 
paint a less gloomier picture. For example, Nike delivered 
strong results (for the 3month period to 30 Nov) just before 
Christmas with sales growth of 14% and EPS growing 13%. 
All geographies showed good growth with a confident 
outlook statement. However, even this wasn't enough to turn 
market sentiment.   
 
Reflection of recent sell off 
How only a few months can change the perception of so 
many strong and growing company valuations. Companies  
that have many years of growth ahead faced indiscriminate 
selling pressure to levels not seen in years. Bouts like this 
provide a timely reminder that the market can take a dim 
view on valuations but more importantly provide 
opportunities.  
 
Holdings in the portfolio fell more than the market as 
investors rotated into value at the expense of growth with the 
idea of a recession in the near future. To that end, the drag 
from our individual holdings outweighed the positive 
contribution from the protection. As a reminder, the Fund 
invests in companies that are experiencing outsized growth 
(in cash flows) due to the secular tailwinds they are 
experiencing. During the recent sell off companies that were 

punished the greatest were from our investment universe. 
We remain confident that their business models have not 
deteriorated to the extent the market is implying with their 
current low valuations. Take for example Celgene, the 
largest blood cancer drug producer, trading at 6x PE or 
importantly a Free Cash Flow yield of 10%. We feel the 
overly pessimistic value ascribed to companies like Celgene 
is exaggerated. Others, like Nvidia (a small position in the 
Satellite segment), which has fallen over 45% due to a slight 
miss in guidance in Q4 2018 and the general rotation into 
value. Demand for GPUs has a long term trajectory in our 
view given the limitation with Moore’s Law.   
 
In the period it felt like the market was in no mood for bad 
news and the recent market moves have been peculiar to 
say the least. December (S&P 500, -9.2%) was the worst 
month for the market since 1931 when it fell 14.5%. To put 
it in context, 1931 was a terrible year for the US and global 
economy. The following depicts the state of the US 
economy in 1931: 

• US GDP growth was -8.5%, Unemployment 16% 
and inflation –9% 
•  Gold standard starts to breakdown. UK leaves the 

standard and GBP falls 25% 
• ~2,300 banks fail and 133 businesses went under 

each day in 1931. 
 
To draw comparisons is rather frivolous and probably not 
appropriate. But to dismiss the market moves and what it  
portends for the economic outlook would be naive. The 
difficulty comes in trying to quantify the level of the 
economic slowdown we might experience. Comparisons to 
the 2015/16 slowdown have been highlighted but as we 
know, even though things may look the same they seldom 
are. To us, it feels like we have discounted much of the 
possible slowdown and perhaps a little more might be 
warranted. Our rationale lies in earnings expectations for 
2019, which calls for 7% EPS growth down from over 10% 
for the S&P 500. Currently, we are not facing the same 
systemic risks to the global economy as we faced during the 
GFC. The global economy isn't facing mass bank runs nor 
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loss of confidence in the entire financial system. Indeed, we 
are seeing weaker global economic growth as China is 
undergoing a maturation in its economy, worryingly with 
plenty of debt. Thankfully this debt is enfolded into the 
balance sheet of the Chinese state.     
 
The Sell off - Algos, ETF or Fund Managers to blame? 
 
Many have postulated different theories to explain the  
dramatic downward move. To us, and maybe we are biased, 
but our view seems consistent with long term investing. 
Short term extreme moves like we witnessed in December 
suggests less erudite involvement especially with intra days 
moves of >5% despite the low liquidity. What type of investor 
is buying stocks in the morning, selling them at lunch and 
then buying them back in the afternoon? The answer, 
probably ‘Machines’ with short term motives. We suspect the 
likes of Warren Buffet are licking their lips at these bargain 
prices. ETF’s, hedge fund redemptions, programmatic traders 
and their computer algorithms or margin calls being closed 
out (although the latter doesn't explain the buying reversals 
we witnessed) can explain the majority of the volatility. 
Either way fear has griped the markets. When fear grips the 
markets one requires fortitude and conviction to start 
buying.   
 
Confluence of bearish factors 
 
When examining the internals of the market we notice some 
extreme moves of individual companies, some explainable 
and some less so. Companies have been cut in half after a 
poor quarter (while still growing cash flows by double digits) 
seems irrational but when married with valuations might 
seem justified. As we have noted in prior correspondence, 
risk premia has increased throughout 2018 and this is just a 
continuation of that trait.   
 
