
Fund Overview

  Cumulative Fund Returns SGD* VS Asia Ex Japan ETF SGD(1)

  Monthly Net Returns* (%)

Jan Feb Mar Apr Jun Jul Aug Sep Oct Nov Dec Fund YTD

2019 3.8 2.5 1.8 3.5 3.2 11.5

ETF
(1) 7.2 0.8 2.3 2.6 4.3

2018 3.1 -1.9 -1.8 -0.9 -5.2 -0.8 0.5 -1.0 -8.1 2.0 -2.3 -16.3

2017 2.0 2.2 1.8 2.8 -0.2 0.0 -1.4 0.0 3.8 -2.1 0.4 10.2

2016 -7.7 -0.3 2.8 1.6 0.7 5.4 3.1 1.1 3.6 -1.3 0.1 11.4

2015 2.9 0.9 -0.1 5.2 -3.3 -3.9 -7.7 -0.5 3.2 -2.4 0.4 -5.5

2014 -1.0 3.8 0.8 1.7 0.5 2.8 1.0 -1.1 -1.1 0.3 -0.6 10.3

2013 7.2 2.0 2.7 2.2 -4.6 0.6 -5.4 3.4 2.6 -0.3 0.2 16.5

2012 4.1 5.3 0.7 -0.6 2.0 2.3 0.6 3.7 0.8 4.8 2.9 28.6

2011 -1.1 4.2 -2.4 1.1 1.7

81.9

(1) Asia Ex Japan ETF (total returns, including dividends reinvested)  

(2) Inception-to-date performance for SGD A Class and Asia Ex Japan ETF are computed from 16 September 2011, the date of Fund inception.

Statistical Analysis Fund Exposure

Risk/Return(3) Fund, net(4) Country Exposure (%) Sector Exposure (%)

Since Inception 8.0 6.4 HK/ China 37.7 Consumer 16.6

Standard Deviation (%) 10.0 12.9 Singapore 24.2 Banks 14.1

Sharpe Ratio (x) 0.60 0.35 Indonesia 7.9 Diversified Financials 11.9

Sortino Ratio (x) 0.99 0.15 Thailand 6.8 Insurance 10.6

Information Ratio (x) 0.17 N/A  Vietnam 4.7 Industrial 10.2

Peak to Trough (%) -20.6 Taiwan 2.8 Technology 7.3

 (3) Since inception. Applicable to A Class shares only Malaysia 0.1 Property & Construction 3.9

 (4) Net of management fees and incentive allocation Cash 15.9 Healthcare 3.7

Portfolio Concentration Services 3.1

No. of holdings 34 ETF & Others 2.8

Top 10 holdings (%) 47.9 Cash 15.9

Top 20 holdings (%) 74.8 Total Total

  DCG Asia Value Fund

*Current year returns are unaudited. Past performance is not indicative of future results. The net returns of the Fund are based on published results to

an original investor net of fund expenses, management fees (1.25%) and incentive allocation (12.5%). The incentive allocation is accrued monthly

although the fee is charged at year end. 

-3.1

62.6

NAV: SGD181.9 ('A' Class)
June 2019

The investment objective of the Fund is to achieve long term capital growth through investments

primarily in publicly listed and traded stocks and shares of companies in Asia ex-Japan. The Investment

Manager employs a value investing approach in managing the Fund. Using a bottom-up approach, it will

seek to identify from within the above mentioned investment universe, attractive long term investment

opportunities that the Manager reasonably believes adequately satisfy stringent selection criteria in

terms of quality and valuations.
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  DCG Asia Value Fund

Fund Details

Size (equities)(5) Top 5 Holdings (In alphabetical order)
Small Cap (<US$1b) 12 (38%) AIA Group Ltd

