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Market Review

In Q2 2019, the NAV of Panah Fund Class A Shares eased by -0.15% (net) to $154.38.1 Fund
performance was steady as volatility rocked global equity markets.

Q2 2019 proved to be a bumpy ride. The Q1 ‘risk-on’ mood stretched into April, but global equities
then sold off sharply in May on renewed trade US-China trade tensions and worries over economic
growth. Stocks then managed to stage a recovery in June as central banks around the world
adopted a more dovish tone and bond yields fell sharply. Asian equities thus ended the quarter flat-
to-down: the Bloomberg Asia Large-, Mid- & Small-Cap Net Return Index returned -0.6% during Q2,
while the Bloomberg Asia ex-Japan Large-, Mid- & Small-Cap Net Return Index fell by -1.3%.

There was a marked divergence in performance between different Asian equity markets during the
three-month period. Australia led Asian markets as the Liberal Party unexpectedly returned to
power in the May general election and as the central bank cut rates to support lacklustre growth
(+7.1% AS51). New Zealand and Thailand also posted strong gains (+5.9% NZSE; +5.6% SET).

Japan and Vietnam, on the other hand, posted lacklustre Q2 performance (-2.5% TPX; -3.1%
VNINDEX), while Chinese equities suffered as Q1 optimism over a US-China trade deal went into
reverse (-5.0% Bloomberg China Large- & Mid-Cap Index). For H1 2019 as a whole, however,
Chinese domestic stock indices stayed ahead of the pack (+23.2% SZCOMP, +19.5% SHCOMP)
thanks to strong Q1 gains. At the other end of spectrum, a handful of countries saw negative
returns in the first half of the year, namely Sri Lanka, Pakistan and Malaysia (-11.2% CSEALL; -8.5%
KSE100; -1.1% KLCI).

Asian currency returns during Q2 were also highly variable, with strong appreciation from the Thai
Baht which supported stock returns (+3.4% THB) and depreciation from the Renminbi which
further undermined weak equity performance (-2.3% CNY). Other notable Asian appreciators were
the Philippine Peso and Japanese Yen (+2.8% PHP, +2.8% JPY), while the Korean Won weakened
further (-1.6% KRW). The US Dollar remained relatively resilient, despite hints from the Federal
Reserve (the ‘Fed’) that interest rate cuts might start in July, as well as a collapse in US bond yields.

Indeed, the most notable global asset price moves in Q2 were in fixed income, as bond prices
around the world rallied sharply on growth worries and in anticipation of interest rate cuts. US 10-
year Treasury yields started the year at 2.68% but by end-H1 2019 had fallen to 2.00%, while 2-
year yields moved down from 2.49% at end-2018 to 1.75% at end-June. Various sections of the US
yield curve also inverted during H1. The moves in Australia were even more extreme, as the 10-
year yield fell from 2.32% to 1.32%, and 2-year yield from 1.90% to 0.98% over the same period.
Meanwhile, bond yields in ‘core’ Eurozone countries approached historically low, negative yields.

This sudden collapse in interest rates ignited a strong Q2 rally in gold (+9.1%). Among the precious
metals, palladium also performed well (+11.0%), although silver (+1.3%) and platinum (-1.7%)
lagged behind. In contrast, industrial metals were weak as growth and trade concerns came to the
fore (-7.6% copper; -12.0% tin; -14.6% zinc). The one exception was iron ore as supply disruptions
drove prices higher (+51.7%). The oil price was volatile, and despite a recovery rally in June, the
commodity eventually closed the quarter in negative territory (-2.8% WTI, -4.7% Brent).

Portfolio Review

Panah’s net market exposure? fell from ~75% at end-March to ~65% by end-April as we trimmed
several stocks and added hedges following strong performance during Q1. By the end of the second

1In May 2017, Panah introduced a second share class (Class B Shares); further details are available on request.

Class A shares have a longer track record, and so we reference this share class when quoting Panah performance.

2 Exposures are in ‘net equity-equivalent terms’. Net equity-equivalent exposure adjusts for volatility and relative

correlation between asset classes (commodities, bonds, FX) to express net exposure in 'equity-equivalent' terms.
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quarter of 2019, Panah’s exposure had declined further, towards ~57%. The fund’s gross market
exposure remained low and steady throughout the second quarter at ~115%. At the end of Q2, the
fund had ~13% in cash still to deploy on the long side. Given the uncertain environment, we have
found it prudent to run lower gross and net exposures and maintain slightly higher cash levels than
would normally be the case. In recent months, we have sought to reduce our exposure to more
illiquid stocks, as well as to concentrate the portfolio in our highest conviction ideas.

Positive contributions to the fund’s performance in Q2 came from just a handful of stocks: an
Australian technology company; the fund’s largest holding in a Vietnamese telecom and IT
company; and an Australian gold stock. The largest drag on returns came from another Australian
gold stock, which reported disappointing results. Two long positions in Japan - in a fisheries
company and an entertainment equipment manufacturer - also fell during the quarter, and various
other short stock positions also provided a modest headwind to returns.

Portfolio Positioning

At the end of Q2 2019, Panah’s two largest investments, both in Vietnam, remained unchanged: an
IT-telecom company, and an industrial conglomerate with utility investments (accounting for
10.8% and 7.3% of the fund’s NAV, respectively). The third largest position in the fund (up from
fourth place) is an Australian technology company (6.9%) which rallied during Q2. The fourth
largest position (down from third place) is the fund’s investment in a high-yielding Vietnamese gas-
fired power generator (5.4%), while in fifth place is the fund’s holding in a Vietnamese air cargo
handler (4.9%). At end-June 2019, Panah’s top five long positions summed to 35.2% of the fund'’s
NAYV, the top ten positions accounted for 53.7%, while the top 15 came to 66.3% of NAV. This
represents a small increase in concentration among the fund’s largest holdings since end-Q1.

At the end of June 2019, Panah’s largest country exposure was Vietnam, with positioning of 39.1%
gross and 23.2% net (comprising long investments in seven companies and two short positions).
The fund’s second largest geographical concentration was Australasia, with exposure of 18.8%
gross and 7.3% net (comprising three long investments and two short investments, all listed in
Australia). In third place was Japan, where exposure to stocks was 17.0% gross and 10.3% net
(consisting of six long investments and two short positions). Taiwan was the fund’s fourth largest
country exposure, with exposure of 8.2% gross and net. Separately, at end-June the fund’s exposure
to uranium-related investments? (including hedges) accounted for 9.6% of NAV.