The markets are now demanding a higher risk premia for 
stocks. Valuations have been cut significantly to levels not 
seen in a long time especially for companies that have strong 
secular tailwinds. Still, the market isn't willing to give the 
benefit to those companies. It is discounting an imminent 
slowdown in earnings for 2019 and beyond. Certainly coming 
off >20% EPS growth rate in 2018, the market is scratching to 
find a normalised earnings growth rate for 2019. We think it 
is rational for the market to have some concern over 2019 
earnings but the ferocity of the market reaction seems less 
rational. We believe earnings growth rates will settle in the 
range of 5-8% for 2019 which have duly come off from above 
10% during the course of 2018.   
 
Macro economic concerns aren't new. We have seen slowing 

growth in Europe throughout 2018 and China’s output 
numbers have been moderating for a while. Contagion into 
the US economy is a significant concern, and as a result 
investors have been wary of getting carried away as higher 
interest rates bite into the US consumer spending. Still, 
employment is strong and wage growth is stable without 
creating excessive inflationary concerns.  A lot of this is 
backward looking we admit. Maybe the question should be, 
how much more does the macroeconomic data need to 
deteriorate before governments and central banks 
intervene? Yes, PMI’s have been rolling over and continue 
to do so but this should mean central banks will support 
the economy. That is our central thesis. Be it due to the 
trade wars or other concerns, things have slowed down for 
many economies. Unfortunately, Europe moves very slowly 
and the European central bank’s current monetary path 
isn't supportive for earnings. We believe this could change 
in 2019, with monetary policy tightening being halted with 
a bias to loosening if things get worse. This applies for 
other central banks and we believe that if the US economy 
weakens, the Fed will stop its tightening bias. The PBOC in 
China has already started to talk about providing stimulus, 
as is the government. However, the US and European 
governments are unlikely be in a position to provide fiscal 
impetus due to politics and thus the central banks will have 
to do the heavy lifting yet again. It means that Central Bank 
balance sheets will remain high for longer and rates 
probably lower for longer as long as inflation is in check.  
 
The Federal Bank’s new governor, Jerome Powell, didn't 
ingratiate himself with his poorly presented remarks after 
the December Fed meeting. Sticking to a dogmatic 
declamation, the market felt it wasn't befitting from the 
leader of the central bank. Nonetheless, we aren't as hung 
up on this as we believe pragmatism will eventuate. As 
noted soon after Powell’s comments, The Federal Reserve 
Bank of New York president and The Fed Vice Chairman, 
John Williams, state the Fed will be data dependent and 
rate hikes aren't set in stone. For us, this gives us the belief 
the Fed will be pragmatic. Unfortunately, the poor 
communication by Powell cost investors hundreds of 
billions of dollars. To some (including us), this provided an 
opportunity to go shopping for great businesses.         
 
Politics matters now. With the Democrats winning majority 
control of the House, Trump will find it hard to push 
through his agenda and hence our reticence in fiscal 
stimulus. 2020 elections’ uncertainty and impeachment 
concerns will be an overhang for the markets. Perversely, 
the weakening global economy could mean trade 
agreements will be agreed faster than previously thought. 
In the face of wanning demand for goods and services 
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globally, both the US and China will have most to lose.  
 
US Recession or a bear market in a secular bull market? 
 
Today, all data points to the latter. Our current belief is that 
we are undergoing a secular bull market driven by  
• Innovation in both Healthcare and Technology 
• Global Central Bank Strategy towards monetary 

policy 
• Demographic polarity   
 
We are not obtuse to the idea that we could be entering a 
recession in the USA. The bears would point to: 
• IHS Flash US Composite PMI for December was 53.6, 

a 19 month low 
• Flash EU Composite PMI was 51.3, a 49 month low 
• China manufacturing PMI was 50, the lowest in over 1 

year 
• 30 year US fixed mortgage rate of 4.94% impling 

weaker US housing 
• Yield curve inversion 
 
Our retort to these weakening data points would be a 
supportive shift in central bank monetary policy. We would 
expect central banks to increase liquidity to ensure stable 
economic global  growth, although we do not expect Europe 
to be as expeditious as the US and China.  
 
Why would we expect any difference this time around from 
Central Banks? They could start by halting the current 
tightening policy and loosening if things deteriorate further. 
We believe it could be a two step process. We would not 
even rule out the potential of a QE4 if things really did get 
bad. The last 3 occasions when QE was used it stabilised the 
economy/markets and risk assets performed well. Unless, of 
course Powell decides to take alternative course of action. It 
is said he was sceptical on QE3 but nonetheless voted for it. 
Policy error is clearly the biggest risk to asset prices and the 
market portrays the same. In his August 24 2018 speech, 
Powell highlights the policy errors made by his predecessors 
so one can hope he is well rehearsed to ensure the Fed 
doesn't take too bold a step in setting policy.  In fact as we 
write this, chairman Powell sits down with the previous Fed 
chairmen/women discussing the Fed’s role in ensuring that 
economic growth continues. It appears he has changed his 
stance from the most recent presentation he gave in 
December when market took his comments negatively. We 
shall see if this stabilises the markets given it was such a great 
concern for investors. Early reading would suggest a Fed that 
listens to the market and is willing to make available all tools 
if need be. Hence, our idea of QE4   in-waiting if need be.  
 

