
1 Comprised of all Global Equity strategies. 
2 Returns and risk measures are for the Global Plus Composite and denoted in USD. Refer to the end of the document for further information.   
3 The inception date of the Composite and the Index, the MSCI World Net Total return in USD is 1 July 2013. 
4 Calculated on a look through basis based on underlying revenue exposure of individual companies held within the portfolio – MFG defined sectors. 
5 The data is based on a representative portfolio for the strategy. Refer to end of document for further information. 
* Part year 

 

 

 

 

 

 

Portfolio Manager Hamish Douglass 

Strategy Inception Date 1 July 2013 

Total Global Equity Assets1 USD $24,568.6 million 

Total Strategy Assets  USD $2,814.9 million 

  

Composite 
MSCI World 

NTR 

MSCI World 

Qual. Mix NTR 

MSCI World 

Min. Vol. NTR 

3 Months (%) 4.6 5.5 5.7 5.6 

6 Months (%) 0.4 -3.4 -0.5 3.0 

1 Year (%) 3.9 -0.9 1.6 5.2 

Since Inception3  
(% p.a.) 

9.5 8.1 9.2 9.8 

 

  

Composite 
MSCI World 

NTR 
MSCI World 

Qual. Mix NTR 
MSCI World Min. 

Vol. NTR 

2013 (%)* 13.4 16.8 14.3 7.9 

2014 (%) 6.6 4.9 7.3 11.4 

2015 (%) 3.9 -0.9 1.6 5.2 

GICS Sector % 

Microsoft Corp Information Technology 6.8 

Visa Inc Information Technology 4.9 

Intel Corp Information Technology 4.7 

Lowe's  Consumer Discretionary 4.7 

PayPal Holdings Inc Information Technology 4.2 

Wells Fargo Financials 4.2 

Yum! Brands Inc Consumer Discretionary 4.1 

IBM Corp Information Technology 4.0 

eBay Inc Information Technology 4.0 

CVS Health Corp Consumer Staples 4.0 

 TOTAL 45.6 

 Strategy5 Index3 

Number of Holdings 26 1,643 

Return on Equity 23 14 

P/E Ratio (1 year forward) 15.5 15.7 

Interest Cover 26 10 

Debt/Equity Ratio 17 45 

Active Share 81  n/a 

Weighted Average Market Cap (USD million) 137,178  n/a 
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Volatile conditions persisted in global equity markets through 
the December quarter, reflecting a confluence of economic 

drivers. The growing dichotomy between the US and other 
G7 countries was particularly evident during the period, with 

investors showing support for US equities ahead of the major 
European, Chinese and other emerging markets. After 

delivering a strong rebound in October, investor sentiment 
gave way to concerns over global growth prospects to lead 

most major markets lower in December.  

 
In Europe, equity markets moved higher ahead of the 

European Central Bank’s (“ECB”) decision in early December 
to extend its quantitative easing program. The ECB will 

continue to inject €60 billion each month through to March 
2017 – an extra six months than earlier indicated. The 

program has also been expanded to include purchases of 
regional and local government debt. The move was 

foreshadowed by the ECB which boosted European stocks in 

October and November. Markets were also supported by a 
generally favourable economic backdrop, with consecutive 

positive prints of the manufacturing Index and the region’s 
unemployment rate which reached a four-year low.  

 
Growth momentum in the US economy continued to gather 

pace, evidenced by further strength in retail sales, house 
prices and the labour market, with net new job creation 

pushing the unemployment rate down to 5% for November. 

The strong data supported the equity market and validated 
the US Federal Reserve’s (“Fed”) anticipated official interest 

rate hike announced on 16 December. The third quarter 
corporate reporting season was buoyant, with around 74% 

of the S&P500 companies exceeding consensus earnings 
expectations. However, caution is warranted here given the 

degree of negative earnings guidance for the already 
underway Q4 reporting season. 

 

With the Fed’s first move now out of the way, considerable 
uncertainty remains around monetary policy effectiveness in 

Europe, China and Japan. With a fair degree of divergence in 
policy settings among the majors, markets are at risk of 

mispricing the trajectory of bond yields which has a flow-on 
impact on equity valuations. We retain a cautious stance for 

this reason and hold approximately 15% in cash to enhance 
the capital preservation characteristics of the portfolio. 