During the second quarter of the year, Panah’s trading activity was modest. In Vietnam, we
continued to cut back our long position in a pharmaceutical company where sales growth appears
to be suffering as a result of increasing competition. Instead, we added to the fund’s four largest
holdings in Vietnam in small size. Early in the quarter, we initiated our first single stock short
position in Vietnam (on swap), in an expensive real estate company with questionable corporate
governance. We also reinitiated a hedge position on a Vietnam ETF which has historically
underperformed domestic equity indices.*

In Japan, we continued to trim one existing long holding, while we also added to three existing
holdings in small size. We also covered one of our smaller short positions on weakness. In Taiwan,
we divested of a long holding in an elevator company which seems set to face further competition
on the back of an oversupplied Chinese market. Instead, we added in small size to two existing
niche holdings. Elsewhere in Asia, we continued to trim our position in a Korean semiconductor
equipment manufacturer as the stock price bounced but cyclical concerns continued to grow. Late
in June, we cut back exposure to one Hong Kong-listed short position on share price weakness, and

3 The case for uranium is described in detail in the Panah Fund’s most recent letter to investors, for Q1 2019.
4 This Vietnam ETF cannot hold ‘high quality’ Vietnamese stocks trading at or near the Foreign Ownership Limit
(‘FOL"), and as a result appears to have a higher exposure to companies with corporate governance issues, high
valuations, or even foreign companies with only a tangential relationship to Vietnam (e.g. a factory in the country).
A reasonable proportion of the stock holdings in the ETF are companies we would consider shorting outright
(should borrow be available); we thus expect this ETF to continue to underperform on a structural basis.
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also divested half our position in a ‘deep value’ Chinese automaker which had rallied substantially
since we initiated the position in late 2018.

During the course of Q2, we adjusted the fund’s modest exposure to precious metal stocks as a rise
in the gold price, together with stock specific factors, caused significant volatility in the sector. Our
exposure to the uranium sector grew modestly over the quarter. We trimmed an existing holding
after a strong rally, then added to another on weakness. We also increased our ‘hedges’ on the
fund’s positions in US uranium miners by adding to a position in a company which invests in
physical uranium, and also by buying call options on a major non-US producer.

The outcome of the US Section 232 petition concerning the impact of uranium exports into national
security was announced on 12 July. The result was ‘no action’, with a further Working Group
assembled to report on the entire nuclear fuel cycle (and national security) within 90 days.> This
announcement had a divergent impact on uranium stocks: US uranium miners and juniors fell,
while most uranium stocks elsewhere in the world rallied.

We expect the uranium price should continue to recover in the coming 6-12 months. US nuclear
fuel utility buyers have not been active during the last 18 months (during the Section 232 process)
and will likely start to sign uranium purchase contracts in H2 2019 given low inventory coverage.
This should support the stock prices of all uranium miners which are in production or close to it.
Moreover, in the medium- to long-term we expect robust performance for the uranium sector in
general given the tightening global supply-demand situation for yellowcake.® We continue to adjust
the fund’s exposure to uranium-related investments in line with market developments.

In terms of macro hedges, Panah adjusted currency exposures during Q2 by increasing long
exposure to the Japanese Yen, increasing short exposure to the Renminbi (as an offset to
underlying currency exposures), and reducing hedges on the Philippine Peso and Australian Dollar.
Panah currently holds a modest amount of options exposure which should allow the fund to benefit
if there is any further strength in precious metals and the Japanese Yen in the coming months, as
we anticipate that this may align with downside in equities.

Investment Strategy Review: Why invest in Asia?

Why invest in Asian equities? This might seem like a strange question for an Asian-focused fund
manager to pose. However, given the current lack of general enthusiasm?” for Asian stocks, as well
as the lacklustre performance of Asian equities over the last decade, it is not an unreasonable
question to ask.

Since the establishment of the Panah Fund almost six years ago the Bloomberg Asia Large-, Mid- &
Small-Cap Price Index (‘ASIALS’) has returned just ~25% in US Dollar-terms.8 On an annualised
basis, this equates to returns of less than ~4%. In other words, Asian equity price returns have only
just kept pace with inflation during the period.

Since I first started working in Asian fund management 12 years ago, Asian price returns have been
even worse: less than ~17% for ASIALS (an annualised return of less than ~1.3% over the period).

Of course, the picture does look slightly better if one incorporates dividends into index returns: the
Bloomberg Asia Large-, Mid- & Small-Cap Total Return Index (‘ASIALST’) has returned ~51% since
mid-2007. This provides a valuable demonstration of why it makes sense to reinvest dividends
over the long run.

Even with dividends reinvested, however, this means annualised US-Dollar returns for ‘high
growth’ Asia have been poor for the last 12 years: just ~3.5% (for ASIALST). Such returns are

5 More details can be found in the relevant White House announcement.
6 For more details on the case for uranium and the US Section 232 petition on uranium, please see the Panah Fund
letter to investors for Q1 2019.
7 Optimism concerning Asia and Emerging Markets appears to be at low ebb. See, for example, the a recent article
from the Financial Times: ‘Does investing in EM still make sense?’.
8 Panah commenced in September 2013. Performance for the indices is calculated from then to end-June 2019.
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https://www.ft.com/content/0bd159f2-937b-11e9-aea1-2b1d33ac3271

certainly not enough to compensate investors for the risk they have been taking in equities rather
than bonds.

In hindsight, in mid-2007 investors would have been far better off putting their money in US 30-
year Treasuries, which at the time were yielding ~5.3% (as they would have enjoyed both
substantial capital gains from this position, as well as a juicy yield!) Even better if investors had
possessed the foresight to invest in US equities at that juncture: despite the Great Financial Crisis,
the S&P 500 has risen +96% over the last 12 years, while the NASDAQ 100 has gained +297%.

While some readers might take issue with the somewhat arbitrary timeframes which we have
employed to demonstrate Asia’s lacklustre track-record, it is difficult to deny that regional equity
indices have produced disappointing returns for investors over a substantial period of time. This is
despite robust economic growth for the region over the same period: annual real GDP growth in
Emerging Asia has averaged ~7.4% since end-2007, and 8.1% since end-1999.°

So, if real GDP growth cannot be relied upon to drive equity returns, what does matter? This
question has profound implications for investors, as it goes to the heart of what generates
economic growth and equity returns. It also helps to address the question why and how one should
invest in Asian equities.

To light our readers’ path, we have laid out a roadmap for the Investment Strategy section of this
letter:
e First, we throw shade on the conventional wisdom which holds that population growth,
consumption and real GDP growth drive equity returns for less developed markets;
e Next, we outline the variables that do matter, in the form of an ‘equity returns matrix’;
e We then examine exactly which poor countries have got richer over the last 50 years and
see how they have managed this, focusing on exports as the key source of their success;
o Next, we present China as a case study of a successful export powerhouse, and ask which
countries are emerging as the new Asian ‘export tiger cubs’;
e We then consider the risks to the export-manufacturing growth model in the current global
trade climate, and also look at some other important factors which matter for growth; and,
¢ Finally, we conclude by answering our original question ‘why invest in Asia’, and clarify how
all of this is relevant to Panah.

What drives equity returns in developing economies?
Most investors are familiar with the standard ‘cut-and-paste’ bull case for Asian (and Emerging

Markets) equities, which goes something like this...

“Asia is the fastest-growing, most dynamic region in the world, with one-third of global
GDP and more than half the world’s population. By 2050, Asia will account for more
than half of global GDP. The growth will be driven by rapid population growth and
rabid consumption from a swelling middle class. Household debt levels will rise from
current low levels to underpin this robust domestic consumption. Infrastructure
investment will rise as urbanisation levels increase further. The economic centre of
gravity of the world will continue to shift eastwards. The 215 century belongs to Asia!”
XYZ Capital Management10

9 World Bank database, constant 2010 USD compound annual growth to end-2018 for East Asia & Pacific
(excluding high income countries).
10 This investment firm and the announcement quoted above are fictional. No identification with actual firms or
announcements (living or deceased), people, places, buildings, and products is intended or should be inferred. Any
resemblance to actual firms, living or dead, or actual announcements is purely coincidental. No animals were
harmed in the making of this announcement.
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Figure 1.1

This is a narrative driven by population growth, increasing wealth, consumption growth
and GDP growth, which will together propel Asia towards a bright future. Indeed, the ‘Asia
story’ makes for good press and allows for the creation of some impressive charts and
graphics [Figure 1.1]. The ‘demographics as destiny’ and ‘consumption calling’ story,
however, glosses over a very important point: is it really population growth, consumption
and real GDP growth which drive equity returns? Let’s consider each of these in turn.