 
2019 - Our expectations 
Making short term predictions is fraught with danger and 
can be subject to change. We are cognisant that with the 
fluid nature of global politics and the economy our stance 
might evolve.  
 
• After a poor 2018 we expect 2019 to be stronger for 

asset prices. Central tenet is based on a strong US 
consumer despite the US government shutdown. 

• Bouts of volatility to continue driven by a number of 
factors: 
• US-China trade war 
• POTUS impeachment 
• US politics on big tech, drug prices etc 
• Brexit 
• China Military posturing 
• Earnings in Industrial sectors 

• Growth related names continuing to deliver on 
earnings expectations. 

• Large IPO’s to buoy sentiment. 
• China GDP reflects a more mature economy and the 

Services sector continues to grow.  
 
Portfolio Review 
 
The extreme volatility gave us the opportunity to take 
profits on some investments whilst taking new positions as 
they reach or fell below out intrinsic values.  
 
As we have mentioned previously, we have been increasing 
the Fund’s Healthcare exposure at the expense of 
Technology. We exited our positions in Alphabet, Apple, 
PayPal, Accenture and Delivery Hero. We initiated new 
positions in Neurocrine Biosciences, Align Technology, 
Netflix, Facebook and Kering.   
 
Neurocrine Bioscience 
 
Frankly we have been monitoring this company for a while 
and waiting to make an investment at the right price. Two 
events occurred during the period that presented the 
opportunity. i) Tourette syndrome clinical data was poor 
with investors dumping the name, and ii) The recent 
market sell off. With these two compounding the negative 
sentiment around the name we took the opportunity to 
initiate a position which we built up as weakness continued.  
 
Neurocrine develops drugs for neurological (Nervous 
System) and endocrine (Glands that release hormones) 
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disorders. The company currently has two products that are   
approved by the FDA. Ingrezza, for Tardive Dyskinesia and 
Orilissa, for Endometriosis. The latter partnered with Abbvie. 
There are two other drugs in phase 3 which address 
Parkinson’s Disease and Uterine Fibroids.  
 
Tardive Dyskinesia (TD) is the involuntary movement due to 
use of antipsychotic drugs for patients with bipolar, 
schizophrenia and depression disorders. There are 500,000 
people that go undiagnosed and over 66 million on 
antipsychotic prescriptions in the US that might suffer from 
TD.  
 
Endometriosis is a disease that causes painful periods, pelvic 
pain in-between periods and pain with sex. 3million women 
suffer and 300,000 are diagnosed each year.  
 

 ✔ Operating and Free Cash Flow Growth -  > +50% 

 ✔ CFROI/ROIC double digit and growing -  >+30% 

 ✔ Attractive Free Cash Flow Yield  - +5% 

 ✔ Disciplined Capital Allocation Policy  - Reinvestment 

 ✔ Long term secular tailwinds - Healthcare 
 
Align Technology 
Despite the name, Align is not a technology company, it is in 
fact a leader in the dental sector. It is known for inventing the 
invisible dental braces (Aligners - hence Align). Metal wires 
and braces are a thing of the past and aesthetics and self-
consciousness is the driving factor, as is the easy of use. Again 
another company we have monitored for some time but never 
had the opportunity to make an investment, due to its high 
valuation, until an opportunity presented itself during this 
period.  
 
Align is the pioneer of the invisible brace market with its 
Invisalign brand. After a poor quarterly performance the 
shares fell by 50% as the company stated that the average 
selling price of its braces fell due to a short term promotion 
that was meant to incentivise smaller dentist groups but 
inadvertently discounts applied to large volume dentist. Other 
issues that raised concern were patent expiry on certain 
designs as well as the threat from much smaller competitors 
such as 3M et al.  
 
We held several calls with the company to ascertain the issues 
and in particular the promotional miscalculation. This will take 
a few quarters to wash out but ultimately we believe that the 
business is intact and that they should enjoy continued growth 
albeit at a slightly lower level compared to prior periods.  
 

