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During the second quarter three of our four Funds inched up another few percentage points, 
continuing a good start to the year for Global and Latam, and showing steady progress in Asia. 
Frustratingly, Africa is yet to reach a real turning point, slipping back into negative territory in recent 
weeks. 

Performance for the year-to-date stands at 15.5% for Global UCITS, 13.8% for Global BVI, 14.5% in 
Latam, 6.1% in Asia and minus 2.3% in Africa. 

2019: First Half Results and Second Half Outlook 
Our Chinese quartet of Foshan Haitian, Vitasoy, JD.com and Haidilao have been among our top 
performers this year. They remained relatively resilient even as the previously buoyant Chinese 
market began to suffer amid trade war rhetoric, helped by the fact that they continued to display 
strong operating momentum throughout the macroeconomic noise. 

Even if none of the various Trump family diplomats are able to reach agreement with Xi Jinping, we 
hope to have minimised potential damage to our portfolios by avoiding the most vulnerable export-
oriented sectors, either in China or in any other emerging market. Even if GDP growth (and consumer 
sentiment) were to take a dive, it tends to be the more discretionary and cyclical sectors which suffer 
much earlier than the staples categories which still constitute the bulk of our portfolios. 

Similarly, those businesses which are consolidating fragmented categories or benefitting from a 
channel shift away from outdated modes of distribution, may in fact find this process accelerates 
during times of crisis, as economically weaker players begin to fall by the wayside. Foshan Haitian, the 
dominant player in its category yet with a market share of just 7%, is a strong example of this. 

Nonetheless, of course not all ‘second order’ effects of such a slowdown would be positive, with 
volume growth and premiumisation (up-trading) likely to drag and, in some cases, reverse. And, in the 
short-term, resilient earnings do not guarantee resilient share prices. What our holdings have no 
control over is the extent to which negative sentiment begins to bring about across-the-board derating 
of developing world stock markets and/or depreciation of emerging market currencies. 

Eventually, however, provided our companies continue to compound earnings growth at double-digit 
rates, shareholders will be amply rewarded. Our current forecasts for the Global EM portfolio suggest 
roughly 14% EPS growth over the next twelve months and indeed compounded at the same rate over 
the next five years. EPS growth forecasts for our regional funds are generally at similar mid-teens 
levels. 

Things began to look up for our Indian names in the second quarter, following a subdued start to the 
year. The re-election of Modi was of course a factor here. After the short term ‘relief rally’ that 
followed his victory, the most meaningful longer-term impact on our holdings of Modi’s re-election 
will come about if he is able to deliver on his promise of generating enough jobs to occupy the 
country’s burgeoning young working population. 

For the rest of this year, he needs to do a better job of satisfying the country’s struggling agricultural 
workers, who are dreading the prospect of a weak monsoon season after intense heatwaves and 
drought over the last few months. A centrepiece of his second term is the ‘Water for All’ programme, 
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which aims to bring piped water to all households in India by 2024, highly relevant amid the confluence 
of rapid development and the first signs of climate change challenges in India. While Modi’s first term 
generated a mixed track record when it came to ‘big bang’ legislative reforms, his specific small 
infrastructure and education programmes (e.g. ‘Clean India’) were arguably much more effective. 

MercadoLibre and Digital Consumer Businesses 
Across all our portfolios, our top performer this year has been MercadoLibre (held in Global and 
Latam). Though its core e-commerce marketplace operations continue to do well, the doubling of the 
share price so far in 2019 is, we think, more to do with the market’s recognition of the company as a 
credible ‘fintech’ disruptor of some of the most cartelised payments markets in the world. 

Indeed, MercadoLibre’s decision to raise USD2.2bn earlier this year was a show of confidence in the 
readiness of its suite of fintech products to be rolled out more aggressively in Brazil and Mexico (many 
have already gained significant traction in Argentina). The use of proceeds will therefore be heavy 
investment in recruiting more off-marketplace merchants and consumers, in order to maximise the 
company’s capture of the largest and most lucrative payments opportunity: offline transactions.  

Of course, this investment will be in the form of opex rather than capex, implying another two-to-
three-year period in which overall group profitability will be compromised in order to target this vast 
potential revenue base. We welcome the scale of ambition here and the coming of age of 
MercadoPago, which at the time of our initial investment we viewed more as an important component 
within the marketplace ecosystem, rather than a significant additional growth driver.  