At first glance, it might seem self-evident that population growth should boost consumption and
GDP, which will inevitably drive increases in the market value of consumer companies. On further
examination, however, the reality is more complicated. Population growth may seem like a positive
force, but is really a double-edged sword. Rapidly increasing populations compete for limited
resources, and this is just as likely to create conflict as to boost growth.

This is perhaps best illustrated by the apocryphal story of the presidents of two anonymous
nations who are both scheduled to speak at a global conference on demographics. The first
president ascends the podium to speak: “My nation has a fantastic demographic profile! A large
proportion of the population is aged between 15-35, and many workers have moved from the
countryside to urban areas, to fill the new factories in our rapidly growing manufacturing sector.”

The audience applauds and the president of the second country stands to speak: “My nation has
very challenging demographics. There are many young people between the ages of 15-35, and not
enough jobs for them all. They move to the cities and live in shantytowns with no running water. We
worry about growing poverty, environmental pressure, and the rising appeal of extremist ideologies.”
The demographics of these two nations may be similar, but their situations are very different.

Consumption dominates the GDP contribution of most developed economies. It is thus tempting to
assume that consumption has helped drive these nations to rich-country status, and that
developing countries should aspire to follow the same path. As we shall see, however, for
developing nations, consumption is not the key to wealth. Indeed, consumption in the wrong
context and to an excessive degree can be extremely destabilising for developing economies.



What about real GDP growth,!! surely there must be a link with equity returns? While this might
seem self-evident, unfortunately it is also untrue.? A growing corpus of academic studies shows no
link, or even a negative correlation between real GDP growth and equity returns in both Developed
and Emerging Markets over the course of many decades of stock market history.13

So, what does drive equity returns? In this letter, we will attempt to show that it is the successful
adoption of the ‘export-led growth model’ which has allowed a handful of developing countries
to claw their way up towards developed country status, in the process generating tremendous
nominal GDP growth, revenue increases, and equity returns. We will also show which countries
have managed to accomplish this, and which economies stand the best chance of doing so in the
near future. Unsurprisingly, almost all of them are in Asia.

The ‘equity returns matrix’

The initial step we will take in this journey is to establish that there is in fact a link between GDP
growth and equity returns. Rather than using real GDP growth in local currency terms, however, it
makes more sense to consider the link between equity returns and nominal GDP growth in US
Dollar terms. After all, stock prices are stated in nominal terms, inflation metrics and deflators can
be unreliable, and the greenback is still the basic international unit of account.'# Indeed, when we
plot US Dollar nominal GDP growth for various Asian and EM countries during the period 2000 to
mid-2019 against USD equity returns over the same period, a relationship emerges [Figure 1.2].
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Figure 1.2

So far so good, but why should USD nominal GDP growth be linked to equity returns? To answer
this question, we break down the concept of equity returns into a ‘matrix’ of several variables:

o First comes the intuitive link between nominal GDP growth (i.e., economic output) and
revenue growth for the entire corporate sector!® (as most investors know, it is hard for
companies to grow over the long-run without a tailwind from steady top-line increases);

o Raw material prices and direct labour costs then determine gross margins;

Sales, administrative and other costs affect operating profits;
o Interest costs and tax rates impact net profits;

(@]

11 Real GDP is the value of all goods and services produced by an economy, adjusted for changes in price inflation.

This is in contrast to nominal GDP, which measures economic output without any inflation adjustment.

12 For example, see these articles from The Economist (2011) and the Financial Times (2013).

13 For example, see papers and books by MSCI Barra (2010), Peter Blair Henry and Prakash Kannan (2006), Jay R.

Ritter (2005), and Dimson et al (2002).

14 High equity returns in local currency terms are also not much help if the currency is collapsing.

15 The link between nominal GDP and corporate revenues for listed companies can sometimes be tenuous, for

instance if the companies trading on the domestic stock exchange are unrepresentative of the broader economy.
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o Share issuance (or buybacks) have a direct bearing on investors’ share of earnings; and,

o The valuation multiple applied to these earnings is affected by even more factors, including
expectations for future growth, domestic liquidity and credit growth, local investment
preferences (i.e., risk aversion), corporate governance, and even the structure of the
financial system in the country in which the stock is listed (e.g. market development,
presence of institutional investors, openness of the capital account, etc.). Moreover,
earnings multiples can fluctuate wildly over brief time periods.

Given the multiple complex variables in this ‘equity returns matrix’, no wonder that it is effectively
impossible to predict equity returns in the short-run!

It is beyond the scope of this missive to consider all of these topics (otherwise, this letter would
quickly become a book). Instead, we will focus on the key point that nominal GDP in US Dollar terms
drives revenue growth for the corporate sector, which in turn is a major determinant of long-term
equity returns. Our preferred methodology is to take the empirical approach, diving into the data to
examine which countries have managed to get rich quick, and then asking how they have done so.

Which poor countries have become richer, and how?16

After World War 11, Asia consisted almost entirely of less developed nations. Since that time, a
handful of countries have managed to generate a massive amount of wealth while others have
lagged. It is possible to capture this contrast in a single chart [Figure 1.3] which compares each
nation’s US Dollar nominal GDP per capita relative to the US at two points in time, 1960 and 2016.17
Countries located above and to the left of the dotted line have managed to improve their position
relative to the US; those who sit below and right of the line have gone backwards.

USD GDP per capita by country (current $), USD GDP growth vs export growth (current $),
relative to the US (%), 1960 vs 2016 compound annual growth from 1960 to 2016
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Amid the chaos of the left-hand scatter plot [Figure 1.3], a pattern emerges. Let’s divide those
countries which have most improved their lot during the 1960-2016 period into three categories:

16 The analysis in this section of the letter owes a debt of gratitude for data and original analysis to Jonathan
Anderson of Emerging Advisors, who has championed the ‘export approach’ to understanding growth.
17 The World Bank database is the source for all country data except Taiwan (which is not available from the
World Bank). Instead, Taiwanese figures are sourced from the National Statistics Republic of Taiwan database.
The 1960 data point is plotted on the x-axis, and 2016 is on the y-axis; note the log scale. The calculations have
been performed on a per capita basis in order to exclude the impact of population growth on wealth creation. For
the handful of countries which have grown rapidly in recent decades but where 1960 data is not available, we
have plotted the relative improvement from a later year, as specified by any additional two digits in parentheses
following the relevant two-letter country code, e.g. GQ (‘62), OM (‘65), ID (‘67), VN (‘85).
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1. The Asian ‘export tigers’ (green), which have rapidly grown their wealth primarily by
relying on the export of manufactured goods - Korea, Taiwan, China, and to a lesser extent
Thailand and Vietnam;

2. The ‘entrepo6ts’ (yellow), where growth has been driven by manufacturing and an
additional strong contribution from the provision of trade and financial services - Hong
Kong and Singapore, and perhaps also Ireland (the ‘Celtic Tiger’18); and,

3. The resource winners (red), which have driven growth for their small populations by
leveraging their natural resource endowments, including hydrocarbons (Eq Guinea, Oman,
Norway, Qatar), diamonds (Botswana), fish (Iceland), and beaches (the Seychelles, some
Caribbean islands).