Mid Cap (US$1b-$5b) 9 (28%) Kweichow Moutai Co Ltd

Large Cap (>US$5b) 11 (34%) Oriental Watch Holdings

Total 32 Ping An Insurance Group Co of China Ltd

 (5) Median market capitalization US$1,889 mil SBS Transit Ltd

 (5) Holdings exclude one bond and one warrant

  Fund Information

Domicile Cayman Islands

Fund Administrator Portcullis Fund Administration (S)

Custodian Deutsche Bank AG, Singapore Branch

Fund Auditor Ernst & Young Solutions LLP

Legal Advisers Rajah & Tann Singapore LLP

Fiscal Year End June 30th

Terms

Minimum Initial Investment S$150,000

Minimum Subsequent Investment S$10,000

Early Redemption Feei 3% in 1st year; 2% in 2nd year; 1% in 3rd year

5% Redemption Optionii Elect annually by 30 June, valued at July-end NAV

Redemption Frequency Once a quarter at quarter-end NAV, with 1 month notice

Subscription Frequency Once a month at month-end, with 1 week notice

Management Fee / Performance Feeiii 1.25% / 12.5%

ISIN KYG2691N1025
i
Retained in the Fund for Fund investors

ii
Early redemption fee will be waived

iii
Applicable only to A Class shares

Contact Information

Phone: +65 6592 5720 Fax: +65 6737 3946 Email: info@dcginvest.com

  Important Notice

June 2019

This document does not constitute or form any part of any offer or invitation or other solicitation or recommendation to purchase any securities or any interests in

any investment vehicles managed or advised by DCG. Neither DCG Capital Pte. Ltd. (“DCG”) nor any officer or employee of DCG accepts any liability whatsoever for

any loss arising from any use of this publication or its contents. This document is confidential and constitutes proprietary information and may not be used other

than by the intended recipient. This document may not be reproduced, distributed or published without prior written permission from DCG. Any such reproduction,

distribution or publication could result in a violation of the law of such jurisdictions. While all the information prepared in this document is believed to be accurate,

DCG makes no representation or warranty, whether express or implied, as to the completeness, reliability or accuracy, nor can it accept responsibility for errors

appearing in the document. 

This document does not constitute any recommendation regarding any securities, futures, derivatives or other investment products. Nothing in this document

constitutes accounting, legal, regulatory, tax or other advice. Any decision to subscribe for interests in the securities or investment vehicles managed or advised by

DCG must be made solely on the basis of information contained in the respective private placement memorandum or other relevant document constituting the

same, which information may be different from the information contained in this document, and with independent analyses of your investment and financial

situation and objectives. The views expressed are opinions of DCG as of the date of this document and are subject to change based on market and other conditions.

These opinions are not intended to be a forecast of future events, a guarantee of future results or investment advice. Portfolio allocations, holdings and

characteristics are subject to change at any time.

Any statistics have been obtained from sources DCG believed to be reliable but the accuracy and completeness of the information cannot be guaranteed. All

investments involve risks, including possible loss of principal. Past performance is not indicative of future results. The information contained in this document,

including any data, projections and underlying assumptions are based upon certain assumptions, management forecasts and analysis of information available as at

the date of this document and reflects prevailing conditions and DCG’s views as of the date of this document, all of which are accordingly subject to change at any

time without notice and DCG is under no obligation to notify you of any of these changes. This document is not directed to, or intended for distribution to or use by,

any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or

use would be contrary to law or regulation or which would subject DCG to any registration or licensing requirement within such jurisdiction.