✔ Operating and Free Cash Flow Growth -   +39% 

 ✔ CFROI/ROIC double digit and growing -  >+60% 

 ✔ Attractive Free Cash Flow Yield -  +4% 

 ✔ Disciplined Capital Allocation Policy  - Reinvestment 

 ✔ Long term secular tailwinds - Beauty and Healthcare 
 
Facebook 
Its been a very difficult period for Facebook and the name 
is controversial. The shares have fallen over 40% and 
downgrades have been thick and fast. Again, we have 
been following the name for a while but were hesitant to 
invest until there was a margin of safety. We felt at levels 
around USD$ 130-135 the price seemed to be discounting 
much of bad news. We have spent a extraordinary 
amount of our time understanding its advertising model 
from marketers to test our thesis. We concluded that 
Facebook has the only large scale platform that is 
probably best placed to provide a tangible results for 
advertisers. Aside from Google it is the only provider, in 
size, that allows advertisers to target their ads and 
quantify a tangible ROI. However, Google doesn't have 
the level of granularity for advertisers. Like with all the 
big platforms, algorithms provide the ad placements 
given a set of input parameters. Nonetheless, despite its 
social responsibility issues, Facebook still has a great deal 
to offer to advertisers. 
 
Other issues which Facebook needs to navigate will 
remain as long it is the guardian of data to billions of 
social media users. We expect governance issues to persist 
due to the nature of the business model but over time will 
diminish as Instagram and its other platforms take screen 
time market share.   
 

✔ Operating and Free Cash Flow Grwth(‘20-’21) -  > 60% 

✔ CFROI/ROIC double digit and growing -  >+60% 

✔ Attractive Free Cash Flow Yield - +4% 

✔ Disciplined Capital Allocation Policy  - Reinvestment 

✔ Long term secular tailwinds - Mobile Commerce 
 
Netflix 
A business which polarises many investors. We clearly 
like the business and what it has done for the 
entertainment industry and how it has made content 
available for anyone at an affordable price.  
We were never sure if there would be an opportunity to 
invest at a relatively attractive price but the market 
volatility provided an entry point. We  began to acquire a 
position around this level.  
Our overarching reason to own this name is the 
‘Consumer Economic Surplus’ it provides its customers. 
Much like Amazon, the business can afford to share its 
profits with its customers, thereby enjoying a greater level 
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of loyalty and building brand equity long enough for 
competitors to find it virtually impossible to compete (think 
Costco). Netflix has become a godsend for millions of 
parents. Parents will concur that the best way to keep 
children entertained is Netflix even if its only for 10 or 15 
minutes. When parents say ‘what would we do without 
Netflix’  it vindicates its brand equity.  
 
Its not about spending as much money as possible on content 
but having a clear strategy that monetises over a long period 
of time. Netflix is embracing the competition which many 
have stated will devastate them. We think as studios release 
their own streaming services as a reactive move, it will be too 
late to capture mind share, besides it will cannibalise their 
existing business models and disenfranchise their customers. 
What Netflix has pioneered is a very affordable streaming 
service that aggregates a variety of content for all genres. 
Studios will have to buy in and/or develop their own content 
for their streaming services if they want to compete with 
Netflix’s current library. By the time the competition have got 
their act together, Netflix will have covered all genres with 
compelling content of their own or licensed. We think they 
know this and that is why they have increased their content 
spent at a dramatic pace. Outside of this, the company will 
have copious amounts of user generated data to be able to 
produce content that users actually demand. Data analytics 
plays a strong role in content production. Many of its 
competitors do not have this level of data or probably 
wouldn't know what to do with the data if they had it.  
 

✔ Adj. Operating and Free Cash Flow Growth  -  > 30% 

✔ Adj. CFROI/ROIC double digit and growing -  >+15% 

✔ Adj. Free Cash Flow Yield 2022 - +3.0% 

✔ Disciplined Capital Allocation Policy  - Reinvestment 

✔ Long term secular tailwinds - eMedia Content 
 
Kering  
Kering is a fashion house that has a number of high end 
brands. Most notable is Gucci which represent c60% of total 
revenues. Other brands include Sain Laurent and Bottega 
Veneta. During the quarter a shake out from the trade war  
provided and opportunity to make an investment. The 
market is overly concerned that the Chinese consumer will 
retrench given the impact of trade wars. Our take was 
somewhat different.  
 
We have the strong belief that the one child policy in fact 
creates a great deal of opportunity for companies like Kering. 
To summaries sentiments of Estee Lauder’s CEO, Fabrizio 
Freda, the previous one (or two) child policy in China has 
created a excess in demand for gifting to Chinese children 
born in the 35 years from 1979. It is estimated that half of all 

parents had 1 child (given they lived outside of rural China) 
during this period. That meant that for each grand parent 
there was one grandchild. That is, a 4:1 ratio of grandparents 
to grandchild. The power of this is probably underestimated 
and misunderstood. The wealth currently held by 
grandparents and parents from this generation means that 
gifting becomes a large portion of the grandchild/child’s 
otherwise expenses/assets. There is a generation of 4 
grandparents that only have one grandchild. In the face of a 
massive economic boom experienced by these grandparents/
parents, the accumulation of wealth has been unprecedented 
which will be passed down to only one grandchild/child. 
Today, we see this in the form of expensive gifts, property 
and other such assets.     
 