This pattern is not perfect, as some countries have been successful exporters of commodities and
manufactured goods, so fall between categories (e.g. Malaysia, Indonesia). Clearly, the picture is
also far more complex for more developed economies. Nevertheless, this analysis seems to tell a
consistent story about how poor countries have managed to become richer. In one word: exports.

Leaving aside those resource winners with small populations which have been lucky enough to
strike gold (literally or metaphorically),!” we can see that the most effective growth model for a
poor but ambitious country is to become either an export-manufacturing ‘tiger’ economy, or one of
the entrepo6ts which services the ‘export tigers’.20

This point is driven home when examining which countries in the world have managed to grow the
most rapidly in absolute US Dollar terms since 1960.21 Unsuprisingly, we see a strong relationship
between aggregate US Dollar nominal GDP growth and export growth [Figure 1.4]. The stand-out
export-growth machines are the original ‘Asian Tigers’ - Korea, Taiwan, Singapore and Hong Kong
- as well as China. (Notable mentions also go to Botswana, Indonesia, Ireland and Thailand.)??

This is the story of manufacturing in special economic zones, foreign direct investment (‘FDI’),
mass employment in factories (as governments make effective use of the country’s demographic
dividend), rising education levels, urbanisation, and a relentless scramble up the manufacturing
value chain from textiles to plastic trinkets to electronics and other light industrial products,?3
accumulating technological know-how along the way. It needs a lot of things to go right for a
country to be able to grow exports at a rapid pace. It helps if a country is located near to existing
export supply chains (i.e., proximity to market). The government of the day has to take extremely
difficult decisions that will likely not pay off for many years in the future.24

18 Note that Ireland’s growth in recent years has also been heavily distorted by foreign multinational activity.
19 Of course, not all economists believe that the untrammelled export of resources is an effective way to create

wealth. For instance, Export Dependency Theory (originating with Hans Singer and Raul Prebisch in 1949) states
that the continuous export of primary products and import of finished goods can delay economic development
and keep a country at a low level of development. Other economists such as W. Max Corden and ]. Peter Neary
have flagged the experience of the Netherlands in the 1960s (i.e., Dutch Disease). For those with an interest in
modern critiques of more orthodox trade and development theories, we also highly recommend ‘How Rich
Countries Got Rich... and Why Poor Countries Stay Poor’ by Erik S. Reinert.

20 Whether this is possible is another matter, as new ‘export tigers’ and entrepdts tend to emerge near existing
supply chains (i.e., near existing export manufacturing nations and their heavily-consuming customers).

21 We have used compound growth data for exports and nominal GDP (all in USD terms) from the World Bank for
1960-2016. This time period gives a satisfactory trade-off between adequate data history and availability.

22 The improved showing for Indonesia and Botswana in Figure 1.4 relative to Figure 1.3 can be explained by rapid
population growth in both countries (as Figure 1.3 uses per capita data).

23 Capital-intensive heavy industry and knowledge-intensive high-tech production tend to come later.

24 Note that democracy is not required for a nation to build itself into an export manufacturing powerhouse. In
fact, most of the Asian countries which have managed to build wealth over the last ~50 years through export-
driven growth were controlled by authoritarian governments at the moments when key policies were adopted.
This includes Korea and Taiwan (both of which only transitioned to democracy from 1987), China and more
recently Vietnam (both run by authoritarian ‘Communist’ regimes), and arguably also Japan (a single-party
democratic state which came under strong US influence in the early post-WW?2 years). Indeed, given the difficult
decisions and long-term time horizon required to become a strong export nation - involving mass population
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Why do exports matter?

Exports would appear to be the missing link between all countries which have managed to grow
sustainably at a rapid pace over the last ~65 years. Given that many of these countries are located
in Asia, it is perhaps unsurprising to see that Asia’s US Dollar nominal GDP growth is strongly
related to export growth [Figure 1.5]. But why do exports matter so much?

Asia: USD nominal GDP growth v export growth (%) Exports of goods and services (USD, 2009=100)
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Obviously, net exports make a direct contribution to GDP. However, this direct arithmetic
contribution?®> understates the role that exports play in the industrialisation process.2¢ There are
clearly other reasons that exports are so import for driving growth:

1. Strong export growth means high profits for exporter firms and employment for their
workers, leading to higher rates of saving and investment.

2. Technology transfers in the export sector generate substantial productivity growth, as does
the movement of workers from inefficient rural labour to modern factories.

3. A country with a strong export base can grow its GDP in US Dollar terms. This is because the
exporter can afford to import more goods and services (including machinery for factories
and goods for consumption) without creating a trade and current account imbalance, and
thus without putting unintended pressure on the local currency. This helps exporter
economies to grow without experiencing any debilitating currency crises.?”

mobilisation and significant sacrifices by the workers involved - some might argue that democracies are ata
disadvantage when it comes to adopting the challenging policies required to become a major export
manufacturing nation. For a successful ‘export tiger’, the journey towards democracy (if it happens), typically only
starts after the middle class accumulates some wealth and starts to demand more political representation.
25 GDP = Consumption, Investment, Government Spending + Net Exports (i.e, Y=C+ 1+ G + [X - M]).
26 Please note that we are not referring to industrialisation through import substitution (i.e., a policy to replace
foreign imports with domestic production). Import substitution does not work in the same way, probably because
increased savings from export earnings and rising productivity from technology transfer are not present.
27 Note that ‘export tiger’ nations often seek to intervene and slow their rate of currency appreciation against
trading partners in order to maintain export competitiveness, e.g. China 2002-12, Vietnam 2012-now. (One side
effect of this intervention is often a substantial rise in forex reserves.) It is precisely this practice of currency
intervention to sustain export growth which President Trump finds so objectionable, although many would argue
that this arrangement has historically created substantial benefits for both the US and its trading partners, who
provide cheap goods for US consumers and also recycle their savings into the US bond market, keeping yields low.
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Note that Emerging and Frontier Markets are littered with examples of countries which have tried
to grow domestic demand at a rapid pace without a strong export base. Ironically, one of the classic
signs of trouble is actually strong domestic consumption, which is often accompanied by asset price
appreciation as investors get excited about the nation’s growth trajectory. However, if consumption
is ‘running hot’ and is accompanied by widening external deficits, then reality soon catches up.

