COMMENTARY
April 9, 2020

Dear Clients and Colleagues:
The first quarter of 2020 may go down in history as one of the most challenging periods we have faced
as a society. We are grappling with the growing threat of COVID-19 and increasingly stringent physical
distancing measures. Millions of people around the world have lost their jobs, while others struggle
to work remotely, and in many cases also homeschool their children. In the midst of all this, global
equity markets have lost $27 trillion of value, which is close to the combined GDP of China and Europe.
We have entered uncharted territory
The global economy has never experienced such an abrupt and devastating halt as this. With billions
of people staying home to comply with physical distancing directives, grave economic casualties have
occurred, despite the waves of liquidity created by central banks and government programs.
Unfortunately, many smaller businesses may never recover, like your favourite independent coffee
shop, hairdresser or local gym. Even large international corporations will not be immune to the
economic fallout. Going into this crisis, many businesses were already highly levered, making them
particularly vulnerable in the current environment. On the other hand, companies with strong balance
sheets will not only survive, they will gain market share as their weaker rivals fall.
Looking to the second quarter, strategists and market pundits are trying to predict the “shape” of the
recovery using letters like L, U, V, and W. The upcoming earnings season will provide an early read on
the situation, but the lack of overall visibility will lead to companies suspending their guidance. This
will create a ripple effect of analysts downgrading future expected growth.
Is there a canary in the coal mine?
It is very difficult to predict black swans and all too easy to look back and identify telltale signs of
trouble. However, if we apply the mosaic theory, we can identify some threats that may be brewing.
For example, the private equity and venture capital world has benefitted from low interest rates and
extremely high leverage while paying unrealistically high multiples for many businesses.
One does not have to look far to see evidence of this negative trend in action; take Softbank’s Vision
Fund. It is known for splashy tactics, paying excessive valuations for companies and creating unicorns.
Softbank is just one of the many private equity firms engaging in risky bubble-creating behaviours.
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WeWork is the crown jewel of Softbanks Vision Fund; however, last week Softbank walked away from
a $3 billion share purchase of WeWork. This is significant as Softbank owns almost a third of WeWork.
According to the last available public data, WeWork has $18 billion in long-term lease obligations and
$1.3 billion in net debt. The company lost $2.2 billion in the first nine months of 2019. It is hard to
see how WeWork can survive over the next few months as it bleeds cash, is unable to generate new
business due to COVID-19 and may have to file for bankruptcy.
The unravelling of WeWork will cause a ripple effect through the various banks connected with the
SoftBank Vision Fund, which is highly levered. The impact will also be felt by the parent company,
SoftBank Group, given the many layers of funding and loan guarantees built into the model. SoftBank
owns shares of the Softbank Vision Fund, accounting for a third of investments; WeWorks and Uber
are the two largest SoftBank Vision Fund investments. Despite the numerous contingent liabilities,
SoftBank Group’s debt is rated as "A-" by JCRA versus Moody's "Ba3" rating. Haven’t we seen this
movie before?
What about other unicorns?
Global physical distancing measures have also impacted other unicorns, like ridesharing companies
Uber and Lyft that saw demand for their services evaporate overnight. Even dog-walking startups,
such as Rover and Wag, are feeling the pinch as people are now working from home and have time to
walk their dogs themselves. Meanwhile, the global tourism market has almost disappeared, bringing
one of its biggest disruptors, Airbnb, to its knees.
Not all startups are created equal
Amid the chaos, there are some winners in the startup space. Delivery startups like Instacart, DoorDash
and Postmates are benefitting from the current situation, and demand for their services is rising.
However, risks are high, and many of these companies are being criticized for their lack of worker
protection. After all, every trip to the outside world, from grocery shopping to ordering takeout,
increases risk to both the worker and consumer.
Back to Global Alpha
Over the last few weeks, we have written a few pieces on how our portfolio is well positioned to
navigate the current volatile environment. Here’s a synopsis of the activities at Global Alpha over the
last few weeks.
This report is provided solely for informational purposes and nothing in this document constitutes an offer or a solicitation of an offer to purchase any security. This report has no regard to the specific
investment objectives, financial situation or particular needs of any specific recipient and does not constitute a representation that any investment strategy is suitable or appropriate to a recipient’s
individual circumstances. Global Alpha Capital Management Ltd. (Global Alpha) in no case directly or implicitly guarantees the future value of securities mentioned in this document. The opinions
expressed herein are based on Global Alpha's analysis as at the date of this report, and any opinions, projections or estimates may be changed without notice. Global Alpha, its affiliates, directors,
officers and employees may sell or hold a position in securities of a company(ies) mentioned herein. The particulars contained herein were obtained from sources, which Global believes to be reliable
but Global Alpha makes no representation or warranty as to the completeness or accuracy of the information contained herein and accepts no responsibility or liability for loss or damage arising from
the receipt or use of this document or its contents.
Source: MSCI. The MSCI information may only be used for your internal use, may not be reproduced or redisseminated in any form and may not be used as a basis for or a component of any financial
instruments or products or indices. MSCI makes no express or implied warranties or implied warranties or representations and shall have no liability whatsoever with respect to any MSCI data contained
herein. This report is not approved, reviewed or produced by MSCI.
2

COMMENTARY CONT.

During normal times, we travel extensively as we strongly believe in our on-the-ground-approach to
research and market analysis. When the team is travelling, we rely heavily on email and
teleconferencing to stay connected and up to date. Our ability to work remotely in an effective manner
has been well tested and proven since the inception of the firm. While other companies are struggling
with inadequate infrastructure and protocols for working remotely, Global Alpha is ahead of the curve.
In recent weeks we have spoken to almost all our holdings. We have had in-depth conversations on
several key issues, including steps taken to protect employees, business interruption policies and cash
flow management. Given that our portfolio holdings have either no debt or very little debt, they are
extremely well-positioned to weather this storm and come out stronger on the other side. For
example, one of our largest holdings, IWG (the world’s largest provider of workspace solutions), is
poised to benefit greatly from the WeWork fiasco.
As part of our strong Environmental, Social and Governance (ESG) principles we have also suggested
to our portfolio companies that their executives take a pay cut, which we believe would send a positive
signal to employees and investors. Many of our holdings have already announced measures to reduce
compensation across the various executive layers.
Global Alpha has also taken advantage of current market volatility to add some great businesses to our
portfolios; business that are trading at large discounts to their intrinsic value. We will continue to keep
you posted via future commentaries. We thank you for your support and confidence in the Global
Alpha process, team and risk management.
Be safe and healthy and enjoy your long weekend.

The Global Alpha team
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