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The first quarter of 2019 has been relatively kind to our portfolios. Positive performance has come 
from a variety of sources, but recovery from some of our weakest areas in 2018 has been a common 
theme: ASEAN, Egypt and our US-listed digital consumer names have all been notable pockets of 
strength so far this year. Our Chinese holdings which, despite the softness of the overall market 
generally did well last year, have continued to progress well in 2019 albeit within a much more upbeat 
scenario. Performance in India has been fairly muted ahead of next quarter’s elections. Turkey, 
Argentina and Ghana were the main EM pain points in the quarter, with Ghana perhaps the most 
impactful on our own performance (via the Africa Fund). Our exposure to Turkey is limited; and the 
only Argentinian businesses we own are, in fact, more dependent in revenue terms on Brazil. 

All our funds are up for the year-to-date, led by Global UCITS, up 13.0%, Global BVI, up 10.5% and 
Latam, up 9.8%. Asia and Africa have gained a more modest 4.6% and 0.8% respectively. 

Governance 
One of our most significant projects so far this year has been an upgrade of our ESG assessment 
framework. On the environmental and social front, we have reviewed and refreshed our selection of 
the most material issues for each sub-sector and created an assessment scale for each, which we can 
use both to compare companies and track our holdings’ progress over time. We have also resolved to 
be more demanding of ourselves when it comes to reporting our engagement with companies. We do 
still enjoy sending a strongly worded letter – please contact our team if you would like a copy of the 
example ‘Engagement Pack’ we have put together – but must improve our recording of the myriad 
other mediums of engagement we carry out each day. 

During this ESG rethink, we decided to revert to a different assessment format for governance – a 
checklist which we will happily share with holding companies in order to encourage best practice. It 
makes sense to us to separate out the ‘G’ from ‘ES’ – disclosure, metrics and stakeholders can be very 
different when we contrast these analyses. The most superficial ESG research tends to concentrate 
heavily on the last letter (often in search of a quick re-rating). We are, however, increasingly of the 
view that E/S analysis is an often overlooked, closely related subset of ‘G’. Appropriate mitigation of 
social and environmental risks should really fall under board and management oversight; governance 
frameworks are incomplete should they choose to ignore this. 

But the fact that governance is a relatively well trodden path within the ESG world does not diminish 
the value of the destination. These occasional short-term re-ratings are not unwelcome. Our own 
engagement efforts, however, are focused on securing the best possible outcomes for the firm on a 
much longer-term view. For example, we see diversity at management and board level as simply more 
likely to generate persistent long-term success than a recruitment approach which only taps into over-
represented talent pools. We do not believe immediate quotas are the answer, but have, for example, 
begun to take the default position of voting against reappointment of directors after a 10-year tenure 
(barring exceptional circumstances). Stale boards tend to reinforce a lack of diversity and to slowly 
degrade business agility. 

Perhaps the most important facet of governance analysis to us is incentivisation. Newspaper headlines 
inevitably focus on the absolute size of executive pay, which is understandable but ultimately less 
pertinent than the structure of these awards. We find incentivisation structures to be hugely 
revelatory as to the mission of the firm; and as to the extent of management’s alignment with minority 
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shareholders. Unfortunately, purely cash-based remuneration is still far too prominent across our 
portfolios and in EMs generally, which clearly does not secure optimal alignment with shareholders. 

Academics will have far more impressive data than us on an aggregate basis, but we have, in our own 
anecdotal experience, witnessed the negative outcomes that can emanate from poorly designed 
remuneration policies. Perhaps the best example is South Africa’s Famous Brands, which handsomely 
rewarded its management for top line growth, whilst totally ignoring ROCE. The result was a 
tremendously misguided acquisition in the UK, which grew sales by around a quarter, but has 
contributed to a collapse in ROCE from almost 40% to 19%. One cannot solely blame management 
incentives for a decision which received board sign-off, but nonetheless the implicit message such 
revenue-centric structures send to executives is one of ‘grow at any cost’. 

