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– SPONSORED POST –

As digital disruption continues to shake up 
the landscape and operating environment 

for may industries it also offers up opportuni-
ties. In the Perpetual Global Share Fund we 
have done well out of online advertising and 
transactional businesses over the years as the 
benefit from these shifting dynamics.

Businesses like Expedia, Yahoo and Qihoo 
as at 31 March 2017 made up 14% of our port-
folio allocation in the Perpetual Global Share 
Fund. We like these businesses as there is a clear 
tailwind out of traditional media expenditure 
towards digital media advertising. Companies 
that we invest in, that are directly exposed to 
this trend, are spread around the world and in-
clude Criteo - a global digital performance mar-
keting company; Alphabet - whose core assets 
are in Google, which generates search advertis-
ing; and Youtube - which generates its profits 
from online video advertising. We also invest in 
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a number of online advertising and transaction-
al businesses in China which include Zhaopin 
and Autohome. 

We have a larger proportion of our online 
advertising portal investments in China at the 
moment as the rate of growth in this region is 
much faster and the market is not as developed 
as the western world. In charts 1 and 2 you can 
see the size of digital advertising expenditure 
in China is well below the US but it is catch-
ing up and growing at a much faster rate. How-
ever, the US is still growing at a healthy clip 
and Alphabet and Criteo are benefiting from 
this trend. Alphabet and Facebook are get-
ting 70-80% of every incremental advertising 
dollar being spent on digital and their growth 
is showing no signs of slowing. We met with 
the chief executive of Colgate recently and 
discussed how South American millennials 
are spending all their time on Facebook and 
YouTube. Colgate, like most other large cor-
porates, are diverting more of their advertising 
spend to these mediums.

Online advertising portals  
in China
China and Asia have incredible prospects for 
growth over the next several decades and look 
to invest in these structurally advantaged me-
dia businesses. While we are finding it harder 
to find mispriced businesses of this kind in the 
US, we are not having trouble finding them in 
the rest of the world, especially in Asia. I have 
included a recent quote from Charlie Munger, 
who sums up China nicely: “What I like about 
China is they have some companies that are 
very strong and still selling at low prices. The 
Chinese are formidable workers and they 
make wonderful employees and there is a lot 
of strength in that system. The Chinese gov-
ernment helps its businesses, it does not behave 
like the government of India which doesn’t help 
its businesses at all. That’s what I like about 
China”1. Munger went on to say that he only 
has three investments: Berkshire Hathaway, 
Costco and an investment in a Chinese fund.

As we all know, advertising expenditure is 
shifting quickly from traditional media to on-
line and this is no different in China. In 1H16, 
while advertising declined in newspapers 
(-41%), magazines (-29%) and tv (-4%), it ac-
tually increased by 27% for online advertising.2 
There is a similar trend in the general Chinese 
economy as growth shifts from older industries 

The quote

We like these 
businesses as there 
is a clear tailwind 
out of traditional 
media expenditure 
towards digital media 
advertising.
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Chart 1. Digital advertising expenditure (USD million)

Source: Iresearch, Nomura Research, Nomura estimates

Chart 2. Digital advertising growth rates

Source: Iresearch, Nomura Research, Nomura estimates

like manufacturing to more new age service 
industries. Therefore, our focus in China has 
been in structurally growing industries such as 
consumer, healthcare and online advertising.

We invest in businesses like Zhaopin, the 
leading online employment classifieds busi-
ness in China, which has recently been bid for 
by Seek and Chinese private equity. This is 
the third bid that Zhaopin has received over 
the past year and I get the sense that we are 
nearing the end of this bidding war for our 
shares. We have every degree of respect for 
Seek and what they have managed to achieve 
in Australia and globally over the past decade 
and have every confidence that Zhaopin will 
continue to emulate this success in China. We 
have invested in Zhaopin since their initial 
public offering in mid-2014. The company’s 
2017 second quarter financial results com-
pared to its 2014 fourth quarter financial re-
sults, show that the business grew from 89.5 
million registered users and 244,000 unique 
customers back then to 130 million registered 
users and 395,000 active unique customers 
today.3 They have now overtaken the incum-
bent 51 jobs, who initially had more unique 
customers but now only has 337,000. The 
company has over US$5 million in cash, high-
lighting the strength of the balance sheet and 
given that it has the other criteria that we look 
for, being an owner-managed business (Seek 
and the Bassat brothers control the company), 
a growing business with strong free cash flow 
and a business trading at an attractive valua-
tion, it is no surprise that it has received three 
bids by private equity.

We have also done well out of Autohome, 
the leading automotive online advertising 
business in China, over the past six months 
as well as over the past five years. Autohome 
was spun out of Telstra at the end of 2013. 
We bought in during the IPO as we liked 
the business and managed to buy in at an at-
tractive valuation. The valuation quickly ran 
above what we felt was fair value in 2014 and 
we subsequently sold out. Like many of the 
companies that we have in the past invested 
in, we continued to monitor the progress of 
Autohome despite not being a shareholder in 
the business. Fortunately at the end of last 
year, we got the opportunity to buy back into 
the business at an even more attractive valua-
tion than what we paid in 2013.

Remaining true to our core value manage-
ment style, we continue to invest our client’s 
funds into well run, high quality but attrac-
tively priced companies. This disciplined ap-
proach, together with our conservative attitude 
towards managing money  has helped us navi-
gate through the markets many ups and downs, 
coupled with the quality team around me, has 
helped the Perpetual Global Share Fund deliver 
consistent performance for our investors. fs
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