One note of caution is that we are surprised the market has been so willing to embrace a strategy 
which involves sizeable, front-loaded investment with a payback period of more than two years. We 
suspect the endorsement of Paypal (which subscribed to the capital raise) and the global momentum 
behind payments businesses has helped; but it’s possible that some of the recent bandwagon-jumpers 
will be spooked by the short-term margin pressure which may result from this aggressive 
MercadoPago growth strategy. 

Three years into our first foray into the consumer digital space, we are increasingly seeing the most 
attractive digital opportunities in emerging markets arriving via these e-commerce adjacencies, rather 
than in simple 1P online retail (which is often constrained by the difficulties of logistics in the emerging 
market context). Many of our LPs who are active in the private equity space may well have already 
reached similar conclusions some time ago.  

But based on what we see in the pipeline of the private markets, we would anticipate that any future 
consumer digital allocations we make are more likely to take place in segments such as payments, 
classifieds and OTAs rather than inventory-owning retailers attempting to soak up hefty distribution 
costs with very thin gross margins. In the emerging world, the online retail opportunity may ultimately 
be more effectively captured by offline retailers that successfully insert themselves into the digital 
value chain as customer pick-up and payment points (e.g. Philippine Seven); or those predominantly 
bricks-and-mortar players which have woken up to the omnichannel opportunity and are still young 
enough not to be burdened with legacy assets, unlike their peers in the West.  

Of course, there will be exceptions – we are sticking with JD.com, which has developed genuinely 
formidable strength in end-to-end distribution. In any normal circumstances, its reach and service 
quality would be virtually impossible to replicate, though of course the near-infinite supply of capital 
to Chinese tech businesses will have to run dry at some point for this assumption to hold true. 
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And there will still be numerous potential pitfalls within the asset-light consumer digital space. The 
‘holy grail’ business model is perhaps one which establishes a moat (commonly, a network effect) 
without having to invest billions in its construction. Leading classifieds businesses have arguably 
achieved this, though the addressable market is generally much smaller than that of online retail. But 
in these asset-light spaces, competition from the American tech giants looms even larger, particularly 
outside countries where local tech ‘ecosystems’ predominate, such as China and Russia.  

Again, this may not be news to private market connoisseurs, but we suspect a bubble of sorts is 
forming among pre-IPO tech companies in both the emerging and developed world, who are assumed 
to have economic moats but which will eventually be exposed by the next wave of Softbank or Naspers 
capital to wash up on their shores. Quite rationally, these businesses may pre-empt this by rushing to 
market at inflated valuations, rather than building sustainably towards an appropriately timed (and 
priced) public listing. If they are lucky enough to have received chunky private inflows, by the time 
they arrive at IPO they are already relatively fully formed in revenue terms (if rarely in profitability). 
While we welcome the accelerating flow of consumer digital businesses into our investable universe, 
therefore, a highly selective approach is still merited, and we will not be getting carried away. 

Engagement: Dabur 
Our most fruitful engagement with a portfolio company this quarter involved Indian ayurvedic leader 
Dabur, still controlled by the fifth generation of the Burman family, who founded it in 1884. We were 
following up on two key points: Dabur’s ‘digital readiness’ following our own ‘digital audit’ of the 
company; and on the ESG front, gender diversity. Dabur has already declared ambitious targets around 
one of our key sustainability engagement topics from last year, plastics, by committing to be a plastic 
waste-free organisation by 2021. It is already working with 5,000 waste collectors across six states and 
processed 4 million kgs of post-consumer plastic waste last year. 

Unfortunately, Dabur is currently well behind both developed and emerging market peers when it 
comes to reaching satisfactory gender diversity amongst its leadership team. With depressing likeness 
to many other large Indian corporates, it has zero women in senior management (C-suite) positions. 
It has one female board member (out of 14). Women as a percentage of total employees is 6%, which 
is near the bottom of the class even for India (Godrej Consumer, for example, achieves 27%). On the 
evidence of an Indian technology conference we attended in June, sadly even younger and more 
progressive industries in South Asia are still almost universally male-dominated. 