Along the same lines, arguably a company only shows itself to be truly serious about achieving 
progress on material Environmental and Social matters once these are installed as KPIs for senior 
personnel, and once a sustainability committee has been established at board level. For now, 
unfortunately, only a few global leaders such as Unilever and Brazil’s Natura make the grade here. But 
we will continue to push our holdings in this direction. 

Family Ownership 
We are often asked about assessing governance by investors who assume that the default situation in 
emerging markets is one of un-professionalised, often family-run businesses which haven’t yet made 
it ‘up the curve’ in terms of the standards we might be accustomed to in the West. Add into the mix 
state ownership, corruption, and toothless local regulators, and there appear to be endless potential 
pitfalls for minority shareholders. 

It is true that governance is, on average, much weaker and more opaque in the emerging world than 
in developed markets. The bleaker general picture, however, obscures a great many high quality, 
shareholder-aligned management teams, particularly in countries with true ‘stock market cultures’ 
such as India, South Africa and Brazil. And we must make the important distinction between 
companies whose principal shareholders or management choose to maintain poor governance 
standards, and those which have simply not yet matured to best-in-class levels. Indofood is a fine 
example of the former – this seemingly excellent Indonesian snacks business sadly goes to great 
lengths to obscure the fact that it is occasionally used as an ATM for the Salim family’s other 
properties. An understanding of each local market’s regulations is also important here – the Salims’ 
antics, for example, would raise regulatory red flags in most nations, but their consistent compliance 
with looser Indonesian rules has the potential to breed investor complacency. 

Crucially, the distinction between ‘immature’ and ‘deliberately poor’ governance standards cannot 
often be made simply through running checklists – engagement with the business and in-person 
interaction is the only way to uncover those companies which are genuinely on an upward trend, and 
to build trust in the promoter family. 

Having first made sure to check for the crucial point of alignment of interest with minority 
shareholders, we have made great gains throughout our history accompanying relatively small, family-
owned conglomerates such as Marico, Want Want and Universal Robina, on the path to greater 
business focus and capital allocation discipline; improved disclosure; and professionalisation of 
management. Over time, re-rating has tended to represent an increasingly insignificant part of this 
story – far more substantial is the uplift in core operating performance that these companies achieve 
by adopting an open, evidence-based approach. 
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This process of professionalisation is of course still ongoing for many of our holdings. At Mexico’s 
Grupo Lala, for example, in recent months we have been encouraged to see greatly improved 
disclosure; a move towards a much more rigorous and inclusive incentivisation programme (we shared 
with the company our input on its design); and a far more focused approach to capital allocation. 
Though Lala is a brand with 70 years of history and total dominance of the Mexican dairy market, it is 
still a young company in public market terms, having listed in late 2013 with the majority of shares 
still in the hands of the promoter family. 

Public in Practice, Private in Spirit
Though we welcome these specific improvements, we are also highly conscious of the need to show 
understanding of the virtues of family ownership (expertly espoused by Tom Russo here), making sure 
not to contribute to the driving out of an ‘intergenerational stewardship’ mindset in favour of the 
other extreme – a culture of quarterly EPS targets, three-year stock option plans and lack of long-term 
planning. One of the starkest examples of the dangers of such an approach was brilliantly illustrated 
in a media article in March (here) detailing the history of Aldi (the family-owned German discounter) 
disrupting a UK grocery retail market previously dominated by four listed players.  

Having opened their first UK store in 1990, it took Aldi until the 2008 financial crisis to really gain 
traction. They now have a fast-expanding 8% share of a huge profit pool; with significant scope for 
further growth, if we use the share of discounters in their home German market (over 30%) as a proxy. 
Needless to say, many public companies would not have tolerated the ‘suffering’ caused by 18 years 
of very slow progress entering a major new market. Being privately held enabled Aldi to stay true to 
its no frills, ‘own brand’-heavy operating model, rather than facing misguided stock market pressure 
to homogenise towards the very industry norms it was in the process of disrupting. 

