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Please provide an update on recent results 
for Davis Select Worldwide ETF. Discuss the 
current positioning:

In the first half of 2020, Davis Select Worldwide 
ETF declined by −5.87%, compared with a −6.25% 
decline of the MSCI ACWI (All Country World 
Index), an outperformance of 0.38%. The COVID-19 
pandemic and economic disruption significantly 
impacted businesses around the globe, yet we were 
generally satisfied with the performance of our 
portfolio companies through this difficult period. 
Among drivers of outperformance were many of our 
U.S. and Chinese consumer companies, including 
JD.com, Meituan Dianping, Amazon.com, Naspers, 
Facebook and New Oriental Education & Technology. 

Detractors to performance were mainly financial 
companies, including Wells Fargo and Berkshire 
Hathaway, as well as our two energy holdings, 
Ovintiv and Seven Generations Energy.

Online retail has been rapidly taking share globally, 
as we all know from how our personal shopping hab-
its have changed over time. In 2019, the online share 
of U.S. retail sales reached 11.5%, while in China, it 
is even higher at over 20%.1 While the lockdowns 
and travel bans employed to combat the spread 
of COVID-19 hurt consumer demand, they also 
accelerated the secular trends favoring e-commerce, 
working remotely and online learning, which are 
businesses where Amazon, Alibaba Group Holding, 
JD.com and New Oriental Education & Technology 
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are leaders. These consumer Internet leaders are the 
“blue chips of tomorrow” with strong moats, good 
growth prospects, cash-generative business models 
and attractive valuations.

Banks such as Wells Fargo and Capital One in the 
U.S. and international banks such as DNB in Norway, 
the Development Bank of Singapore (DBS) and 
Danske Bank in Denmark have underperformed in 
the first half of 2020. The market fears the impact of 
the looming recession on bank earnings. While loan 
losses will naturally rise in the coming recession, the 
banks are entering this recession with much higher 
capital ratios—often twice as high—as the last one 
in 2008–09. Strong balance sheets, conservative 
lending decisions in the years following the financial 
crisis and low valuations are why we see the banks 
as another area of opportunity. Wells Fargo, DNB and 
Danske Bank are all in their second century, and DBS 
was established in 1968, just three years after the 
independence of Singapore. These banks have proven 
their durability by weathering numerous recessions, 
wars and some even past global pandemics.

Comment on how portfolio construction is 
done to pursue a durable portfolio:

Building a durable portfolio requires three key 
elements. First and foremost, we want to invest 
in companies with the balance sheet and cash 
generation to weather the inevitable financial 
storms. Every recession is a reminder of the dangers 
of leverage, and we expect this one to be no different. 
Secondly, we want the long-term trends in our 
favor. Companies where time is their friend and that 
benefit from secular changes, such as those due 
to technology, consumer preferences or regulatory 
shifts, are in a position to grow their business and 
build value over time. Finally, a portfolio can stumble 
if you pay too high of a price. The attractive valuation 
of our portfolio is not only what enables us to earn 
above average returns, but is also our margin of 
safety in case the future is bleaker than forecast.

Discuss the ways our companies have 
elements of both offense and defense:

At Davis, we prioritize owning businesses that 
generate strong levels of cash flow and that can 
reinvest this cash at high rates of return. Inevitably, 
to do so requires having a competitive advantage. 
Admired brands such as New Oriental Education & 
Technology and Carrier HVAC Systems have a real 
competitive advantage, as do Amazon with its low 
cost and efficient logistics network and DBS and 
Wells Fargo with their low-cost deposit funding.
These competitive advantages have withstood 
numerous challenges over the past decades, but 
how about the future? Why do we believe these 
competitive advantages will endure?