In such an economy, a consumption boom has typically sprouted amid loose credit and/or fiscal
conditions. As consumption increases, import demand also outstrips the economy’s weak export
base, which results in widening trade and current account deficits. This may be offset by capital
inflows for a short time (i.e., portfolio flows and FDI). However, when these inflows stop or reverse,
then the result is usually rapid currency depreciation. This is typically followed by weaker growth
(and asset price returns) as interest rates are hiked to choke off imprudent ‘overconsumption’. At
present, Pakistan is a classic example of an Asian economy facing such issues.28

Converting growth into equity returns: a China case study

Export powerhouse China is the most recent fully-fledged member of the Asian ‘export tigers’ club,
and so shall serve as our primary case study today. China experienced a turbulent boom-bust
market during the 1990s. Challenging reforms implemented by Premier Zhu Rongji2° during that
period culminated in China’s accession to the World Trade Organisation (‘WTO’) on 11 December
2001, which marked a new phase of China’s export-driven growth trajectory.
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Figure 1.7 Sources: World Bank, Bloomberg, AIMS Asset Mgmt Sdn Bhd

China’s export dependency (i.e., exports-to-GDP ratio) had already risen from ~6% in 1980 to
~20% by the year 2000. From WTO accession, however, it then took just 12 years for China’s
exports to increase almost tenfold to US ~$2.4t, making the country the largest exporter in the
world. It is also no coincidence that this period of rapid export growth corresponded with a brisk
increase in China’s household savings rate, from a low of ~27% in 2002 to ~39% in 2010. This
allowed the country to fund a massive program of investment, thus further supporting growth.

China’s export dependency ratio jumped from ~20% in 2000 to as high as ~36% in 2006. This
period (i.e., the grey shaded areas in [Figure 1.7]) corresponded with a sharp acceleration in

28 Pakistan has a weak export base, with an export-to-GDP ratio of just 8% (compared to Vietnam at >100%)
[Figure 1.8]. Several years of loose fiscal and monetary policy contributed to a rapid acceleration in import growth
to as high as >30% y-o0-y in mid-2017, which contributed to a blow-out in the trade deficit. The currency has lost
one-third of its value in the last 18 months, despite the central bank’s attempt to stabilize the PKR by doubling the
policy rate since September 2017 (to a current level of 13.75%). High rates have, however, starting to impact
proxy measures of consumption and imports, as well as asset markets. While a recent IMF loan might help in the
near-term, the adjustment process likely has further to go before external imbalances are corrected.
29 A story told in the two volumes of ‘The Road to Reform’ (1991-1997 and 1998-2003). More than any other
individual, Zhu Rongji was responsible for the policies which set the stage for the rise of China in the 2000s.
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revenues and earnings per share (‘EPS’) for listed companies.3? Even as the exports-to-GDP ratio
slipped after 2008, exports continued to increase in absolute US Dollar terms. Revenues and
earnings also continued to grow, displaying signs that that a ‘virtuous cycle’ had taken hold.

Equity returns from the HSCEI also increased during 2002-2007, shooting up even faster than EPS
given an uplift in valuation multiples over this period. The HSCEI price index fell (along with
revenues and earnings) during the Great Financial Crisis, then rebounded with China’s aggressive
fiscal stimulus into 2010. Since that time, however, the HSCEI has drifted sideways even as
revenues and earnings have doubled. This represents a marked derating, and just goes to show
what a large impact valuations can have on equity returns (see p.14).

Does the same relationship between exports, revenues, earnings and equity returns hold for other
countries? As far as we can tell, yes. For instance, in the case of Korea and Taiwan, a ‘second round’
of rapid export dependence increases played out over a ~15 year period from the late 1990s to
2012 as both nations moved up the value chain to heavy industrial and high-tech manufacturing.3!
Over that period, the export dependency ratio for both countries increased sharply (from ~25% to
~55% in the case of Korea, and from ~45% to ~73% for Taiwan). This period corresponded with
strong revenue and earnings growth for both stock markets, as well as high equity returns.

India’s export dependency ratio rose from 13% to 25% during the period 2002-2014 as the
country’s exports quintupled, driven by capital-intensive pharmaceutical and machinery exports
(and to a lesser extent IT outsourcing). This marked a period of massive revenue and earnings
increases for listed companies following several years of stagnation, with even higher equity
returns as valuation multiples increased.

In recent years, however, India’s exports have flatlined and the country’s export dependency ratio
has slipped to ~20%. This is a pity, as India has a large potential advantage in the form of a massive
rural workforce that might be deployed in labour-intensive manufacturing. However, it would
require substantial political willpower for this democratic nation to implement the export-growth
model which has been adopted with such great success in other more autocratic Asian nations. This
does not seem likely anytime soon. Still, even as exports tread water, we see no immediate cause
for concern. However, it does make sense to monitor India’s export competitiveness and be on the
lookout for any current account deterioration, especially given expensive equity valuations.

Vietnam and other new ‘export tiger cubs’

Given the importance of exports for revenue and earnings growth, it seems important to ask
whether any other countries in the world stand a chance of becoming the new ‘export tiger cubs’.
For if the historic pattern holds, it should be these economies which stand a high chance of
generating outsized equity returns in the long-run.

Panah investors will not be surprised to learn that Vietnam is the country which has comfortably
posted the strongest export growth in the world over the last decade [Figure 1.6], driven by labour-
intensive manufacturing of products such as textiles and electronics.32 This rapid growth has
allowed Vietnam'’s exports-to-GDP ratio to post an enormous and almost unprecedented increase
over the last two decades, from ~50% of GDP in the year 2000 to >100% in 2017 [Figure 1.8].
Other than the two trade entrepdts of Singapore and Hong Kong, Vietnam now has the highest
export dependency ratio in Asia.

30 The charts above use fundamental and price data for the Hang Seng China Enterprise Index (‘HSCEI"), as this

represents the most easily investible index for foreign investors during the period. However, the pattern also

broadly holds for the relevant onshore indices (the Shanghai and Shenzhen Composite Indices).

31 The first round of massive export dependency increases for South Korea and Taiwan, the ‘economic miracle’,

played out from the late-1960s to the late-1980s (from ~5% to 35% in Korea and from ~20% to ~55% in

Taiwan). However, we have been unable to locate revenue and earnings data for either stock market that goes

back this far, and we ask any readers who have access to this data to get in touch!

32 The case for Vietnam can be found in Panah investment letters for Q2 2015, Q2 2016, Q3 2016 and Q1 2018.
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Naturally, the absolute US Dollar value of Vietnam'’s export numbers (US $233b in 2018) pales into
insignificance compared to China (US $2.65t). However, given Vietnam’s labour cost advantage and
the gradual but positive reinforcing effect of supply chain clusters,3? it seems reasonable to expect
that Vietnam will be able to further increase its global share of light industrial exports over the next
decade, even as China’s share stagnates.34

Which other countries in the world are also becoming ‘export tiger cubs’? Nipping at the heels of
export-dynamo Vietnam are Cambodia and Bangladesh, which have also managed to grow exports
at a rapid clip over the last decade [Figure 1.6]. Of these two countries, Cambodia boasts the higher
export dependency ratio of >60%, while the relevant Bangladeshi figure is still just ~15% [Figure
1.8]; further reform and investment are required for Bangladesh to reach its potential.3>

Of these three countries, Vietnam is currently the most investible, with ~750 listed companies
boasting a combined market cap of US ~$150b.3¢ Bangladesh has half the number of stocks, with a
combined market market cap one-quarter of the size and a more limited free float. There are still
only five stocks listed on the Cambodian domestic stock exchange.3” For most investors, Vietnam
thus presents the most fertile hunting ground among the new ‘export tiger cubs’.