It may seem strange for a public equity manager to be singing the praises of private companies. And 
staying public does have its advantages – chief among them accountability and access to talent. Still, 
as long-term minded, ‘constructivist’ minority shareholders, we see our goal as providing our publicly 
listed holdings with the environment in which to replicate the success of great family-owned 
businesses like Aldi, Chanel, Craigslist, Ferrero, Ikea or Mars – companies which by staying private 
have had the freedom to think truly long-term. In many ways some of the stock market veterans we 
own, with their relatively stable shareholder bases, are much closer in nature to the great privately-
held companies than those which are flipped between private equity portfolios every 5-10 years, 
having been leveraged to the hilt and forced into unnatural short-term growth targets. 

We have endeavoured to demonstrate the patience of a family member in recent months as one of 
our core holdings, Godrej Consumer, has been pretty much the only one of our Indian stocks to report 
disappointing results (the rest of their compatriots have returned to pleasingly consistent low double-
digit growth levels). This has largely been as a result of weakness in their African haircare operations. 
Clearly, not all international expansion programmes are a good idea – a failure to understand local 
tastes, regulations or sales channels can often derail even the most capable operators. In this instance, 
however, given the expertise Godrej has proven in catering to the demands of the bottom-of-the-
pyramid consumer – and the vast long-term potential of the beachhead they have established in Africa 
for introducing items from their insecticides and personal care portfolios – we trust that this is an ‘Aldi 
in the UK’ scenario and are resolved to show the patience and ‘capacity to suffer’ that would be 
available to Godrej were it still entirely in private hands. 
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New Holding: Haidilao 
Our Asia and Global Funds both made modestly sized subscriptions to the popular IPO of Chinese 
restaurant chain Haidilao in September. We have since topped up in both funds and are therefore now 
able to disclose our investment. 

Haidilao is the largest hotpot chain in China and indeed the largest restaurant group to serve any form 
of Chinese cuisine. Hotpot is a vast, fragmented category in which it is hard to ‘win’ on the basis of 
taste or food quality (though clearing a bar in terms of perceived food safety is absolutely crucial). 
Indeed, hotpot is a highly customisable form of dining which, provided ingredient quality and price is 
comparable, essentially allows the customer to create each meal according to their own taste, 
regardless of the choice of restaurant. Importantly, however, it is also an inherently social way of 
eating (best enjoyed as a family or in groups) which does not lend itself well to delivery, thus avoiding 
the risk of losing 20-30% of the value chain to the country’s increasingly popular food aggregators. 

Given the dynamics of this space, we believe Haidilao has taken the wise decision to focus, since its 
inception in 1994, on building competitive advantage in service quality rather than in food. This is 
much easier said than done in the Chinese context. As regular travellers to the region will know, the 
default experience in Chinese restaurants is generally the opposite of ‘service with a smile’. In order 
to create a customer-first culture, the company sends 15 mystery guests to each restaurant each 
quarter. Their reviews have a huge impact on both the remuneration of each store manager (who is 
also entitled to a small share of each restaurant’s profits), and their subsequent ability to participate 
financially in the opening of new outlets nearby. Each store manager is also regularly graded A, B or C 
as a result of these service quality studies – with the few C-grade managers dragged out on stage at 
annual company gatherings to explain their underperformance (we have been fortunate enough to 
witness this unique drama first hand). The emphasis is on seeking improvement as opposed to ritual 
humiliation, but nonetheless this is a chastening experience for those managers that fail to hit the 
requisite standards, and acts as a powerful motivating tool. 

Waiting staff are paid roughly 20-30% above market rates – employee turnover in the initial months 
after hiring is high, but if the uniform fits, the short-term rewards and long-term prospects for career 
progression (higher ranks are filled exclusively through internal promotions) are extremely attractive 
compared to other blue-collar opportunities. 