   DCG Capital Pte Ltd



  Monthly Net Returns* (%)

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Fund YTD ETF YTD

2019 5.1 2.0 1.6 2.8 -4.6 4.8 11.9

Index
(1) 8.6 0.4 2.1 2.2 -8.9 6.0

2018 4.9 -2.7 -1.2 -1.7 -1.4 -6.9 -0.7 -0.3 -0.6 -9.4 3.0 -1.7 -17.9

2017 5.0 3.0 2.1 2.8 1.5 0.2 1.4 -1.3 -0.1 3.2 -1.2 1.2 19.0

2016 -8.1 0.9 7.2 1.9 -0.3 3.0 5.9 1.3 1.1 1.5 -4.3 -0.9 8.7

2015 -0.8 8.6 -1.2 -3.2 -5.6 -10.3 -1.3 4.8 -3.1 -0.1 -12.7

3.9

(1) Asia Ex Japan ETF (total returns, including dividends reinvested)  

(2) Inception-to-date performance for USD A Class and Asia Ex Japan ETF are computed from 01 Mar 2015, the date of USD A Class inception

  Monthly Net Returns* (%)

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Fund YTD ETF YTD

2019 4.5 1.7 1.4 2.7 -3.7 3.9 10.7

Index
(1) 8.6 0.4 2.1 2.2 -8.9 6.0

2018 -1.7 -1.7

8.9

(1) Asia Ex Japan ETF (total returns, including dividends reinvested)  

(2) Inception-to-date performance for USD S Class and Asia Ex Japan ETF are computed from 01 Dec 2018, the date of USD S Class inception

  Monthly Net Returns* (%)

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Fund YTD ETF YTD

2019 3.9 2.6 1.9 3.8 -3.6 3.2 12.3

Index
(1) 7.2 0.8 2.3 2.6 -7.3 4.3

2018 2.9 -1.7 -1.6 -0.6 -0.6 -5.1 -0.7 0.6 -1.0 -8.0 2.1 -2.2 -15.1

2017 0.0 -1.2 0.1 3.6 -1.8 0.5 1.0

-3.7

(1) Asia Ex Japan ETF (total returns, including dividends reinvested)  

(2) Inception-to-date performance for SGD S Class and Asia Ex Japan ETF are computed from 01 July 2017, the date of S Class inception.

  DCG Asia Value Fund
June 2019

NAV: USD103.9 ('A' Class)

9.9

-16.7

38.9

2.8

-16.3

   Inception to Date
(2)

 (%) 9.3

9.9

-4.9

   Inception to Date
(2)

 (%) 4.5

*Current year returns are unaudited. Past performance is not indicative of future results. The net returns of the Fund are based on published results to

an original investor net of fund expenses, management fees (1.25%) and incentive allocation (12.5%). The incentive allocation is accrued monthly,

although the fee is charged at year end.

  DCG Asia Value Fund
June 2019

NAV: USD108.9 ('S' Class)

*Current year returns are unaudited. Past performance is not indicative of future results. The net returns of the Fund are based on published results to

an original investor net of fund expenses and incentive allocation. The incentive allocation is accrued monthly although the fee is charged at year end.

  DCG Asia Value Fund
June 2019

NAV: SGD96.3 ('S' Class)

9.8

*Current year returns are unaudited. Past performance is not indicative of future results. The net returns of the Fund are based on published results to

an original investor net of fund expenses and incentive allocation. The incentive allocation is accrued monthly although the fee is charged at year end.

-13.4

11.6

   Inception to Date
(2)

 (%) 6.2

   DCG Capital Pte Ltd



  Monthly Net Returns* (%)

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Fund YTD

2019 3.9 2.6 2.0 3.6 -3.5 3.3 12.1

Index
(1) 7.2 0.8 2.3 2.6 -7.3 4.3

2018 3.7 -2.1 -1.9 -0.8 -0.6 -5.1 -0.7 0.6 -1.0 -8.0 2.1 -2.2 -15.4

2017 2.3 2.6 2.2 3.2 0.8 -0.1 0.1 -1.3 0.1 4.2 -2.3 0.6 12.9

2016 -7.6 -0.2 2.9 1.7 2.5 0.8 5.4 3.2 1.2 3.8 -1.3 0.2 12.8

2015 3.4 1.1 0.0 6.0 0.6 -3.6 -3.8 -7.6 -0.4 3.3 -2.3 0.5 -3.6

2014 -1.0 4.4 1.0 2.0 3.3 0.6 3.3 1.2 -1.1 -1.2 0.5 -0.6 13.1

2013 2.8 -0.3 0.3 2.9

35.7

(1) Asia Ex Japan ETF (total returns, including dividends reinvested)  

(2) Inception-to-date performance for SGD M Class and Asia Ex Japan ETF are computed from 01 October 2013, the date of M Class inception.

