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TIME FOR GLOBAL

EQUITIES

The Yarra Global Share Fund is invested in the Nikko AM Global Equity Fund, which is
managed by the Global Equity Team of Nikko Asset Management Europe.

By the Global Equity Team

In times of change, new market leaders will emerge

Financial regulators like to say that past investment performance is not a clear indicator of
future performance. Yet, we investors often look to the past to gain insights into potential
future market conditions. There are patterns that can be exploited or traps that may be
avoided. However, as we head into 2024, the past may not offer the usual useful insights.

From a macro perspective, central banks’ experimentation with quantitative easing—which
provided relatively benign market conditions since the Global Financial Crisis—is being
unwound, and this “quantitative tightening” presents a new territory for policymakers and
investors. Simultaneously, we appear to be approaching a peak in monetary tightening, and
inflation appears to be in retreat, but the end game for this battle remains opaque. Recent
market actions suggest a turning point is approaching, yet when it comes to timing key events,
markets can often be wrong.

Geopolitics also offers few signs of stability. The peace dividend that has prevailed for several
decades has abruptly ended, with ongoing developments in the Middle East being the latest
addition to broader uncertainty. In addition, a series of national elections in 2024—culminating
with a possible second presidential term for Donald Trump in the US—will ensure further
drama unfolds.

With all of this in mind, investors will need to adjust their expectations, and portfolios, to
account for higher for longer interest rates, the challenges of slower economic growth, stickier
inflation, and a testing geopolitical environment. So, in this sea of uncertainty, where can we
find a stable port in which to anchor with confidence? For us, we stand by our philosophy of
Future Quality—the belief that companies which can grow, attain and sustain superior returns
on invested capital, and have all the key quality pillars in place (Franchise, Management,
Balance sheet and Valuation), will be the best candidates for capturing longer-term alpha.

While each company will embark on its own, unique journey to Future Quality, there are also
common pathways, often driven by structural requirements. Therefore, these companies are
less dependent on macro cycles, which we can leverage over the long term. These include the
following:
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Al Adoption

The emergence of artificial intelligence (Al) was a dominant market force in 2023. We were
initially hesitant about joining this party, but our subsequent research has led us to
reappraise this position. While we still believe Al contains an element of hype, it has the
potential to transform technology for the next generation. It is too early to define the long-
term winners from the new business models and use cases being inspired by Al, but there
are market leaders already benefitting from the rapid adoption of this new technology that fit
our Future Quality criteria. Over recent months, we have added Synopsys, Nvidia, and Meta
to the portfolio.

Enablers of the energy transition

There is a need to reduce humankind’s reliance on fossil fuels and create cleaner
alternatives through renewable sources of energy, but this transition is not straightforward.
Increased spending is needed to sustain existing energy production at the same time as
mitigating carbon missions. While there is a fruitful pool of investment opportunities on both
sides of this equation, the transition is heavily reliant on fiscal spending and political
support could prove to be fickle. Portfolio winners in this space have been Schneider, Linde
and Chart Industries (sold in Q3 2023).

Normalisation and structural growth in global travel

The travel industry is still in the process of recovering from pandemic-imposed restrictions,
with countries at differing stages of normalisation. Yet, when you look at the core
consumers of travel, demand remains robust. This is particularly true for younger
generations, who place greater value on “experiences”. Furthermore, a new travel cohort is
emerging from developing countries where rising gross domestic product per capita means
more people will be able to afford to travel in the future. Booking Holdings, Amadeus and
Samsonite have been positive contributors to the portfolio in 2023.

Providers and enablers of healthcare efficiency

With an ageing population, providing sufficient and efficient healthcare, as well as reducing
the cost of such services, will be one of the world’s most important challenges going
forward. In our view, this demographic test will—and has been—a great hunting ground for
investment ideas as healthcare companies innovate to deliver much-needed solutions. That
said, some subindustries within the healthcare sector have underperformed of late because
of the pandemic pulling demand forward and creating ongoing staff shortages.

We are heading into a changing world, where the more recent past can no longer be relied on
to guide our path forward. There are tools we can use to provide a greater degree of
certainty. Our Future Quality approach is designed to help us identify franchises that are set
to endure. Some of these companies may not have been in the vanguard of market
leadership over the last decade. However, in this instance, we can more reliably believe
history when it tells us that in times of change, the market leaders at the start are rarely the
same as the ones leading us out of it.

Contact us

Call : +61 2 8072 6300
Email : sales.au@yarracm.com

Level 19, 101 Collins Street
Melbourne VIC 3000
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Dﬁ’ Finding Future Quality companies in a new era

This material has been prepared by Nikko Asset Management Europe Ltd (NAM Europe) which is authorised and regulated in the
United Kingdom by the FCA, and is intended for viewing only by wholesale clients for the purposes of section 761G of the
Corporations Act 2001 (Cth). NAM Europe does not hold an AFS Licence. This material is issued in Australia by Yarra Capital
Management Limited (formerly Nikko AM Limited) ABN 99 003 376 252, AFSL 237563. This document may not be reproduced or
distributed to any person without the prior consent of Yarra Capital Management Limited. The information set out has been
prepared in good faith and while Yarra Capital Management Limited and its related bodies corporate (together, the “Yarra Capital
Management Group”) reasonably believe the information and opinions to be current, accurate, or reasonably held at the time of
publication, to the maximum extent permitted by law, the Yarra Capital Management Group: (a) makes no warranty as to the
content’s accuracy or reliability; and (b) accepts no liability for any direct or indirect loss or damage arising from any errors,
omissions, or information that is not up to date.

To the extent that any content set out in this document discusses market activity, macroeconomic views, industry or sector trends,
such statements should be construed as general advice only. Any references to specific securities are not intended to be a
recommendation to buy, sell, or hold such securities. Holdings may change by the time you receive this report. Portfolio holdings
may not be representative or future investments. Future portfolio holdings may not be profitable. The information should not be
deemed representative of future characteristics for the strategies listed herein. Past performance is not an indication of, and does
not guarantee, future performance. References to indices, benchmarks or other measures of relative market performance over a
specified period of time are provided for your information only and do not imply that the portfolio will achieve similar results. The
index composition may not reflect the manner in which a portfolio is constructed. Portfolio characteristics take into account risk
and return features which will distinguish them from those of the benchmark. There can be no assurance that any targets stated
in this document can be achieved. Please be advised that any targets shown are subject to change at any time and are current
as of the date of this document only. Targets are objectives and should not be construed as providing any assurance or guarantee
as to the results that may be realized in the future from investments in any asset or asset class described herein. If any of the
assumptions used do not prove to be true, results may vary substantially. These targets are being shown for informational
purposes only.

Whilst we seek to design portfolios which will reflect certain risk and return features such as sector weights and capitalization
ranges, by accepting the document as a wholesale client you are taken to understand that such characteristics of the portfolio,
as well as its volatility, may deviate to varying degrees from those of the benchmark. This is not a recommendation in relation to
any named securities or sectors and no warranty or guarantee is provided. © Yarra Capital Management, 2023.
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