The companies in our portfolio maintain their 
competitive advantage because they keep investing 
to widen their moat. Sitting on their laurels is not an 
option. Amazon’s Prime subscriber base, logistics 
network and cloud computing scale are formidable 
advantages, but Jeff Bezos and his team are also 
ensuring this remains the case, as they have the 
largest R&D budget of any company in the world 
at over $30 billion a year, followed by another 
holding in our portfolio in Alphabet, Inc. Amazon’s 
investments in its logistics have driven its growth by 
offering first two-day delivery, then next-day delivery 
and now same-day delivery. That’s great offense as 
it spurs demand. The COVID-19 pandemic, however, 
has also shown the power of an efficient logistics 
system to be good defense. While other retailers 
are unable to reach their customers, Amazon has 
seen its business soar, because of the efficiency of 
its network, its higher level of automation and its 
willingness to invest $4 billion in response to the 
coronarvirus challenge. As a result in the quarter 
that ended in March, while the U.S. GDP contracted 
by 5%, led by plunging consumer demand, Amazon’s 
revenues were up 26%.
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Similarly, New Oriental Education & Technology in 
China had been spending over $100 million a year 
building an online learning service. So when China 
was locked down in January and February and 
schools were closed due to COVID-19, New Oriental 
Education & Technology was able to transition all 
of its students to an online learning model, while its 
smaller competitors were forced to end classes, and 
many have since shut down. In fact, in the quarter 
that ended in February, New Oriental Education & 
Technology’s revenues grew 19%, and operating 
income was up 22%. The large investment in an 
online learning service is not only a good way to 
reach more students in lower-tier cities who want 
access to the top teachers in Beijing and Shanghai, 
but it is also a brilliant way to ensure New Oriental 
Education & Technology can continue to teach its 
students even in the midst of a global pandemic.

Discuss some of the businesses Davis Select 
Worldwide ETF owns and any notable changes 
during this period:

United Technologies (ticker UTX) has been a 
core holding of Davis Select Worldwide ETF 
since inception, and we have discussed it in past 
shareholder letters. In April of this year United 
Technologies ceased to exist as it had for over 
86 years by merging with the major defense 
contractor Raytheon and becoming known as 
Raytheon Technologies (ticker RTX), in the process 
spinning off its Carrier HVAC segment and its Otis 
Elevator business. We significantly expanded the 
Fund’s Carrier holding in the days following its spin-
off, taking advantage of heavy selling pressure and 
acquiring it a high-single digit multiple of normalized 
owner earnings and a low-to-mid-teens expected 
internal rate of return.

Carrier is a leading global HVAC, refrigeration, 
and fire and security provider. The business sells 
to both residential and commercial customers, 
and by geography is roughly evenly split between 
the U.S. and international markets. Carrier has 

particularly strong franchises in U.S. residential/light 
commercial HVAC—where it has loyal customers 
and deep distribution networks—as well as truck-
trailer/container refrigeration and fire detection and 
suppression. The company has attractive long-term 
growth prospects, supported by an increasing focus 
on indoor air quality (temperature, humidity, etc.) as 
incomes rise, increasing content due to regulatory 
mandates (e.g., around efficiency, refrigerants and 
fire detection), the drive for less waste/spoilage in 
the food cold chain and the growing demand for air 
conditioning due to global warming. The company 
is managed by UTC veteran Dave Gitlin, who brings 
cost discipline and fresh eyes to a Carrier portfolio 
no longer constrained by its corporate parent.

While the company has a sizable debt load, this 
debt is well-structured, with long maturities and a 
low weighted average cost, largely locked in with 
fixed rates. 2020 will be a tough year for Carrier, 
given delays in new equipment buying activity due 
to COVID-19, but we are not anticipating a long-
term negative impact. The crisis may even seed new 
demand, given the sharp focus on interior cooling 
among people working from home this summer and 
the growing interest in HVAC-related filtration and 
air exchange, as office buildings, hotels and stores 
prepare for a return to more normal patterns.

One of the biggest contributors to 2020 results 
has been Meituan Dianping, China’s leading 
e-commerce platform for local services, with 
over 450 million users transacting annually. The 
company’s most popular offerings include food 
delivery from local restaurants, hotel booking, 
movie ticket reservations and shared bike rentals. 
Meituan Dianping dominates the food delivery 
business in China with a 65% market share. In 
2019, 353 million users ordered $56 billion worth 
of meals, up 39% from 2018. Meituan Dianping’s 
customers have incorporated food delivery into its 
weekly routine, ordering on average 25 times a  
year. Long term, we forecast food delivery will be  
a very profitable business for Meituan Dianping, 
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with significant monetization upside (current take-
rates are low relative to global peers) and a long 
runway of growth (penetration of the restaurant 
food market is approximately 15%, and penetration 
of meal occasions is low single digits).