Thus, we feel that China consumer growth fears are 
overdone particularly for demand of discretionary items at 
the luxury price point. To that end, we took the opportunity 
to make an investment in Kering as its price fell.    
 

✔ Operating and Free Cash Flow Growth  -  > 20% 

✔ CFROI/ROIC double digit and growing -  >+14% 

✔ Free Cash Flow Yield 2022 - +5% 

✔ Disciplined Capital Allocation Policy  - Balanced 

✔ Long term secular tailwinds - Wealth Effect 
 
Protection 
 
During the period we employed protection for c70% of the 
Fund’s NAV. We feel comfortable about the level of 
protection given some of the uncertainties in the market. We 
anticipate that we will maintain protection at this level.   
 

Netflix - Emerging Markets Matter from 
hereon in  

 
 
Introduction 
Netflix Inc, is a video streaming service that has over 137m 
total subscribers worldwide, including 58.5m in the United 
States. It is available almost everywhere (190 countries) 
except in mainland China, Syria, North Korea, and Crimea.  
 
Netflix competes for screen time with both television and 
mobile, with other streaming services, movies, gaming 
platforms etc. 1bn hours of TV screen time is consumed in 
the USA each day and Netflix has a share of 10% of this time 
and a little less with regards to mobile (according to Reed 
Hastings—CEO Netflix). We believe that this is a high 
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number considering the fragmentation in the market and the 
variety of different players that Netflix competes against. The 
main success drivers for Netflix have been its focus on both the 
quality of content and streams on their network with licensed 
and inhouse produced content.  
Netflix has grown its production and distribution of both film 
and television series since 2012 by leaps and bounds. Over the 
past 3 years it has spent c$25bn on such content. Compared to 
Disney, which spent over $36bn in the same period but 
includes a large portion of ESPN sports rights cost. Netflix 
houses a variety of "Netflix Original" content through its online 
streaming service. The company released approximately 126 
original series and films in 2016, more than any other network 
or cable channel. This number grew to 80 films and 700 series 
in 2018. This shows Netflix’s commitment and focus on 
content as a differentiator between themselves and others. The 
viewership of Netflix movies has also been comparable to 
global blockbusters. To illustrate the power of the platform, in 
2018, the Netflix Film Bird Box was viewed by over 80 million 
people within just the first 4 weeks of release. In the same year 
the highest grossing movie, Black Panther collected US$1.34bn. 
Assuming a global average ticket price of US$10, we can 
estimate that close to 134m people watched the movie. With a 
budget of one-tenth that of Black Panther (US$19m for Bird 
Box compared to US$200Mn for Black Panther), Bird Box was 
able to generate viewership not much lower than Black 
Panther. Comparison to the highest grossing movie of all 
time—Avatar (US$2.8Bn indicating a viewership of 280m with 
a budget of US$237Mn) illustrates a similar result. Thus, the 
economics for movies made by Netflix are clearly working out 
to be much better than box-office movies.  
 
Is Netflix an expensive stock? 
As per our estimates, the current share price ($270 - 4/12/18 ) 
suggests that if Netflix stopped its present policy of allowing 
two logins per profile (something that has been a major growth 
driver), or effectively doubling the subscription price and 25% 
subscribers having left the platform, there was limited 
downside. 
 
Valuing Netflix on current earnings doesn't make sense as it is 
investing heavily, thus it is under-earning. A more normalised 
state of earnings would be in the timeframe of 2023-2024 when 
we expect free cash flows to reach c.$7bn. This would imply a 
free cash flow yield of 5%.    
 
All stations to Emerging Markets - Next phase of rapid 
expansion 
Netflix is already a well-established brand in the developed 
world but it is in emerging markets—India, Asia Pacific and 
Latin America, that we see future growth.  When Netflix 
originally launched in these markets, it did so with English 

content. Netflix is now focusing on developing local 
language content that not only caters to specific countries 
but also captures viewership around the world.  
 
Among emerging markets, Netflix has identified India as 
its key growth driver based on the emergence of a large 
and growing middle class population and skyrocketing 
internet connectivity growth. We too believe that Netflix 
could benefit largely by penetrating the Indian market 
but it would need to adapt to the local market dynamics 
and go beyond producing popular content. It will need to 
drive innovation in the delivery of content and create 
partnerships that can extend and entrench their platform.  
 
India—A critical growth market  
 
While Netflix presently has a subscriber base of a little 
over 0.5Mn in India, CEO—Reed Hastings believes that 
given the country’s exponential growth in Internet 
connectivity and increased usage the “next 100 Mn” 
subscribers will be “coming from India”.     
 