We have some sympathy for the Dabur’s argument that placing more women in senior management 
positions (and board seats) is dependent on the emergence of qualified candidates from the pipeline, 
which is still heavily male. Dabur cannot single-handedly transform the cultural norms in India which 
drive even more women away from the workforce mid-career than is the case internationally. But it 
could be doing a better job at curating its own pipeline – for example ensuring that more of its specific 
internal functions than research (25% women) and marketing (19%) have even token levels of female 
participation, as well as proactively re-hiring women who take short career breaks for childcare. We 
are at least hearing explicit acknowledgement from Dabur that current levels of diversity are 
unsatisfactory; as well as an appreciation of the benefits of a more balanced workforce and leadership. 
This alone should be enough to drive significant progress from the current (very) low base. 

Improvement has been more immediately apparent when it comes to the company’s digital readiness. 
Here, Dabur is already implementing a strong, holistic digitalisation plan, beginning with significant 
investment in foundational infrastructure (such as an upgraded ERP and centralised database). 
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Our ‘digital audit’ exposed a significant underperformance when it came to online ‘share of voice’ last 
year – for example, Dabur Red (an oral care brand) has essentially no social media following, whereas 
Colgate India, in contrast, has half a million subscribers on YouTube and 125 million video views over 
the last six months. But Dabur’s performance in online sales channels is much better – its products 
rank highly on the key e-commerce portals, despite the demographics of its consumers (skewed rural) 
not necessarily mapping to those of ‘early adopter’ online shoppers. 

Since studies have shown that Indians already spend 30% of media consumption time online, Dabur’s 
relative spend on digital marketing (12% of the total) is still low. But this number is growing rapidly, 
with video advertising and social media spend up five times year-on-year. At the same time, Dabur is 
latching onto ‘influencers’ as a highly cost-effective marketing strategy, particularly within the 
distinctively Indian, health and wellness product categories in which the company specialises.

Consumer Health: Diagnostics 
The healthcare space has long boasted many of the characteristics we favour amongst our ‘traditional’ 
consumer investments: attractive economics (typically asset-light and high margin); a non-
discretionary nature, providing additional resilience amid downturns; strong barriers to entry through 
proprietary brands, formulations and distribution channels; and highly promising growth prospects, 
driven by domestic consumers seeking affordable, incremental improvements to their quality of life. 

Nonetheless, we have in the past found high quality healthcare investments harder to find than 
alternatives in the consumer staples space. Part of the reason is regulation – given the sensitivity of 
the healthcare category, governments are much more likely to impose price controls here than they 
are in the case of, say, cosmetics or soft drinks. The government is also likely to be a competitor or 
indeed a customer (albeit to a much more limited extent than we are used to in Europe). 

The pharmaceuticals space in emerging markets is generally light on intellectual property – most 
genuine medical breakthroughs are made in the developed world. This removes the need for us to 
become biochemistry experts attempting to second guess the value of innovation pipelines. But it also 
ensures that most listed pharmaceutical players operate in the much lower value-add generics space; 
and often with the goal of exporting to the US and European markets. This is a ruthlessly competitive 
industry, and not the sort of EM consumption growth our funds are designed to capture. 

Generics manufacturers which have developed both a CPG-like distribution advantage; as well as the 
agility to ‘win the race’ to certify post-patent molecules in their local market; are candidates for our 
funds provided they focus primarily on the domestic growth opportunity. In practice, Hypera Pharma 
in Brazil is perhaps the only company we have found that ticks all these boxes so far. We have instead 
generally favoured a simpler method of accessing the healthcare opportunity: drugstores. In the 
emerging world, pharmacy chains both capture the growing health spend, and tend to benefit from a 
significant market consolidation opportunity. 

We believe we have now found a similarly promising ‘consumer health services’ segment in the shape 
of clinical diagnostics labs, and last year made our first incursion into this space through Egypt’s 
Integrated Diagnostics Holdings (IDH) in the Africa Fund. Much like drugstore chains, diagnostics labs 
benefit from the twin tailwinds of market consolidation and structural demand growth. Consolidation 
here is driven by the weaker economics of independent players, who are more likely to fall victim to 
economic downturns and the arrival of competitors; a faster, more complete and more accurate 
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service, thanks to superior logistics and larger, more sophisticated labs; and the trustworthiness of the 
dominant brands, who will also be preferred by doctors prescribing one-off tests to their patients. 