While an attractive business on its own, food 
delivery is also the core, highly sticky use case that 
allows the company to cross-promote its range of 
other services. The company’s cross-promotion 
strategy has proven quite successful, as Meituan 
Dianping has quickly grown to be the largest 
seller of domestic hotel room nights in China and 
a critical advertising and promotion channel for 
many brick-and-mortar businesses. Many of these 
adjacent services are already highly profitable, 
as they benefit from the user traffic generated by 
food delivery and thus have very low customer 
acquisition costs. To further take advantage of 
this dynamic and strengthen its ecosystem, the 
company continues to invest in new businesses, 
such as online grocery, which could represent 
significant upside over the long term. The company 
is trading at 35x 2021 normalized owner earnings, 
which is attractive, given the robust growth pros-
pects of even its most mature businesses and 
man agement’s track record of strong execution  
and value creation.

Please discuss your thoughts on investing  
in China:

Over the last decade, China has been the 
fastest-growing large economy in the world, 
with a compound annual growth of 10.9%, having 
surpassed Japan in 2010 to become the world’s 
second-largest economy. In addition to growing 
rapidly, the Chinese economy has evolved from 
manufacturing-focused to consumption-based. In 
2009, industry was the largest part of the GDP at 
46.2%, but by 2019, this had fallen to 39%, during 

which period the services sector, of which the 
largest part is household consumption, raced ahead 
from only 43.4% in 2009 to 53.9% by 2019.2 

Driving its economic transformation has been rapid 
urbanization and the growth of the Chinese middle 
class. Crucially, China is still in the midst of its 
transformation to a developed world economy and 
is forecast to have many years of above-average 
GDP and urbanization growth ahead. In 1978, when 
the economic reform process was launched, China’s 
urbanization rate was 17.8%, grew to 49.7% by 
2010 and today sits at 61.4%.3 As impressive as 
this rate of change is, China is still well behind the 
urbanization rates of the United States at 82.3%, 
France at 81% and Japan at 91.6%.4 (Similarly, 
China’s service sector percentage of 53.9% is still 
well behind developed economies such as the 
United States at 77%, France at 70% and Japan 
at 69%.) If, over time, China reaches a U.S.-level 
urbanization rate, that would mean 280 million more 
urban residents, adding to the ranks of the middle 
class and driving the consumer-led economy ahead.

Over this period, Chinese corporations have become 
among the world’s largest and most competitive. In 
2009, among the top global Fortune 500 companies, 
140 were American, much more than number two   
Japan with 68 and far ahead of China, which had 
only 37. Ten years later in 2019, the U.S. still  
held the top spot with 121, but China now has 119, 
and number three Japan was well back with 52.5 
American and Chinese firms dominate the global 
landscape, which in part explains why they are the 
top two locations for companies in Davis Select 
Worldwide ETF.

We believe the most attractive segment of the 
Chinese investment landscape is the consumer 
space. The consumer and services sector, as we 
have discussed, is the fastest-growing part of the 
Chinese economy, growing at an above-average rate 

2. https://www.statista.com/statistics/270325/distribution-of-gross-domestic-product-gdp-across-economic-sectors-in-china/
3. https://en.wikipedia.org/wiki/Urbanization_in_China
4. https://www.statista.com/statistics/270001/distribution-of-gross-domestic-product-gdp-across-economic-sectors-in-the-us/ 5. www.Fortune.com
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in an already fast-growing economy. Moreover, in 
the consumer space, you can often find companies 
with competitive advantages or moats, such as 
a strong brand, economies of scale and network 
effects that manifest themselves in high return 
on capital or high margins. Chinese consumer 
companies also have the benefit, much like their 
U.S. counterparts, of a large home market that 
provides them with ample opportunities to grow, 
which eventually can act as a base from which 
to start an international expansion. Moreover, 
the Chinese consumer companies we own have 
very strong balance sheets often with net cash 
positions. For example, the net cash position at  
our top holdings is substantial: Alibaba Group 
Holding ($50 billion), JD.com ($7 billion), Meituan 
Dianping ($8 billion) and New Oriental Education  
& Technology ($3 billion).

Domestically-oriented consumer companies are 
also less at risk of trade conflicts, such as the U.S.–
China retaliatory tariffs imposed in 2019 or future 
trade frictions with the U.S. and Europe. While 
exports were a key contributor to China’s economic 
growth in the past, this is no longer the case. In fact, 
over the past five years, net exports have had zero 
contribution to China’s GDP growth, while services 
in 2019 were responsible for 60% of GDP growth.6 
Today, China really is a consumer-led economy.