In India, Netflix’s monthly price is US$7.80 to US$12.30 
or INR500 to INR800, which Hastings said is “about what 
a movie ticket would cost." He explained: "We would like 
consumers to compare it with that [rather] than what 
they pay for cable TV.” India has an estimated 155m pay 
TV subscribers. We think most content will be viewed on 
a mobile device rather than a TV in India and the 155m 
pay TV subscribers will be eclipsed by Netflix over time.    
 
The cost of two movie ticket is approximately US$7.80 in 
India, but the Netflix subscriber gets to watch much more 
than that every month for the same price and hence 
Netflix believes that this is a fair price to charge. It seems 
that presently this view is shared mainly by the young, 
tech savvy middle class, who seem to be the biggest 
market for Netflix and have enabled the streaming service 
to grow to over half a million subscribers. This 
demographic of viewership has evolved over the years 
and viewing preferences have shifted to international 
content due to changes in education, income levels as 
well as peer influences. 
 
Indian culture is changing 
The popularity of Netflix shows like Sacred Games 
indicate a change viewership habits. Traditionally, Indian 
TV Shows consisted mainly of poor quality soaps 
(measured by  current standards), like Yeh Rishta Kya 
Kehlata Hai  (one of the longest running soap operas in 
India with over 3000 episodes and 65 seasons), that aired 
daily for years. These slow-moving storylines were 
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targeted at stay-at-home mums. However, there has been an 
enormous shift in preference. These stay-at-home mums and 
millennials now prefer faster moving shows in formats similar 
to those aired on Netflix.  Hence, the growing propensity and 
likelihood among the middle class to subscribe to Netflix. 
Millennials in India are the key drivers to much of the change 
in consumer habits. The English speaking population are 
generally keen on Western content which in turn becomes a 
large part of their social dialogue and common interests.  
 
However, defining India’s middle class isn't straightforward. 
According to economists Sandhya Krishnan and Neeraj 
Hatekar as well as the definitions used by National Council of 
Applied Economic Research (NCAER), the Indian middle 
class consists of 600m people. However, when one looks 
closer nearly 450m fall into the lower-middle class that have a 
disposable income threshold of US$2 to US$4 a day. 
Although, currently they can’t afford streaming services they 
will provide a large opportunity as they move into the upper 
middle class. Thus Netflix’s India TAM is currently made up 
of the 150m people that fall into the upper-middle class and 
the  23m people who belong to the affluent class of society. 
This TAM of 173m probably isn't sufficient for Netflix as its 
ambitions will be higher. Netflix would need to develop a new 
strategy to cater for the lower-middle class which we think 
the company is working towards, for it to meet its target of 
100m subscribers in India. Additionally, Netflix has to 
contend with competition and India has a large enough 
audience to have a few players.  
 
India’s Video Streaming Market 
 
Despite the likes of Amazon and Netflix entering the country, 
Hotstar continues to hold the top spot in the Indian video-on-
demand and video streaming market (paid + free) by a 
considerably large margin. According to VentureBeat, with 
over 69.4% installs among streaming apps, Hotstar, a 
subsidiary of Star India, is expanding by partnering with 
national telecom service provider BSNL. Also, the company 
has acquired rights to popular content from HBO, Showtime, 
Disney, Fox and the IPL 
 
 
 
 
 
 
 
 
 
 
 

Indian streaming App Installs 

Source: VentureBeat, Statista  
 
As Netflix, Amazon and YouTube struggle to notably 
increase its subscribers, Hotstar has managed to grab 
market share with its discounted subscription price that 
also airs the Indian Premier League. Thus, it has continued 
to retain its leading position by hitting the right balance 
with viewers.  However, quality original content is lacking 
and thus over time it might find it difficult to hold its 
position.  
 
The Indian Streaming Video on Demand (SVoD)                             
market presently stands at 47.7m users with the number 
expected to grow to 68.9m by 2023, as shown below. We 
believe this underestimates the opportunity as data charges 
fall and 5G is released. Penetration is low at 3.5% and 
providers  will need to be innovative when it comes to 
incentivising new customers. We see mobile bundling as a 
way to increase subscriber growth significantly.  

