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Week of 5th October 2020 

What’s on our mind this week? 

Alibaba’s unstoppable growth 

Alibaba hosted its annual investor day last week. The senior management reiterated its 

long term goals and outlined three pillars to drive sustainable growth - China 

consumption, cloud computing, and globalization. Domestic consumption will grow with 

an expanding user base, increasing wallet share, better services via consumer insights, 

online-offline integration and Alipay synergy.  

Alibaba’s transaction value has reached a staggering USD 1 trillion, which represents 18% 

of China’s total consumption value, and its take rate (or commission rate) has recently 

increased to 4.5%, compared with 3.3% in 2017. Cainiao, the e-commerce logistic business 

unit will also reach positive operating cash flow in FY 2021. The cloud computing business 

will keep on benefiting from an accelerated business digitisation. AliCloud will become 

profitable in FY2021 and is expected to be a major catalyst for the stock performance 

going forward. Geopolitical tension will not change its globalisation strategy.  

The pandemic has stimulated greater demand for global trade, and Southeast Asia 

represents today the largest opportunity for Alibaba. 

Key highlights about new business units: 

• AliCloud grew to 3 million paying corporate users in fiscal year 2020, up from 1 

million in fiscal year 2017, coupled with a 24% annual revenue growth per user. 

60% of all A-share listed companies are current customers of AliCloud. AliCloud 

has been continuously expanding its market leadership in the public cloud market 

with a 9.1% global market share and a 42.4% China market share.  

• Local Services reached 290 million annual active customers at the end of fiscal year 

2020. Unit economics of the on-demand food delivery business (Ele.me) turned 

positive. Management expects local services to become a profitable business in the 

long-term, though in the near-term the company’s focus is still to build a good 

basic infrastructure. 
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• Cainiao network has seen meaningful growth with Cainiao Post’s (i.e. the last mile 

offline logistic service) parcel volume up 110% YoY and Cainiao Guo Guo’s (the 

Online logistic platform) up by 70% in June 2020. Alibaba continues to lead the 

logistics digital transformation of China, looking to grow Cainiao Post stations to 

over 200,000 in the next 2-3 years from 80,000 as of July 2020. 

• Hema, the grocery e-commerce service had 25 million annual active consumers at 

the end of June 2020. Same-store sales continue to grow rapidly, up 32% YoY. 

Online transaction value has recorded a record high of 65% in June 2020. Hema 

has been incubating new formats since early 2019, including Hema Mini and Hema 

Pick & Go. 

• The digital media business unit, Youku, saw its number of daily paying subscribers 

grow by 52% YoY in June 2020. Management expects to convert content loyalty to 

platform loyalty through a comprehensive content strategy, an enhanced 

subscriber management leveraging Alibaba’s ecosystem, and innovative 

development of short form video content and live streaming. 

There were lots of positive news about Alibaba including increasing engagement with 

users on the traditional e-commerce platforms, and a bullish profit outlook for the cloud 

computing business. Also in the longer term, the company’s major cash burning business, 

Cainiao will also turn to profit. The company’s growth path is in line with our projection 

that every year each loss-making business unit will turn to profit one by one. 

Despite its gigantic size, Alibaba keeps on growing at a fast pace as it branches out in 

numerous directions within an environment that has limited competition (especially from 

overseas companies) and that manages to turn each initiative into a profit centre.  

The share price of Alibaba has gained 36% since the start of the year. Its market 

capitalisation currently stands at USD 780 billion. It is the sixth largest market 

capitalization in the world, ranking between Facebook and Alphabet. It is the largest 

position of all our equity funds. 
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Volkswagen betting big on electric cars in China 

Volkswagen announced that the company will invest EUR15bn into electric vehicles (EV) 

in China over the next four years with Chinese joint venture partners SAIC Motor, FAW 

Group, and JAC Motors.  This EUR15bn investment is on top of the previously announced 

EUR33bn Volkswagen will be investing globally over the same period.  Volkswagen aims 

to design and manufacture 15 EV models in China and for the China market by 2025, and 

to have 35% of its offering in China consisting of electric cars by 2025.  EV sales only 

accounted for 0.8% of Volkswagen’s total sales in 2019.  China currently accounts for 

around 40% of Volkswagen’s global sales. It is the company’s largest market in the world.  

In 2019, Volkswagen sold 4.23 million vehicles in China, making up 20% of the total new 

car sales of the country.  

We see Volkswagen’s announcement as a continued vote of confidence on both the 

future China EV demand and China’s EV supply chain.  Earlier in the year, Volkswagen also 

announced two major investments into two EV-related companies in China.  One is 

Guoxuan High-Tech, in which Volkswagen bought a 26.5% stake for EUR1.1bn.  Guoxuan 

is the third largest auto battery producer in China.  Guoxuan mainly produces lithium iron 

phosphate batteries.  CATL of China and LG Chemical of South Korea are currently 

Volkswagen’s major battery suppliers for electric cars in China. The Guoxuan investment 

offers Volkswagen added flexibility to its supply chain going forward.  Volkswagen also 

invested EUR1bn by increasing its stake in the EV joint venture it has with JAC Motors 

from 50% to 75% and by acquiring 50% of JAC's parent company JAG.  Both Guoxuan and 

JAC are headquartered in Hefei, the capital city of Anhui Province. 

China officially targets an EV penetration rate of 25% of new car sales by 2025.  Currently, 

EV sales only make up around 5% of total new car sales in China, and EV sales in China 

returned to positive growth in July 2020 after a year-long drop due to a major cut in 

government subsidies in June 2019.  EV sales in China exceeded 100,000 units in August 

and was up 44% year-over-year during the month.  The top 3 EV manufacturers in August 

were SAIC GM-Wuling with 18,300 units, BYD with 14,300 units, and Tesla with 11,800 

units. 
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