9.8

   Inception to Date
(2)

 (%) 44.9

*Current year returns are unaudited. Past performance is not indicative of future results. The net returns of the Fund are based on published results to

an original investor net of fund expenses, management fees and incentive allocation. The incentive allocation is accrued monthly, although the fee is

charged at period end.

31.0

2.5

6.9

-4.0

7.9

  DCG Asia Value Fund
June 2019

NAV: SGD135.7 ('M' Class)

ETF YTD

-13.4

   DCG Capital Pte Ltd
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Dear Investor, 

 

 

Performance 

The Fund’s SGD ‘A’ Class share NAV eked out a 0.65% gain for the FY ended June 2019 versus 

the Asia ex Japan ETF’s 1.27% loss. While this can hardly be characterised as a satisfactory 

outcome, the result has to be viewed against a rather difficult investing environment during 

the 12 months. 

It was a year of two contrasting halves. The first six months to December 2018 was 

horrendous with severe declines in key regional markets caused by concerns over the US-

China trade war and rising US interest rates. The second half saw markets recovering on hopes 

of the trade conflict’s resolution. Earlier expectations of rate hikes turned to hopes for rate 

cuts after weaker economic data emerged and US Treasury bond yields collapsed. The brief 

recovery halted in early May on Trump’s unexpected decision to call off trade negotiations 

and threaten additional tariffs on almost all imports from China.  

As indicated at our annual meeting last year, we have re-positioned the portfolio away from 

sectors directly exposed to US-China trade tensions towards more domestic demand-driven 

franchise stocks such as SBS Transit, Kweichow Moutai, and Bank Rakyat Indonesia. The 

portfolio has also become more concentrated with the top 20 holdings making up 75% of the 

Fund. Our top five holdings are SBS Transit, Kweichow Moutai, Ping An Insurance, Oriental 

Watch and AIA Group.   

As in past Letters, we discuss briefly the top five contributors and detractors to performance 

over the past year. Some stocks have been covered in past commentaries. New investors who 

want more information should contact us directly by emailing info@dcginvest.com. 

Top 5 contributors 

SBS Transit Ltd 

We have reiterated our investment thesis on SBS multiple times over the past 3 years. We are 

still committed to this Singapore land transport stock which remains one of the top 5 positions 

despite its 70% price appreciation over the year. There are no major bus route tenders due in 

2019, with the next batch not due till 2020. With its good track record SBS has a good chance 

of getting a share of the bus tenders in the future. SBS trades at a forward dividend yield of 

3.5% and 6x free cash flow.  

For 2018, SBS reported earnings of S$80 million with S$158 million cash flow generated from 

its bus and rail operations. Although dividend payout remains around 50%, the dividend was 

increased to S$0.13 per share. Losses from rail operations (North East Line and Downtown 

Line) have been shrinking as ridership continues to grow. However, advertising revenue is 

http://www.dcginvest.com/
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unlikely to improve due to weak economic conditions and e-commerce’s impact diverting 

advertising dollars from traditional media. Earnings are expected to be buoyant in 2019 with 

a full 12-month contribution from the Bukit Merah and Seletar contracts. The balance sheet 

is now net cash. 

San Miguel Food and Beverage (SMFB) 

We exited SMFB after its rapid 47% price gain in just five months. The business fundamentals 

remain solid with sales growth around 10% p.a. and 6% net margin but, at a PE ratio of 32x, 

we consider SMFB priced for perfection with little margin of safety. We may re-visit this stock 

should valuation improve.  