Such policies have clearly translated into consistently impressive levels of customer satisfaction. Our 
last sweep of the food reviews site Dianping suggested that 82% of Haidilao outlets achieved the 
maximum possible five-star rating; while the overall average was 4.85. A consumer survey conducted 
by Frost and Sullivan last year suggested that 98% of Haidilao diners would happily return; 68% eat 
there at least once a month. Customers habitually queue for up to two hours to be given a table 
(suggesting significant pent-up demand) – the provision of free snacks, drinks and even manicures in 
outside waiting areas keeps them entertained. Other customer service ‘performances’, such as the 
fuss made over children’s birthdays and the dance-like presentation of noodles, have a tendency to 
go viral – becoming valuable word-of-mouth marketing in the social media age. 

Our greatest reservation as to the investment case here concerns the execution risks associated with 
ambitious plans to increase the store footprint from 363 restaurants at IPO (of which 332 are in China) 
to, we anticipate, over 1,000 by 2022. Maintaining Haidilao’s impeccably consistent levels of service 
quality across a much larger store network will be an arduous task. But expansion will not place undue 
strain on the balance sheet. Indeed, our calculations suggest that for the moment each new restaurant 
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is achieving payback periods of just 12 months (in other words generating store-level EBIT equivalent 
to set-up capex within one year of opening). 

Of further comfort is the fact that Haidilao does not set itself arbitrary expansion targets – instead it 
grows in an organic way, dependent on the strength of local demand and the readiness of each store 
manager’s ‘mentees’ to partner with their mentor in opening a new restaurant. Should the new 
venture fail, the responsible store manager is unlikely to be invited to branch out again. In terms of 
supply chain, the Haidilao network is well served by the separately listed affiliate Yihai. Yihai’s ample 
capacity and existing supply agreements with other (not directly competitive) restaurants, should, in 
theory, allow it to cope quite painlessly with a much larger Haidilao store base. 

Returning to the theme of governance, it is worth reiterating here how rare the owner-led, 
performance-driven culture of Haidilao is in the Chinese market. Whilst superficially appealing growth 
stories are plentiful, in China we have not encountered the same depth of quality businesses with 
strong corporate cultures and alignment with minority shareholders, as we have in India. Our current 
Chinese quartet of Foshan Haitian, Vitasoy, JD.com and Haidilao are, we believe, some of the clearest 
exceptions to this rule (though we are continuing our hunt for more). All are held by both our Asia and 
Global Funds. 

5

mailto:investorrelations@arisaig.com.sg
http://www.arisaig-partners.com/


ARISAIG QUARTERLY APRIL 2019

For more information please contact investorrelations@arisaig.com.sg or visit www.arisaig-partners.com 

Disclaimer 

This document is issued by Arisaig Partners (Asia) Pte Ltd for information purposes only. Whilst Arisaig Partners (Asia) Pte Ltd 
believes that the sources of the information are reliable, none of Arisaig Partners (Asia) Pte Ltd, the Arisaig Funds, or the 
Directors of the Funds give any guarantee, representation, warranty or undertaking, either expressly or implicitly, and accepts 
no liability for the accuracy, validity, timeliness, merchantability or completeness of any information or data (whether 
prepared by Arisaig Partners (Asia) Pte Ltd or by any third party) contained in this document for any particular purpose or use 
or that the information or data will be free from error.  

This document and the information or data contained herein should not be copied or distributed to third parties without the 
written consent of Arisaig Partners (Asia) Pte Ltd. This document should not be regarded by recipients as a substitute for their 
own judgement. Any opinions expressed herein are subject to change without notice and Arisaig Partners (Asia) Pte Ltd is not 
under any obligation to update or keep current the information contained herein. This document does not constitute a 
prospectus, an offer of any shares or securities, an invitation to subscribe or purchase any shares or securities or a 
recommendation or advice in relation to any shares or securities. Shares in the Arisaig Funds are offered only on the basis of 
the information contained in the current prospectuses relating to the Funds supplemented by the latest available annual 
report of the Funds and, if published after such an annual report, the latest semi-annual report. 