Risks to the export story

There are of course risks to the export story. With the US-China Trade War in full swing, one major
concern is an escalation in tensions. If the US were to take further measures to restrict Chinese
access to advanced US technology (e.g. a ban on Huawei accessing American semiconductors
and/or IP), then this would carry a real risk of delaying China’s ascent up the value chain towards
heavy industrial and high-tech manufacturing. This would not only be disruptive to China’s long-
term ambitions, but in the near-term may even cause a bifurcation in global supply chains.

Such actions (or perhaps higher US tariffs on Chinese goods), would probably not, however,
immediately cause a large swathe of China’s existing mid- to high-end export capacity to be
shuttered, given the country’s embedded manufacturing and supply chain advantages. Rising US-

33 Economists such as Michael E. Porter have claimed that geographic clusters of interconnected companies
interact to reduce inefficiencies, decrease costs, and improve economies of scale.
34 Partly by design, as China wants to move towards more high-tech manufacturing (e.g. semiconductors).
35 Thailand and Malaysia also have a solid export base, though Malaysian exports have flatlined for a decade.
36 In Vietnam there are another similar number of companies listed on the UPCOM market, although we have
excluded this ‘OTC market’ from consideration. Despite relative ease of access compared to Bangladesh and
Cambodia, Vietnam still faces challenges such as separate onshore trading accounts and restrictive FOL.
37 For those with interest, these stocks can be found on the website of the Cambodia Securities Exchange.
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China tensions may persuade more companies to build future factories in Southeast Asia rather
than in China. On balance, though, we think that any major outsourcing gains for Vietnam and other
Southeast Asian nations may take time to emerge - perhaps only after the next global recession.

Indeed, President Trump has recently created more uncertainty by widening his hit-list to include
Vietnam: “A lot of companies are moving to Vietnam, but Vietnam takes advantage of us even worse
than China... Vietnam is the single worst abuser of everybody.” This comment was followed by the
imposition of ~400% US duties on some steel re-exports from Vietnam in early July.38

The US is a significant trade partner for Vietnam, accounting for ~20% of Vietnamese exports.3°
Vietnam'’s 2018 goods trade surplus with the US was US ~$40b (in fifth place globally, after China,
Mexico, Japan and Germany). It would thus be unwise to assume plain sailing for Vietnam now that
the country is in President Trump’s crosshairs. Further US tariffs on Vietnam would no doubt
impact Vietnamese stock prices in the near-term. Nevertheless, there are good geopolitical reasons
for the US to maintain a close relationship with Southeast Asia’s fastest growing economy.*?

Changes in technology, in particular automation and robotics, have also raised interesting
questions as to whether the new ‘export tigers’ will be able to gain the same broadbased economic
advantages as their forebears did by employing cheap labour resources. Another related risk is that
advanced technology will accelerate the ‘onshoring’ trend, bringing manufacturing back to the rich
countries and thus depriving developing nations of the export-growth route to prosperity.

While these trends are gaining momentum, they do not yet appear to be anywhere near the
magnitude that would pose a threat to the current ‘export tigers’. However, we do not discount the
possibility that such concerns will become more important in the future. If so, might that mean that
the current batch of ‘export tiger cubs’ are among the last to ride the export road to riches?
Perhaps. Meanwhile, in the near-term we are doubtful that anything less than a global breakdown
in trade relations will dislodge Vietnam and the other cubs from their current trajectory.

So, are exports the only thing that matters?

This letter has talked a lot about the role of exports in driving growth and equity returns. So, is
export growth the only thing that matters? Clearly that would be an exaggeration. While exports
may be the most important macro element which helps to propel developing economies towards
developed country status, they are not the only thing that matters.

Another extremely important growth variable is increases in credit penetration, or ‘financial
deepening’. Increases in credit directly fund new investment, and if this capital is allocated
efficiently, then over time the economy will grow. Of course, in a rapidly growing ‘export tiger’
economy, rapidly-rising export earnings are an important part of the fuel that helps to power
increased credit growth, driving the financial deepening process and a virtuous development cycle.

It is beyond our remit (and expertise!) to initiate a detailed discussion in this letter concerning the
role of credit in the economy. Suffice to note that since the fall of the Soviet Union, the adoption of
property rights in (former) Communist countries, including China and Vietnam,*! has also been a
very important growth driver. Property development drives GDP growth and property can be used
as collateral for new loans by its owners, further hastening the financial deepening process.*?

Increases in credit growth, however, can be a double-edged sword. While increased credit access
for deprived consumers in poorer nations is generally seen to be a benign and even beneficial

38 As broadcast on a recent Fox News interview (26 June), and reported by Bloomberg News (3 July).

39 For a graphical breakdown, see the Observatory Project.

40 This article summarises some of the issues. Note that Vietnam has been making attempts to redress the trade

balance, for example buy buying more Boeing planes, although Boeing’s recent woes will likely delay delivery.

41 The relevant legislation in China was the fourth amendment to the constitution in 2004 and the Property Law of

2007. In Vietnam, land-use rights came with the Land Law of 1993.

42 As noted by EM Advisors, the work of development economist Hernando de Soto is also relevant in this context.

In his masterpiece ‘The Mystery of Capital’ (fortunately one of the few English-language books available in my local

Tokyo library in the early-2000s), de Soto argues that ‘dead capital’ can be brought to life by the introduction of

property rights, which allows the financially-disenfranchised to use real estate as collateral to borrow and invest.
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phenomenon in development terms, high debt levels - especially in advanced economies - are
thought to have numerous pernicious side-effects.#3 In particular, we are wary of any economy
which experiences a rapid run-up in liabilities over a short period of time, as this may point to
future problems including capital misallocation, funding mismatches and financial instability.

Clearly, exports are also less transformative for advanced economies. For the most part, these
developed nations have already climbed the development ladder by plucking the ‘low-hanging
fruit’ of export growth at some point in the past. Their export dependency has naturally declined
over time as consumption has picked up the reins of growth. For such advanced economies, a much
more complicated cocktail of productivity enhancements are required to drive future growth. (This
topic is fortunately beyond the scope of this letter!).

Sticking with the advanced economies, we would note that it is also feasible to see strong equity
returns over a sustained period even without a strong tailwind from nominal GDP and revenue
growth, for instance if one or more of the other factors in the ‘equity returns matrix’ (p.6) have a
sufficiently powerful effect. For instance, despite flat GDP for more than a decade, Japanese stock
markets have enjoyed a gradual but sustained rise over the last five years as a result of corporate
governance and improved shareholder returns.** This has manifested itself in rising dividend
distributions, reduced cross-shareholdings and more share buybacks (thereby reducing shares
outstanding and boosting EPS). Stock prices have appreciated over the period, and we believe that
improving corporate governance should continue to support equity returns in the coming decade.

A final word of warning: many of the factors mentioned in this missive - including export-led
growth and financial deepening - are factors which exert their influence over many decades. The
effect of such long-term considerations are often overwhelmed by other near-term factors such as
credit growth and the capital cycle.*> These can have a large effect on current valuation multiples
and next quarter’s profits, which impact this year’s returns!