Kweichow Moutai (Kweichow) 

We wrote about Kweichow many times. This is a bellwether stock for luxury consumption 

demand in China. When the overall market sold off between October and December 2018, 

we used the opportunity to increase our stake. Business results were excellent for 2018 and 

first quarter of 2019 thanks to healthy unit volume growth and implementation of the long-

delayed 10% price hike. Amid the restructuring and continued pruning of Kweichow’s dealers 

and distributors, Kweichow committed to increasing more direct sales via self-owned 

channels. As a result, EBIT margins are likely to rise from 70% level to mid-70s. 

By end-June 2018, animal spirits were alive in the market with the higher weighting of China 

A-shares in global stock market indices. Kweichow became China’s first 1,000-yuan stock. Its 

69% stock gain over the January to June period makes us hesitate to add more although 

compared with other major F&B companies, the forward PE ratio of 25x is still reasonable. 

Bank Rakyat Indonesia (BBRI) 

The opportunity in the Indonesian banking sector is the untapped and under-banked lower 

half of the adult population. World Bank data shows that more than 50% of adults in Indonesia 

do not have bank accounts. BBRI is well placed to exploit this. 

Established in 1895 as a savings bank and listed in 1992 on the Jakarta Stock Exchange, BBRI 

is best known for its dominance in the micro to small business segments in Indonesia. 

Microloans form 35% of total lending, followed by small and medium enterprises at 25%, and 

consumer at 16%. The remaining 24% comprise loans to corporates and state-owned entities.  

BBRI was able to solidify its competitive position with innovative strategies such as mobile 

outlets, introducing salary loans, and digitizing its IT system to make it easier for agents to 

access its network and perform transactions while out of the office. BBRI’s loan book has 

grown 16% p.a. over the last 8 years. With a 7.5% net interest margin, its ROE is consistently 

above 18.5%. 

  

http://www.dcginvest.com/
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Aeon Thana Sinsap (AEONTS) 

We started buying AEONTS in fourth quarter of 2018 when the stock was available at a PE 

ratio of 11x.  

This is one of the largest consumer finance firms in Thailand and a major beneficiary of the 

growing Thai middle class. Over half its loan book comes from personal loans, 45% from credit 

cards, and the rest from hire purchase loans in its Indo-China subsidiaries. 63%-owned by 

AEON group of Japan, AEONTS has been operating in Thailand for 27 years and is a familiar 

brand to most South East Asians. 

About 70% of its clients are salaried income earners from outside Bangkok. AEONTS offers 

Master/Visa/JCB and co-branded credit cards (such as hypermarket chain Big C) to customers 

earning more than THB15,000 a month. For those earning less, AEONTS offers member cards 

and personal loans.  

By market share, AEONTS has about 25% of all personal loan accounts in Thailand and 12% by 

loan value. In credit cards, AEONTS has about 11% of all credit card accounts (8.4 million) and 

9% by balance value.  The biggest change in the past few years is the increase in mix from 

personal loans to credit cards as AEONTS grabbed market share in credit cards. We anticipate 

continued momentum in its credit card sign-ups from the ex-Bangkok population.  

Consumer finance is a high-margin business and AEONTS’s spreads exceed 20%. The key is 

managing credit costs and over the years AEONTS had kept this to a steady 6-7% average. 

Top 5 Detractors  

Beauty Community  

We were attracted to this Thai stock after its price plunged 70%. We liked its business model 

of producing and selling affordable cosmetic and skincare products to local buyers and 

Chinese tourists. Indeed, over 2012-15, company sales and earnings grew 4.8x and 7.1x.  

The stock collapsed in April 2018 after the Thai authorities’ crackdown on a major competitor 

for selling sub-standard products. Beauty was not implicated and we thought it was a good 

opportunity to buy the stock. This assumption was later proven wrong.  