No action has been or will be taken to permit the possession or distribution of this document in any jurisdiction where action 
for that purpose may be required. Accordingly, this document may not be used in any jurisdiction except under circumstances 
that will result in compliance with any applicable laws and regulations. Persons to whom the document is communicated 
should inform themselves about and observe any such restrictions. 

Please note that Arisaig Funds plc and its sub-fund, Arisaig Global Emerging Markets Consumer UCITS Fund, is not approved 
for retail distribution in all jurisdictions - we invite you to contact Arisaig Partners (Asia) Pte Ltd to receive the current status. 
Please also note that this document is not approved for distribution to retail investors. 

Performance returns shown in this document are for illustration purposes only and are hypothetical. Hypothetical pro forma 
performance should not be relied upon and does not represent, and is not necessarily indicative of, the results that may be 
achieved by an investor in the Arisaig Funds. Hypothetical pro forma performance results have inherent limitations, some of 
which are described below. One limitation is that they do not reflect actual investing and therefore do not reflect the impact 
that economic and market factors may have had on investment decisions. In fact, there may be sharp differences between 
hypothetical results and the actual record subsequently achieved. No representation is made that the Arisaig Funds will or 
are likely to achieve their objectives or results comparable to those shown or will make any profit or will be able to avoid 
incurring substantial losses. 
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United States: The shares in the Arisaig Funds have not been and will not be registered under the United States Securities Act 
of 1933, as amended (the “1933 Act”) and may not be offered or sold in the United States except in certain transactions 
exempt from the registration requirements of the 1933 Act. Each subscriber for shares that is a US person will be required to 
certify that it is an “accredited investor” (as defined in the 1933 Act) and a “qualified purchaser” (as defined in the United 
States Investment Company Act of 1940, as amended). 

European Economic Area: Subject to any applicable transitional arrangements, in member states of the European Economic 
Area (“EEA”) shares in the Arisaig Funds may only be offered or placed to the extent that (i) they are permitted to be marketed 
into the relevant EEA jurisdiction pursuant to Article 42 of the EU Alternative Investment Fund Managers Directive (as 
implemented into local law) or (ii) they may otherwise be lawfully offered or placed (including on the basis of an unsolicited 
request from a professional investor). 

United Kingdom: This document may not be passed to any person in the United Kingdom unless that person is of a kind 
described in the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005. Arisaig Partners (Asia) Pte Ltd is 
not an authorised person under the United Kingdom Financial Services and Markets Act 2000. As a result, the normal 
protections available to investors under that Act will not apply and any investment in the Arisaig Funds will not be eligible for 
the Financial Services Compensation Scheme in the UK. Past performance is not necessarily indicative of or a guarantee of 
future results. 

Switzerland: The Arisaig Funds have not been registered with the Swiss Financial Market Supervisory Authority (FINMA) and 
the shares cannot be distributed in Switzerland to non-qualified investors. Any distribution of the shares in Switzerland will 
be exclusively made to, and directed at, qualified investors, as defined in the Swiss Collective Investment Schemes Act dated 
June 23, 2006 and revised on September 28, 2012, and its implementing ordinance (“Qualified Investors”). This document 
may be made available in Switzerland solely to Qualified Investors by the Representative of the Fund in Switzerland and/or 
any authorised distributor. 

The Representative of each of Arisaig Funds in Switzerland is ARM Swiss Representatives SA, whose registered office is at 
Route du Cité-Ouest 2, 1196, Gland, Switzerland. The Paying Agent of each of Arisaig Funds in Switzerland is Banque 
Cantonale de Genève, whose registered office is at 17, Quai de l’Ile, 1204 Geneva, Switzerland. The place of performance and 
jurisdiction for shares of each of Arisaig Funds distributed in Switzerland is the registered office of the Representative. Swiss 
Qualified Investors may obtain free of charge from the Representative the Fund’s legal documentation (i.e., the relevant 
KIID(s), Fund’s Prospectus, Articles of Association, annual audited financial statements and semi-annual unaudited reports) 
as well as, if available, any marketing material. 
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