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As quality growth companies became expensive, and 
interest rates started rising along with commodity prices 
and oil prices, commodity stocks outperformed and quality 
companies lagged. This divergence in performance, or 
reversion to the mean, is typical for stock market cycles — 
and has been happening for the past few years. 

However, when it comes to investing, the longer the time 
horizon, the more important are the people, the business 
franchise and the financials. Less important are cycles, 
interest rates, Gross Domestic Product (GDP) growth, etc. 
As long-term investors, we still seek out quality growth 
companies for our portfolios, even though they may 
perform less well over shorter time periods because of 
market forces or negative sentiment.

What are your views on China’s slowing 
growth? 

Over the many years that I have looked at China and other 
markets, every market, country or economy has a cycle. 
China is undergoing a difficult cycle because the property 
bubble has burst and also because of negative sentiment 
around geopolitics and regulations. There are usually signs 
of exuberance which mark the peaks of cycles, and signs of 
giving up which signal the troughs. 
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In response to recent questions from our clients, we had a 
conversation with Martin Lau, managing partner and lead 
portfolio manager for the FSSA Asian Equity Plus and FSSA 
China Growth strategies. 

Can quality growth stocks outperform when 
consumer sentiment is weak? 

We continue to believe that high-quality companies often turn 
out to be the best long-term investments. This view became 
more popular (up until two or three years ago), when interest 
rates were held at zero. Many investors overpaid for such 
companies, especially consumer businesses across the 
Asia region. 
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Where are we in the cycle?
Importance of discipline
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Hope
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Capitulation

Wow, am I smart. Temporary setback – 
I am a long-term investor

How could I be so wrong?

Rather than trying to time the cycle, we focus on investing 
in quality companies. For example, almost every company 
in our portfolio has a net cash balance sheet, a proven 
business model, cash-flow generation, and high returns 
on capital employed, which allow these companies to 
withstand a relatively tough economic cycle. And when 
the valuations become very cheap or attractive enough, 
we would add to these positions, as we have done in the 
past year. 

The other thing we want to see is how companies would 
respond to an especially difficult economic period, for 
example, looking to return more cash to shareholders. In 
my view, observing the attitude and actions of companies’ 
management is more important than trying to time the 
trough of the cycle, which only becomes clear after the fact. 

How do you see China vs India? 

I think India is quite special. First of all, there are many 
companies which have a long history of being listed, 
like HDFC Bank or Godrej Consumer. We have been 
shareholders in them for a long time and have been very 
impressed by the management quality. 

Generally speaking, the companies in India have many of 
the qualities we like. Chinese companies seem to be more 
focused on growth, whereas Indian companies are more 
focused on returns. But one concern is that valuations in 
India are getting more expensive, so the stocks could be 
prone to a correction.

Another difference compared to China — for example, 
Godrej Consumer’s annual revenue is around USD1.5 billion. 
Compare that to a consumer company in China, for example 
China Mengniu, its revenue is about USD15 billion a year, or 
ten times the size.

For China, the concern is that it has become very big and 
therefore growth is going to be slower. Considering the 
lower valuations, it’s debatable whether this low growth 
has been priced in. For India, the investment case is that 
the base is pretty low, which suggests more potential for 
growth, but the PE (price-to-earnings) ratio is high. 

What are your views on HDFC’s recent 
volatility?

We talked about how we like quality companies with strong 
management, and HDFC Bank belongs to this category. 
We have been shareholders in HDFC Bank for many years. 
Under the previous CEO, Mr Puri, it became the leading 
privately-owned bank in India. For the last 10-15 years, the 
track record has been phenomenal. 
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Stocks tend to follow earnings in the long run
HDFC Bank share price vs. forward earnings per share (EPS), INR

Source: Factset, FSSA Investment Managers, March 2024. 
Investment involves risk. Past performance is not indicative of future 
performance.

We believe the growth will continue, but it’s no longer a 
small bank, so the future growth is going to be less strong 
compared to before. We believe it can still generate 10-15% 
EPS growth in the future. But for the last 20 years it was 
more than 20%. So the growth will likely slow down. 

Another thing, which is more short term — because of the 
recent integration with the parent HDFC Corp, there's a 
need to deleverage the balance sheet, because HDFC 
Corp had a wholesale-funded mortgage book. But 
currently, liquidity is tight in India. So to deleverage the 
balance sheet, HDFC Bank would need to compete for 
deposits, and I think the market is concerned about how 
this could affect growth. 

That said, we believe the best time to buy a high-quality 
company is when it is cheaper and going through a difficult 
period, which is the case with HDFC Bank. For investors 
with a 3-5 year horizon or longer, we believe it is an 
attractive investment.

How are you investing in artificial 
intelligence (AI)? 