Structural growth, meanwhile, is driven specifically in the Egyptian context by an exceptionally high 
prevalence of Hepatitis C, the tragic legacy of a historic state inoculation programme against 
schistosomiasis (resulting from the habitual re-use of syringes). Much like many other emerging 
markets, Egypt also has an increasing incidence of chronic lifestyle diseases. At the same time, test 
volumes also rise in line with wages, as low-income consumers choose to spend on healthcare for the 
first time, and those with higher disposable incomes take additional preventive tests in order to avoid 
health problems further down the line. 

Growth in test volumes is generally a win-win-win for consumer, company and government. State 
healthcare simply does not have the resources to cover everyone in need in most emerging markets, 
and the private sector goes some way to filling this void. Diagnostics tests represent a small fraction 
of overall healthcare spend and are a crucial link in the chain. Early, accurate diagnosis of health 
problems saves the patient both unnecessary suffering and higher eventual treatment costs. 

Chained diagnostics labs are a relatively high fixed cost business (encompassing the collection centres, 
central testing lab and logistics) which, beyond a certain point, begin to enjoy huge economies of scale. 
This is partly a result of fixed cost dilution. However, the relationship with suppliers is also crucial. 
Most testing machines are leased from American or European suppliers (such as Roche and Siemens) 
on a rental-reagent model – in other words, these very costly and sophisticated machines are provided 
‘free’ if the lab company commits to purchasing a minimum volume of compatible reagents from the 
same supplier. These arrangements begin to present significant discounts as testing volumes increase. 
Indeed, our calculations suggest that IDH enjoys goodwill-adjusted ROCE of 65%; we estimate that its 
incremental return on capital between 2016 and 2018 was 85%. 

Though there are a few additional names of promise in Asia and Latin America, IDH is the most 
straightforward story we have found in diagnostics in emerging markets. It is the clear national market 
leader in a country of 95 million people, with rapidly growing healthcare demand and limited state 
coverage. Its top line is progressing very well, with a five-year sales CAGR of 23%. While expansion 
cannot proceed too quickly, so as not to compromise service quality and patient safety, we believe 
there is scope for acceleration. With gross margins approaching 50%, IDH could afford to use its scale 
advantages to drive prices down further, and therefore significantly improve the number of tests per 
patient. This currently stands at four per year, a relatively low figure given the prevalence of chronic 
patients who require frequent follow-ups, as well as the tendency in more advanced markets to offer 
a ‘menu’ of tests at each visit rather than single assessments. 

As anyone gripped by the Theranos scandal will know, there is significant Silicon Valley-led investment 
and interest in ‘disrupting’ testing labs. One day such ventures may be successful, but we know that 
breakthroughs are far more likely to arrive first in the developed world. They may well require the 
collaboration of leading diagnostics brands to penetrate emerging markets. And test results 
themselves are only half of the product being offered by these chains. Consumers cannot be relied 
upon to correctly interpret test data; and for serious diseases they are likely to seek a second 
professional opinion in any case, particularly if prices remain affordable. 

Arguably the more pertinent risk, once the sector digitalises, is that of data security, as illustrated by 
the recent travails of Quest Diagnostics in the USA. At the other end of the development scale is the 
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danger of kickbacks to doctors in order to retain ‘preferred status’ as the lab to which recommended 
tests are referred (compromising objectivity in favour of financial rewards). IDH has a robust 
compliance policy in place to avoid this but recognises that it has been a problem in the past. Optimum 
patient outcome is ultimately paramount. One might take the view that even a ‘corrupt’ referral is 
better than no referral at all, particularly if it is to the most reliable and high-quality testing lab. 

Rarely, however, are businesses available to us which have such a long growth runway ahead, 
represent such an obviously positive story in terms of consumer wellbeing, and are still able to reinvest 
at such high rates of return. IDH joined our Africa portfolio last year, and further analysis of the 
consumer healthcare space is forming a core part of our initial research for the Arisaig Next Generation 
Fund. We are hoping to launch this new portfolio in 2020, focused only on proven businesses with 
strong financial returns prospects, but which also generate positive social impact as they scale.
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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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