India SVOD Subscribers 

Source: Statista  
 
In terms of paid subscriptions, Amazon Prime is betting big 
on regional content and offers originals including Inside 
Edge, Die Trying, Lakhon mein Ek amongst others. Pricing 
is approximately US$14 (INR 999) per annum (which 
includes the entire suite of Prime services including SVoD). 
Amazon Prime has about 13-14m subscribers in India. 
Hotstar has about 5m paid subscribers and charges US$14 
(INR 999) for an annual subscription and offers originals 
including ‘Suffering from Pyaar’. Despite the successful 
series Sacred Games, and other subscription drivers like 
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^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. Past performance is not a reliable indicator of future performance. 
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Stranger Things, Love Per Square Foot, The Crown and 
Narcos, Netflix is trailing its competition with a little over 
0.5m paid subscribers. We believe this will change due to two 
factors: 
I. Change is pricing structure and bundle offering with 

mobile operators. 
II. Quality content releases.  
 

Indian paid streaming market share 

Source: Entrackr 
 
Our Opinion 
 
India, provides the greatest opportunity for Netflix (and 
Amazon) with its large audience and their insatiable appetite 
for TV entertainment. Although still under-penetrated the 
SVoD market has a long runway of growth. In fact, by our 
calculations there are likely well over 300m English speaking 
people that are increasingly looking for a better quality of TV 
content.  
 
Internet penetration is still very low in India.  Combining this 
with the growth that millennials demand in content, provides 
a strong platform for Netflix to continue its growth. 
 

SVOD Penetration  

Source: Statista  
 
There is an immense market expansion opportunity for the 
likes of Netflix and this could lead to exponential growth in 
subscriber numbers if they get the pricing structure right. 
Reed Hastings is testing different pricing structures and we 
expect the company to release this to the mainstream Indian 
market soon.  
 

While Netflix has historically stood by its Indian pricing 
strategy, which is virtually the same as developed countries, 
it has struggled to see explosive growth. The cost of a 
Netflix subscription in both India and USA is similar and 
difficult to justify given the disparity in earning levels 
between the two countries. While the average disposable 
income in the US is close to US$44,000, India’s is only 
US$3,800. In the US, Netflix is priced in the range USD $ 8-
14 per month, which is a small percentage of the traditional 
Pay TV ARPU of US$95. However, in India, the average Pay 
TV is approximately US$3.40. This means that a Netflix 
subscription is 2x/3x the price of monthly cable TV for the 
average Indian household. Thus bringing into question 
Netflix’s current pricing strategy.  
 
A potentially large opportunity exists in partnering with 
large mobile operators such as Reliance Jio. If they are able 
to strike a deal then the Indian on-the-go streaming market 
might witness a significant growth as a result of low data 
charges.   
 
Indians consume the second-highest amount of content on 
the go after Mexico. The main driving factor behind this is 
the relatively long commutes to and from work due to high 
traffic during peak times in the urban cities. In the semi-
urban and rural areas most Indians are employed in small 
businesses. This large down-time provides screen time 
opportunities be it for Facebook, Youtube or Netflix.  
 
As mentioned before, while Netflix’s current pricing is too 
high for mass adoption, the company is planning to launch 
new plans at lower price points in emerging markets like 
India. Much like its bundled plans with Pay TV operators 
e.g. Sky in UK and with mobile operators like Optus in 
Australia, Netflix could use this route to introduce new 
bundled deals at lower price points in India. Given the 
exponential rise in mobile internet connectivity in India, as 
well as the company’s line up for new original India specific 
content in 2019 (Eight new original films and a new original 
series—Typewriter), Netflix could see its user base expand 
through bundled deals.  
 
We believe that even at low price points such as US$3 pm 
with urban inflation rate type price increases, Netflix could 
see its subscriber numbers in India cross 100m over the next 
decade.  
   
The Indian TV entertainment market provides a long term 
opportunity as it undergoes some structural changes. 
Millennials are demanding better quality content than their 
parents. We wouldn't be surprised to see Bollywood 
shrinking, gone will be the stereotypical romance story lines  
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with 4 or 5 flamboyant dance scenes in the movies. Innovative 
material driven by demands from the millennials will be the 
deciding factor for Netflix.  
   
Latin America 
 
Netflix has continued its growth trajectory in Latin America, 
seeing steady growth over the years even through the 
economic recession in Brazil. The company stated that it has a 
“pretty healthy investment in Latin America” and wanted to 
create a service that was “worth every penny of the 
subscription fees.”. Reports state that Netflix is profitable in 
many Latin American countries, including Brazil, Chile, and 
Mexico. An achievement in spite of several challenges 
including poor broadband infrastructure, low disposable 
income, and language differences. Netflix also had to battle 
piracy in countries like Brazil. According to a BBC report 
citing a government report,  41% of Brazilian watch pirated 
content by downloading it from the Internet. 
 
Netflix overcame the Brazilian recession by introducing 
subscription plans in Brazil between US$5.30 and US$8 per 
month. It introduced prepaid cards and partnered with 
Brazilian banks such as Banco Santander to make payments 
easier for subscribers. Additionally, Netflix comes second only 
to Alphabet’s (GOOG) YouTube among Brazilian users when 
it comes to preferences for an OTT (over-the-top) service for 
movies or TV shows. The reason for Netflix’s popularity 
among Brazilian users is its content. 
 