The noise level today regarding U.S.-China relations is 
the highest it has been in over 30 years, so of course 
it bears watching. It is also true, however, that China 
has never been more important of a market for U.S. 
corporations. For example, China accounts for 17% 
of Apple’s sales and an even higher percentage of 
profits; Boeing forecasts China becoming the world’s 
largest aviation market and requiring 8,090 new 
airplanes over the next two decades (valued at nearly 
$3 trillion); and General Motors sells more cars in 
China than in the United States. The two countries 
have much more common economic interests than 
is often discussed.

Better relations between China and the U.S. would 
be preferable, but they are also dependent on the do-
mestic priorities of each country, which is difficult to 
predict. As equity investors, however, the key deter-
minant of our investment return will be the earnings 
and cash generated by these businesses over time. 
As we survey that global investment landscape, we 
believe the Chinese companies in our portfolio are 
among the most attractive businesses in the world, 
run by talented managers and trading at appealing 
valuations. Should any of these conditions change, 
however, we will adjust the portfolio accordingly. 
Today, these Chinese companies are values, but there 
will be a time when that is no longer the case, and 
Davis Select Worldwide ETF will reposition its invest-
ments. Flexibility and adaptability have always been 
hallmarks of the Davis investment approach, and 
that is especially true in a fund with a global outlook.

Looking ahead, what is your outlook for Davis 
Select Worldwide ETF:

2020 will unfortunately always be remembered as 
the year the world experienced its worst pandemic 
in over a century. The healthcare toll with over 
500,000 deaths and the economic impact with 
global GDP forecast to fall 5% is huge. It is, more-
over, an event that has affected all of us, many very 
personally, others of us by causing major disruption 
in our daily lives. 

2020 will likely be remembered, however, as the 
beginning of the period the world became much 
safer from future pandemics. Before 9/11, airports 
had security screening, but it took a major attack 
for the Transportation Security Administration (TSA) 
to be created in November 2001. Similarly, the U.S. 
banking system has long been regulated, but it took 
the financial crisis to pass the Dodd-Frank Act in 
2010, raising banks capital ratios and establishing 
an annual stress test for large banks conducted by 
the Federal Reserve. Following these events, flying  
has become much safer, and the U.S. banking  

6. www.ceic.com
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system more resilient to shocks. In some ways, we 
might have been lucky that COVID-19, while very 
infectious, is not as lethal as other epidemics, such 
as the 1918 influenza pandemic. Nonetheless, the 
traumatic experience of COVID-19 will result in bet-
ter early warning systems and better coordination of 
national healthcare systems and a more formalized 
protocol all countries can follow. These efforts, while 
not foolproof, will make the world better prepared 
for future pandemics.

The businesses in Davis Select Worldwide ETF’s 
portfolio have by and large performed well relative to 
the index during the first half of 2020, and in some 
ways just went through their own stress test of how 
they perform during a serious economic downturn 
while consumer demand is in freefall. Many of 
our top holdings, such as Alphabet, New Oriental 
Education & Technology, JD.com, Applied Materials 
and Amazon, produced outstanding results in a 
difficult environment. We have spoken about how 
the banks in the portfolio are better prepared than 
ever for the current recession. Fear of a repeat of 
the financial crisis is so high that financials are by 

many metrics cheaper than they have ever been 
relative to the overall stock market—cheaper even 
than during the financial crisis. The “blue chips of 
tomorrow” are attractive, since they are in strong 
competitive positions and benefit from secular 
tailwinds and historically cheap financials, with very 
high capital ratios and conservative loan policies; and 
they are why we are so optimistic that Davis Select 
Worldwide ETF will continue to generate long-term 
returns above the market.

We understand that in uncertain times such as 
these, it is more important than ever to be able to 
entrust your savings to an experienced and reliable 
investment manager with a strong long-term 
record. Over the 50 years since the firm’s founding, 
the Davis discipline has demonstrated an ability to 
generate above-average returns, based on in-depth 
fundamental analysis, a long-term investment 
horizon and a strong value discipline. While the 
times have changed, these fundamental principles 
are timeless and proven. We thank you for your 
continued trust and interest in Davis Select 
Worldwide ETF.
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