In fourth quarter of 2018, same-store sales plummeted 50% and management could not offer 

a reasonable explanation for the collapse. We underestimated the severity of the problem as 

sales continued falling, despite a recovery of Chinese visitors to Bangkok. 

We have since sold all our holdings.  

Broadway Industrial Group  

This is a deep value stock which got cheaper and cheaper. The Company sold its core business 

of foam plastics and flow control device manufacturing in 2016 for S$150 million and 

distributed most of the proceeds to shareholders. What remained is the hard disk 

http://www.dcginvest.com/
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manufacturing operations, a thin margin, and challenging business. After transferring its 

manufacturing from Shenzhen to Thailand, the Shenzhen site is available for sale. This 

property is valued at S$50 million, well above book. With other assets, realisable net asset 

value should be several times the current market valuation of S$16.9 million. The Company 

recently bought back its own shares at around S$0.043 each. We expect management to 

eventually unlock value for minority shareholders. 

Oxley Holdings 

Two factors affected the stock adversely: Singapore’s sudden introduction of property cooling 

measures in 2018 and the Company’s high debt. 

We bought into the company for its low cost landbanks in Singapore. Oxley had impressed 

with its astute reading of the residential property and ability to execute projects swiftly. Like 

most real estate firms, its share price was trading well below RNAV. 

Still, with continuing concern over its debt and a slowing residential market, the stock was 

vulnerable. We decided to sell as we see no significant improvement in business conditions 

or property sector sentiment, given Singapore’s expected economic slowdown. 

Taokaenoi (TKN) 

In 2014, a 20-year old Thai Chinese concocted a secret recipe of making wafer-thin crispy 

dried seaweed.  His company, Taokaenoi, introduced the snack to the Thai market and it 

became a soaring success. Soon the snack and its variations were being sold all over Asia.    

After listing in December 2015 at THB4 a share, the share price soared to THB29 in first 

quarter of 2017. In 2018, after the stock price collapsed 40%, we started to review the 

investment case and concluded that TKN’s strong branding was still intact as it maintained a 

higher average selling price versus peers. We expected the setback to be temporary and sales 

growth to return. Instead, in an unexpected development, TKN discovered that its main 

distributor in China was selling a counterfeit seaweed product. Although TKN took measures 

to limit the damage, including replacing the erring distributor, the share price continued 

falling.  

As we were not confident of TKN’s path to recovery, we decided to liquidate our holdings.   

AAC Technologies (AAC) 

AAC was a huge success story riding on the coattails of Apple’s iPhone products.  We were 

impressed by the Company’s technological strength and thought it would be a major 

beneficiary of the growth in demand for better quality phone speakers, handset camera lens, 

and vehicle lens. Instead, 2018 turned out to be a spectacularly bad year for its core products, 

mostly tied to Apple’s iPhones which saw disappointing sales. 2018 sales and earnings 

dropped 14% and 30% respectively. Margins collapsed as the company was forced to cut 

prices. 

http://www.dcginvest.com/
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We decided to exit the entire position after concluding that, besides sector-specific 

headwinds, the business will be adversely affected by the US-China trade conflict. 

Top holdings  

Other top holdings include the following two insurance companies. 

Ping An Insurance 

We have invested in Ping An Insurance for quite some time. We remain positive on the 

prospects of China’s insurance industry. The penetration rate, which we discussed last 

September, is still low at 2.4% of GDP. This compares favourably to Hong Kong’s 10% and a 

global average of 3-4%. As the Chinese grow wealthier, there will be increasing demand not 

only for protection but also for health and savings products. 

Ping An has 4 main businesses: life insurance (~ 63% of operating profit), non-life insurance 

(16%), banking (4%), and others (17%). Its agency sales force is the second largest in China 

after state-owned China Life. Ping An’s agency sales will keep driving increased protection 

products. The life operation should be worth HKD100-120 per share. Compared to the current 

stock price of HKD94, shareholders get the rest of the business free. 