Source: ValueWalk,  RBC Capital markets, SurveyMonkey   
 
Local Content for a global audience 

During the “Vive Netflix” event in Mexico City, Chief Content 
Officer Ted Sarandos announced a new original production set 
to be filmed entirely in Mexico— Diablero, a horror fantasy 
thriller. This is the latest in an ever-expanding list of Latin 
American original productions that Netflix has brought to 
audiences around the world. 

With 50 new and returning original productions emerging 
from Latin America , Netflix is investing in local talent that 
is  expanding the range of stories being told. In turn, these 
Latin American based stories are capturing the attention of 
subscribers internationally with the Brazilian thriller 3%  and 
the Mexican fast-paced political drama Ingobernable, 
generating an unexpected  fan-base in countries like Korea, 
Italy, Turkey and Australia. 
 
Asia Pacific 
 
London-based agency Digital TV Research estimates that 
Asia-Pacific will have 351m SVOD customers by 2023. This 
compares to 141m SVOD customers in this region last year, 
with a TAM of US$5Bn. This revenue base is expected to 
triple in the next five years as the subscriber base grows.  
 
Netflix, however, would find it difficult to reap the benefits 
of  this opportunity with its present pricing structure. Much 
like India, other Asian countries’ streaming services like Viu 
(owned by PCCW Limited) offers a monthly subscription 
that costs between US$2 and $US5 per month. 
 
Given that Netflix has ambitious plans to reach 100m 
subscribers in India alone, it needs to be more aggressive 
with its pricing strategy. It is yet to cross the two-million-
subscriber mark in any Asian nation so far, according to 
Media Partners Asia. 
 
Strategically, Netflix is expanding its content by investing in 
over 100 film and TV projects across markets such as India, 
Japan, Korea, Thailand, and Taiwan. But it will need to have 
the correct pricing structure. In an effort to develop a new 
pricing strategy for Asia Pacific, Netflix has launched trials 
of a lower-cost streaming plan, priced at around US$4 pm,  
which will allows access on mobile devices only. According 
to Netflix, the mobile-only tests are running in select 
countries, including Malaysia. The trials are aimed at 
appealing to smartphone-centric users in Asia and priced to 
be competitive with other local SVoD players.  
 
Netflix isn't yet available in China, and doesn't see itself in 
that market in the near future either. Given that China is the 
largest market in the region it will look to dominate in 
regions outside China. 
 
Europe 
 
Outside of the US, Europe is the one of the biggest markets 
for Netflix. In 2017, there were approximately 29m Netflix 
subscribers in Europe, up from 20m from the previous year. 
Subscriber numbers are forecasted to grow further and 
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Country Allocation % of NAV 

Currency Exposure % of NAV 

US Dollar 77% 

UK Pound 12% 

Euro 9% 

Swiss Franc  2% 

Australian Dollar 1% 

Top 10 Holdings  Sector 

Abbot Labs         Healthcare 

Amazon Consumer Discretionary 

Estee Lauder Consumer Staples 

Facebook Communication Services 

Intel Information Technology 

Ionis Pharmaceuticals Healthcare 

LVMH Moet Hennessy Louis Vuit- Consumer Discretionary 

Microsoft Information Technology 

Nvidia Corp Information Technology 

Visa Information Technology 

Sector Allocation (ex cash) % of NAV 

Information Technology 26% 

Healthcare 26% 

Consumer Discretionary 18% 

Communication Services 12% 

Consumer Staples 6% 

Industrials 4% 

Financials 2% 

increase by nearly 30m subscribers over the following six 
years, to almost 57m subscribers by 2023.   
 
Netflix plans to increase the amount of European shows that 
it produces by one-third next year in a bid to take on 
traditional broadcasters. As a whole, the region will see an 
increase in the number of European documentaries, series 
and films from 141 this year to 221 in 2019. More than 150 of 
these will be “Netflix Originals”. The company has 
already sanctioned four new television series for European 
countries due to increased demand for more local and 
regional content.  
 

Fund Statistics - Dec 2018  
Source: Mainstream Fund Services, Thomson Reuters, Wenlock Capital  

Numbers rounded and may not sum to 100% 
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Performance^ (Dec 2018) Fund  Index* Relative 

1 Month -4.59% -4.16% -0.43% 

3 Month -15.17% -11.01% -4.15% 

2018 YTD +2.16% +1.42% +0.74% 

Since Inception** +7.97% +10.13% -2.17% 

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

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. 

Performance since inception of AUD $10,000^ 

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. 



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. 