In particular, valuation deserves a special mention. Vast reams of literature and investment
fortunes bear witness to the importance of giving sufficient respect to valuations. Once again, we
take this opportunity to reiterate that buying stocks with a sufficient margin of safety is an essential
part of the Panah investment process.4®

So, why invest in Asia? And how is this relevant to Panah?

To those readers who have managed to stay the course, we hope you have enjoyed our tour of
Asian wealth creation over the last half-century, as well as our overview of the ‘tectonic’ forces
which have pushed various economies slowly but inexorably towards their respective fates.

After a lengthy detour, we thus return to our original question: why invest in Asia?

First, over the next decade and longer, selected Asian nations are still the places where investors
are most likely to be able to enjoy a growth tailwind as the ‘export tiger cubs’ claw their way up the
wealth creation curve. Second, it should now be clear that our answer to ‘why Asia’ is not to ‘buy
Asia’ by simply investing in an index fund. As we have seen, Asian regional indices have produced
poor performance over a long period of time. At present, Vietnam seems to be the country with the
best combination of growth potential and investibility, yet the country is too small to be included in
any major Asian equity index. Third, Asia encompasses many countries which have already climbed
the development curve and are now home to developed capital markets and numerous attractive
investment opportunities. In summary, Asia is inefficient - a fact we will return to in future letters -
and it pays to be discerning on both the country and stock selection front.

It may be fascinating to ponder such fundamental questions as what makes poor countries richer,
and what drive equity returns over the long-run. Regular readers know, however, that this is not
how we spend most of our waking and working hours. The Panah portfolio is built from the

43 An increasing number of economists and studies have touched on this issue.

44 For more information on Japanese corporate governance, see the Panah letter to investors for Q2 2018.

45 For more information on the impact of the capital cycle, see the Panah letter to investors for Q1 2019.

46 For more information on our approach to valuation, see the Panah Fund letter to investors for Q3 2017.
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bottom-up, and we spend almost all of our time analysing individual companies and sectors. Macro
analysis can help by providing more context when our bottom-up analysis suggests that we should
be investing in a concentrated manner in a certain country or sector.

Vietnam is once again a case in point. Panah has been investing in Vietnam since 2014. Long stock
positions in Vietnamese stocks have consistently accounted for around one-third of Panah’s NAV.
We have chosen these companies on the basis of their business models, competitive positioning,
growth potential, balance sheets, valuations, and corporate governance. Since 2014, we have worn
down our shoe leather visiting company offices, touring plants and attending the AGMs of more
than 100 Vietnamese firms. Quite simply, we can’t find many companies in Asia with robust
business models, sustainable annual growth of >15%, strong balance sheets, good management,
high dividends, and with shares that trade at double-digit cash flow yields.*”

Collectively, Panah’s Vietnamese positions represent the fund’s largest country and currency
exposure. Our macro analysis of Vietnam suggests that export-led growth will likely continue for
some time. Moreover, the consistent threats to the country’s currency which existed during the
pre-2010 boom-bust era appear to have been mitigated by a large improvement in the balance of
payments, and by more stable inflation dynamics.#® Such analysis gives us comfort that it is not
inappropriate to maintain a large, idiosyncratic exposure to quality Vietnamese companies.

Ironically, however, Vietnam'’s export success perhaps highlights the one unavoidable risk for all
trade-dependent economies, which is the country’s vulnerability to a global economic downturn.
This, above all else, is perhaps the most relevant risk facing Vietnam at present. Investors should be
under no illusion that when global trade retrenches and the world slips into recession, then
Vietnamese stocks - just like equity markets in other countries - will be hit hard. Given the
difficulty in acquiring positions in the Vietnamese stocks that we own, we do not plan to divest our
core stock positions. Instead, we plan to rely on hedges to see us through any onslaught.

Market Outlook and Investment Implications

The global manufacturing slowdown which commenced in early 2018 finally became a
manufacturing recession during the second quarter of 2019. Despite some misplaced optimism
about a China stimulus and rebound earlier in the year, growth remains subdued. Other Emerging
Markets are also feeling the strain. In Japan and Europe, growth continues to disappoint.

The one bright spot still supporting the global economy is US domestic demand. Even this,
however, is starting to look shaky as the sugar rush of the Trump tax cuts wears off. The Fed has
promised some relief from late July in the form of at least one ‘insurance’ rate cut,*® and US
Treasury yields have been falling. Lower rates will hopefully help to support the US housing
market, auto sales, and other interest rate-sensitive sectors in the coming months. If there is no
rebound, however, then investors should probably start to prepare for a more serious downturn.

Another point of potential optimism is the extent of the manufacturing downturn over the last 18
months, as it would not be unusual to expect a restocking rebound to come soon. Mitigating factors,
however, include the extent of the excesses during the recent tech upcycle and the structural
challenges faced by the auto market. We thus suspect even if an inventory-restocking recovery
does arrive, it is likely to be muted.

The world is also facing a cacophony of uncertainties that are collectively sapping animal spirits
and undermining investment intentions. The recent relaxation in US-China trade tensions appears
to represent nothing more than a pause before both sides resume their aggressive pursuit of
mutually incompatible goals. Fed easing may support asset markets in the near-term, but it also

47 See the Q3 2018 Panabh letter for a review of Panah’s largest holding in a Vietnamese IT-telecom conglomerate.
48 See the Panah letter to investors for Q2 2016; our analysis from that time remains broadly valid.
49 The markets are currently pricing more than one rate cut, and may setting themselves up for some
disappointment. The Fed has committed to end Quantitative Tightening at the end of September. In the meantime,
however, US Dollar liquidity will likely tighten sharply over the summer once the US debt ceiling has been raised,
as the Treasury must withdraw liquidity to rebuild deposits at the Fed that were drawn down earlier this year.
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enables President Trump to pursue a more aggressive foreign policy and trade agenda. The
complexity of the global situation is compounded by the unfettered exploits of a White House with
an unorthodox understanding of economics.5? While unpredictable action may help attain near-
term negotiating goals, such behaviour causes lasting damage to social and international norms.

Indeed, President Trump’s combative nature and nativist tendencies have given risen to several
hitherto unthinkable scenarios, one of which is the sudden escalation in Japan-Korea tensions as
Japan restricts vital tech-related chemical exports to South Korea.>! In the past, US pressure would
have resulted in a swift de-escalation between these allies, although the current US administration
now appears to be either tolerant or supportive of Japan’s actions. Tensions are still rising, and we
see a non-negligible chance of significant disruption to global memory supplies over the summer.>2

Tech supply chain disruptions represent a potential unnecessary exogenous shock to the global
economy. Other wildcards for HZ include further potential US sanctions on Huawei, the Hong Kong
protests, rising Iran tensions, the possible imposition of US tariffs on European and Japanese autos
(and retaliation), and Brexit. One potential ‘positive surprise’ would be a China stimulus, although
Chinese policymakers continue to indicate they have little desire to exacerbate the country’s debt
imbalances; it would probably take a more serious deterioration in US relations for them to act.

In the first half of 2019, the promise of global monetary easing - initiated by the Fed and echoed by
other central banks with more room for manoeuvre - has given equity markets some relief. Central
banks are easing, however, because they are worried about global growth. In a best-case scenario,
this monetary relief comes in time to allow a soft landing and gentle reacceleration. Indeed, this
appears to be the scenario already being priced by US equities (although not by Asian stocks).