Ping An should continue to gain market share as a pan-China P&C insurer at the expense of 

regional peers. There’s a good chance it will be the largest P&C insurer in Mainland China by 

2020. This business adds about HKD10-13 per share in valuation to the group. We see the 

market re-rating Ping An as it slowly harvests various fintech investments including Lufax and 

other payoffs from big investments being made in Artificial Intelligence.  

Ping An trades at 1.4x Embedded Value, and a trailing dividend yield of 2.5%.  

AIA Group (AIA)  

AIA has been operating in Asia for decades. In almost all of the 18 markets it is in, AIA ranks 

among the top 3 insurers. AIA’s key advantage is its extensive and highly productive sales 

agencies. The per capita GDP of the consumers in many of these markets have reached an 

inflexion point where adoption of insurance products accelerates.  

In recent years, AIA increased bancassurance distribution. In Thailand, it has displaced 

Bangkok Life Assurance (BLA) from its exclusive relationship with Bangkok Bank – a masterful 

feat considering that BLA and the bank have common shareholders. AIA’s other bank 

assurance partner in Asia is Citibank.  

AIA’s next growth phase is in China where the government has announced that foreign 

ownership caps will be removed by 2020.  The insurer will no longer be limited to its current 

five provincial-level branches in China. In February 2019, AIA entered Tianjin and Hebei where 

the addressable market size exceeds 20% of AIA’s current markets. 

http://www.dcginvest.com/
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China has one of the fastest premium growth markets in the world and will be a major driver 

for earnings growth at AIA. Since 2014 the insurance sector has expanded 18% p.a. with 

annual growth expected to continue at double digit rates till 2028.  

Outlook 

For the benefit of new investors who may be reading our Annual Letter for the first time, the 

main purpose of this section is not to forecast events nor predict near term stock movements. 

Instead, we share our thoughts on some key developments that are likely to affect the 

prospects of Asian economies and financial markets as well as the major risk factors we should 

take note of so as to be better prepared to navigate the investing landscape.  

How the two largest economic powers, US and China, get along will be the most important 

factor shaping global economic developments and financial markets for years to come. Some 

see the US-China trade conflict as part of a bigger US stratagem to contain China’s industrial 

and technological advancement.  

For now, a truce has been called on the tariff war and trade negotiations have resumed. The 

differences are however not easy to bridge and both sides may dig in their heels for a 

protracted fight. Meanwhile, with US elections looming in November 2020, President Trump 

will be careful not to derail the economy with tariffs. The threat to impose 25% tariffs was 

thus not carried out as such tariffs will affect the average American household badly and dim 

his re-election prospects.  

Regardless of US actions, China will continue to develop its economy and technological 

capabilities.  With GDP per capita at only a quarter of the US level (and India at only 40% of 

China’s) there is ample room to extend. Harsh China bashing rhetoric and blatant attempts to 

stymie Huawei may only strengthen China’s resolve to advance and lessen its dependence on 

US technology.  

Like the US, China’s US$12 trillion economy is huge and diverse. It can grow endogenously 

regardless of external factors. Her strength lies in its huge savings, excellent infrastructure, 

and a forward-looking government that plans ahead in generational terms. The workforce is 

well-educated with an annual output of 7 million graduates in Science, Technology, 

Engineering, and Mathematics, more than the next six countries put together. Meanwhile, 

China has many tools at its disposal to counteract a severe economic slowdown. 

China’s economy is undergoing major structural changes. With a growing middle class and 

rising affluence, the consumption and service sectors will expand to occupy a larger share of 

the economy. Urbanisation is another structural trend that will continue. 

As China’s economy develops, we expect Intra-Asia trade and investment to keep pace, as in 

the last two decades. ASEAN’s 648 million people is itself a sizeable economy. For almost 

every Asian country, China is already their largest trading partner and an increasing source of 
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investments. If US companies and global MNCs want to diversify their supply chain away from 

China, Asian countries like India, Vietnam, Indonesia, Malaysia and Thailand stand to benefit.  