Rather than trying to make predictions on leading-edge 
technology, we usually approach it in a simpler way. We 
have been invested in Taiwan Semiconductor (TSMC) for 
many years, because it produces an integral part of the AI 
supply chain — in other words, the most advanced chips 
developed by Nvidia, AMD, MediaTek and others. So we 
see it as a good company with a strong franchise and 
competitive edge in the leading technologies.
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In terms of AI’s potential, it is a big debate. Recently I 
read a report which said it's going to help banks to save 
expenses, help drug development because it's much 
smarter, help fund management because it can do a lot of 
the analysis for you, etc. 

I believe it would need to expand into more day-to-day 
applications. We like companies like MediaTek or Samsung 
because for AI to be sustainable, there needs to be more 
applications which can increase profits for companies, such 
as smartphones or automobiles which use AI. I think AI will 
help us become more connected, becoming ingrained in 
consumer interfaces and used in more applications. 

One area it could impact is general productivity. We are 
invested in automation companies like Keyence and 
Advantech. Before AI happened, it made communication 
much easier with 5G. And with that, it became easier to 
control a robot compared to 3G and 4G. So I think AI would 
be another catalyst for automation as the world is running 
short of labour. 

How do you view Japan stocks in the 
context of the regional portfolio? 

We have been investing in Japan for more than 10-15 
years. Japan is interesting because the economy has 
been bad for so long. For any companies to have survived 
three decades of recession or deflation, that speaks to the 
management ability and balance sheet strength.

Another interesting aspect of Japan is that there are many 
niche companies which focus on very specific products. 
For example, SMC is a leader in pneumatic components 
and has this singular focus. Likewise, one of our first 
investments into Japan was a company called Pigeon, 
which focuses on infant milk bottles and related products. 

So the detail-oriented mentality and culture is something 
that intrigues us. One of the major areas that we're invested 
in is automation. Keyence has been one of the largest 
positions in the Asian Equity Plus Strategy for a number 
of years, because it’s strong in optical sensors in the 
automation space. It has a very strong track record and 
financial performance. 

We also like the creativity among companies in Japan. For 
example I grew up with Mario Brothers from Nintendo. There 
are many of these likable characters which are intellectual 
properties (IPs) in Japan, which I think is quite unique. Hello 
Kitty is another example, and Street Fighter from Capcom. 

In my view, Japan is complementary in a regional portfolio 
because if you believe in China’s automation, you may find 
the leading automation companies are actually Japanese, 
and better-positioned to benefit from this trend. Similarly, if 
you look for leaders in hardware, you might consider TSMC 
in Taiwan. If you want to find a leader in content or IP, you 
can consider Nintendo in Japan. In our case, we own Sony 
Group, which has Sony Music, Sony PlayStation games, 
and is a leader in CMOS image sensors. 

What makes FSSA unique among asset 
managers? 

Our team has a very strong culture and a strong belief in 
our investment philosophy. Many fund managers may say 
they invest in good companies and are long-term investors, 
but we really practice this. For example, our portfolios 
typically have very low annual turnover, like 15-20%. In 
addition, I spend most of my time researching companies. 
So this passion for finding good companies and holding 
them for the long run is very unique in my view. 

Finally, we will actively engage with the companies 
we invest in, because we believe being long-term 
shareholders comes with certain responsibilities. Just 
before this meeting, I was writing a letter to a portfolio 
company because of certain engagement issues, so we 
don't just delegate it to other people. 

Why should clients stay invested in FSSA’s 
Asia and China strategies? 

Last year, the performance in relative terms has been 
disappointing. A number of the high-quality companies, 
which are long-term holdings in our portfolio, were 
derated from relatively high levels. Whereas some of the 
commodity shares, such as CNOOC and Petrochina (which 
are actually on the US sanctions list), performed very well.

This is not good excuse, but it needs to be put into 
context. We believe our longer-term performance is still 
solid. Perhaps more importantly, we haven't changed our 
investment philosophy or portfolio. We are still holding on 
to the same investment process, the same companies, 
the same management teams which we want to back. We 
hope our clients will share the same philosophy as us, and 
believe in these companies for the long run.
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Asia still has many attractive ways to grow
We invest in long term compounders

We own Examples

1. Dominant consumer franchises

2. Beneficiaries of the rise in healthcare spending

3. Beneficiaries of the ‘digitalisation age’

4. Globally competitive exporters

5. Conservative banks with growing market share

Avoid Examples

1. Sectors that cause direct harm to society Tobacco, gambling, weapons manufacturers

2. Low quality franchises with little pricing power Traditional energy companies, Japanese banks, Big 4 Chinese banks

3. Sanctioned Companies China Mobile, CNOOC, PetroChina

Reference to specific securities (if any) is included for the purpose of illustration only and should not be construed as a recommendation to buy or sell 
the same.
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