Any stronger rebound in growth - however unlikely that might seem at present - would no doubt
be of benefit to equities in the near-term. It would also soon lead to tighter policy from the Fed and
higher bond yields. Unfortunately, the salient lesson from H2 2018 is that the global economy and
asset markets cannot cope with positive real interest rates for any longer than a few months.

At present, bond markets are pointing to the opposite outcome, namely a high likelihood of
economic downturn. At end-June, a record US ~$13t of global debt traded with negative yields. If
the slowdown does accelerate, then the threat to equities would not come from higher rates, but
from lower growth. Indeed, the possibility of a US earnings recession in the coming quarters does
not seem outlandish.

Most major central banks have little conventional ammunition left to fight the next economic
downturn, especially in Japan and Europe where ZIRP has failed.>3 There is thus talk of introducing
more ‘unconventional’ policy to combat the next recession. ‘Modern Monetary Theory’ (‘MMT’) is
attracting some attention, although this appears to consist of little more than flimsy academic cover
for the monetisation of fiscal deficits. Some prominent hedge fund managers have come out to
support MMT, although this might be because they see this policy as the only tolerable alternative
to pitchforks and wealth confiscation.>* No wonder precious metals are performing well.

As investors may surmise, we find it hard to become enthused about the current global outlook and
suspect it is probably a fool’s errand to try to handicap the plethora of risks facing global markets.
Panah’s way to manage such uncertainties is to stay invested in our core holdings, to maintain
higher cash levels than normal, and to increase hedging.

50 For instance, President Trump appears to believe erroneously that tariffs are paid by the Chinese government
rather than US businesses and consumers. His attacks on the US trade deficit appear to indicate that he is not
aware that the reserve status of the US Dollar depends on the US running a current account deficit.
51 0On 1 July, Japan announced that it would restrict exports of various chemicals (fluorinated polyimide, resists
and hydrogen fluoride) to Korea, for what appears to be a mixture of national security concerns and because of
recent Korean legal action against Japanese corporations for abuses during WW2.
52 [t would seem as if the demand picture for tech has been distorted by the frontloading of demand by sanction-
threatened Huawei, and now also by other device-makers worried about a NAND shortage.
53 Although economists at institutions such as the IMF scramble to find alarming new ways to make ZIRP ‘work’.
54 Vox and Bloomberg have published gopod MMT summaries. Warren Mosler is a big fan of MMT, and Ray Dalio
has also weighed in. The effect of MMT would probably be similar to Jeremy Corbyn’s ‘QE for the People’.
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Our core holdings consist of companies where we have a high degree of bottom-up conviction and
see a reasonable margin of safety from strong balance sheets, attractive cash flow yields, and
sustainable dividends. Despite all the worries, the world will keep on turning, people will strive to
improve their lot, and we believe these companies should benefit. At the same time, we see the
value in holding higher levels of cash which may be deployed opportunistically if stocks are sold
down to bargain prices. Meanwhile, option hedges are still not expensive to implement, and we are
always seeking new opportunities to establish idiosyncratic short stock positions.

Given all the negativity, perhaps our most relevant concern should be that most other investors
have already been scared into cutting risk and paring market exposures. If so - and should there
also be relief on issues such as China-US tensions - then stocks may continue to climb the
proverbial wall of worry. They might even rush upwards in another ‘last hurrah’! In such a
scenario, Panah’s long positions may also rally, although the fund as a whole would likely lag the
broader markets. If the portfolio’s current configuration allows us to protect capital for investors in
the present climate, however, then we see this as an acceptable risk to run.

We wish all investors a pleasant break over the summer, wherever you may be.
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Disclaimer... This document contains general information on AIMS Asset Management Sdn Bhd (“AIMS”) and the Panah Fund (“the Fund™). This presentation
is not an offer to sell nor a solicitation of an offer to purchase interests of the Fund. AIMS reserves the right to change any terms of the offering at any time.
Offers and sales of interests in the Fund will be made only pursuant to a confidential Private Offering Memorandum, complete documentation of the relevant
Fund and in accordance with the applicable securities laws, and this presentation is qualified in its entirety by reference to such documentation, including the risk
factors and conflicts of interest disclosure set forth therein. This presentation is strictly confidential and intended exclusively for the use of the person to whom it
was delivered by the Manager. This presentation may not be reproduced or redistributed in whole or in part.

The content of this presentation is for information purposes only and is directed at institutional, professional and sophisticated investors able to understand and
accept the risks involved. It has been prepared using publicly available information, internally developed data and other sources believed to be reliable. It does
not constitute an offer or solicitation to any person in any jurisdiction to purchase or sell any investment, nor does it constitute investment advice. Whilst AIMS
has used all reasonable endeavours to ensure that the information in this presentation is accurate and up-to-date, it gives no warranties or representations as to the
reliability, accuracy and completeness of any such information. AIMS accepts no liability for any damage or loss, whether direct, indirect or consequential, in
respect of any use of or reliance on the content of this presentation. The views expressed and the information contained in this presentation may be subject to
change at any time without notice. This document is intended for the sole use of the intended recipients and its content may not be copied, published or otherwise
distributed.

Investment risks... An investment in the Fund is speculative and involves a high degree of risk. Past performance of a fund is no indication of future
performance. Investment results may vary substantially over time and there can be no certainty that the investment objectives of the Fund will be achieved. The
Fund discussed in this presentation may not be suitable for all investors. The value of investments and the income from them cannot be guaranteed. Investors may
not get back the full amount invested. Rates of exchange may cause the value of investments to rise or fall. The assets of the Fund mentioned in this presentation
may be in a variety of currencies and currency fluctuations may therefore affect the value of an investor’s holding. Please refer to the Private Offering
Memorandum for a more comprehensive statement of risks associated with the Fund. If you require information about the suitability of the Fund, you are advised
to seek independent financial advice.

Jurisdictional notice... The material in this presentation is directed only at entities or persons in jurisdictions or countries where access to and use of this
information is not contrary to local laws or regulations. It is the responsibility of each individual investor to be aware of and to observe all applicable laws and
regulations of any relevant jurisdiction.

Information for investors in the United Kingdom... In the UK, this communication is only available to and directed at persons who are “investment
professionals” or “high net worth companies, unincorporated associations, etc.”, as defined in Article 19 and Article 49 of the FSMA 2000 (Financial Promotion)
Order 2005 (as amended). Only persons falling within these definitions are able to invest in the Panah Fund. If you do not fall within these definitions, you
should alert AIMS Asset Management of this, and should not place any reliance on this communication or act upon it. This communication has not been
approved by an authorised person in the UK.

Information for investors in Switzerland... Representative: The representative in Switzerland is PVB Pernet von Ballmoos AG, Bellerivestrasse 20, 8008
Zurich. Paying Agent: The paying agent in Switzerland is Neue Helvetische Bank, Seefeldstrasse 215, 8008 Zurich. Reference point of important documents: The
fund’s legal documents (e.g. private offering memorandum, articles of association) as well as its audited financial statements may be obtained free of charge from
the representative. Place of performance and court of jurisdiction: In respect of the units sold in and distributed from Switzerland, the place of performance and
the court of jurisdiction have been established at the registered office of the representative. Domicile of the fund: Cayman Islands.
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