Like China, the middle-class consumer in ASEAN and India has become a significant part of 

the economy. Income levels have reached or are near levels that lead to accelerated 

consumption spending, e.g., in education, healthcare, leisure and luxury goods. 

Among key concerns, it is widely acknowledged that a global economic slowdown is on the 

cards. The extended economic expansion and near-full employment status of the US economy 

have even sparked talk of a possible US recession next year. Interest rates across a wide 

swathe of developed countries – Japan, Europe - have turned negative and the US Treasury 

yield curve almost inverted, portending anaemic economic activity ahead. This will be a 

headwind for the more export-oriented economies in Asia. On the other hand, the Fed is 

expected to cut interest rates over the coming months. This creates conditions for Asian 

central banks to also cut rates, a positive for Asian stocks. 

Another positive for Chinese equities is that global index provider MSCI has announced 

increased weighting of China A-shares in its indices from 5% to 20%. This will take place in 

equal increments in May, August and November 2019. On completion, China A-shares’ 

weighting in MSCI Emerging Markets Index rises to 3.3% from 0.7% currently. 

In terms of valuation, Asia remains relatively inexpensive. The chart below shows the price-

to-book ratio of the MSCI Asia ex Japan Index from 2000 to 2019. As at July 2019, the price-

to-book ratio is half standard deviation below the long-term average. 

 

In conclusion, though we are cautious in the near term, we believe Asia remains a very 

attractive region for equity investing. Within Asia are many investible themes such as rising 

consumption (and within that, an increasing share of premium products and services), 

education, healthcare, consumer finance and infrastructure.  
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Finally, we thank you for investing with us and we look forward to meeting many of you at 

our Annual Investors’ Meeting in October. 

Postscript: DCG Investment Methodology and Cash Levels 

The DCG investment methodology begins with a careful study of individual companies’ 

business operations and financials as well as the competitive structure of their industry. We 

spend most of our time looking for attractive companies to invest in from a bottom up 

perspective. ‘Attractive’ for us means quality with reasonable valuations. We heed Charlie 

Munger’s mantra: avoid bad businesses, bad management, highly indebted companies, and 

grossly overpaying. 

There will be times when the businesses that we like may not be available at prices that we 

are prepared to buy at. In such situations, we would rather hold cash and wait. As such, our 

cash level is not necessarily an indication of our bullishness or bearishness. Rather, it is merely 

the result of our activity of adding stocks that we have found and like while cashing out of 

those that have become richly valued. 

 

Annual Investors’ Meeting 
The Annual Investors’ Meeting will be held on Thursday, 10 October 2019, at 6:30pm.  

Please mark the date in your calendar (friends are invited too). The venue this year is at Room 
801, NTUC Centre, 1 Marina Boulevard, Singapore 018989. Further details are attached. 

 

 

Daniel Chan 

Melvin Tan 

TJ Tan 

William Toh 

 

This document is not intended to constitute investment advice and should not be relied upon 
as such. Reference to specific securities is not intended to be and should not be interpreted as 
recommendation to purchase or sell such securities. Past performance is not an indication of 
future performance. 
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2019 DCG Annual Investors’ meeting 

10 October 2019, Thursday, 6.30 pm 

NTUC Centre  

Room 801, Level 8 

1 Marina Boulevard, Singapore 018989 

To attend, please email or call Ms. Diana Tung by Monday, 7th October 2019 - 

Email: dianatung@dcginvest.com  

Phone: +65 6733 7270 

 

How to get to NTUC Centre 

MRT Raffles Place MRT Exit C (Ocean Financial Centre) 

BUS OUE Bayfront @ Collyer Quay/ Opp Clifford Centre (Service Nos 10, 10e, 57, 70, 75, 100, 107, 128, 

130, 131, 162, 167, 196, 196e, 700)  

Map data: Google, Urban Redevelopment Authority 
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