As of 31 December 2015, the Strategy consisted of 

investments in 25 companies, consistent with the number 

held as at 30 September 2015. The top ten investments 
represented 45.6% of the Strategy on 31 December 2015, 

while they represented 48.2% of the Strategy on 30 
September 2015. The cash position was 15.0% compared 

with 14.9% at the end of the prior quarter. 
 

The Strategy’s Technology stocks made a strong contribution 

to returns over the quarter. Microsoft was the top contributor 
with the share price benefitting from its latest quarterly 

earnings result which came in ahead of consensus. The result 
reflected continued success in execution across key business 

lines, with particularly strong performance within its 
Intelligent Cloud business which offset weaker revenues from 

Personal Computing products. The result contributed to the 
share price rising to a 15-year high. 

 

Also within the technology space, Intel contributed to 
performance on the back of its quarterly earnings release, 

which exceeded the market expectations of performance for 
computer hardware sales. The release was followed by 

favourable guidance from the company on earnings for the 
remainder of the year which further supported the share 

price. 
 

Other major contributors for the quarter included the 

Strategy’s material positions in PayPal, Visa and Lowe’s. 
PayPal has continued to gain recognition for its strong 

operational performance since its launch as a separate entity 
in July 2015, while Visa was buoyed by strong payments and 

processed transactions volumes. Lowe’s was supported by 
continued momentum within the US housing market. 

 
Detracting from returns this quarter were positions in Yum! 

Brands and IBM. Yum! Brands’ share price experienced a 

material decline following the release of its quarterly earnings 
result which was below consensus estimates. This was due to 

a sharp deterioration in trading at its Pizza Hut Casual Dining 
chain, which took investors by surprise. It added to concerns 

about its exposure to China’s slowing economic growth. This 
announcement was followed swiftly by the announcement of 

activist Keith Meister (Corvex) joining its Board and then its 
decision to split the company, separating its China operation 

into a Master Franchisee by end 2016. This was received 

positively and the stock recovered slightly towards the end of 
the period. IBM also weakened following its Q3 earnings 

release, with revenues falling below consensus expectations.  
However, the company reported strong revenue growth from 

Cloud services and Business Analytics – two of its core 
business lines. Although the company reduced earnings 

guidance for the full year, we continue to retain confidence 
in the business strategy. 

 

 PayPal is the leading global 
digital wallet and a leader in 

mobile and ecommerce 
payments. It operates a proprietary global technology 

platform that connects merchants and consumers around the 

world. PayPal has approximately 173 million active customer 
accounts. Last year, it processed over $235 billion of 

payments in nearly 4 billion transactions, 1 billion of which 
were made on mobile devices. PayPal operates across more 

than 200 markets, processing transactions in over 100 
currencies. 

PayPal allows consumers to purchase online with convenience 
and security by entering their financial information only once 

and never divulging this information to merchants. PayPal 
offers consumers flexibility of payment sources, allowing its 

digital wallet to be loaded with credit cards, debit cards and 
consumers’ transaction bank accounts. Consumers then have 

the flexibility of choosing which payment source to use to 
pay. PayPal offers merchants a convenient means of 

accepting payments and reduces online shopping cart 

abandonment by streamlining transactions. PayPal is 
particularly attractive to smaller merchants that would 

otherwise have greater difficulty and expense in obtaining 
similar payment services through banks. 



PayPal’s business model is primarily driven by payment 

volumes through its digital wallet and the spread it makes 
between negotiated acceptance fees paid by merchants (a 

percentage of each transaction) and the fees PayPal then has 
to pay to the consumers’ payment source (eg credit card 

issuers). PayPal’s operating margins are lowest when 
customers choose credit cards to pay since it has to pay 

higher credit card-related fees through to the issuer of the 
consumer’s credit card. Margins are highest when customers 

use transaction bank accounts to pay, as the fees it pays to 

banks for this are negligible. 

In July 2015, PayPal was spun out of eBay as a standalone 
company. This has created an opportunity to focus on the 

core capabilities of the business to support future success in 
an increasingly fluid competitive market. PayPal continues to 

benefit from its former parent eBay through a transitory 

service agreement that recognises their relationship is 
mutually beneficial to growing PayPal’s business as well as 

supporting the myriad of small merchants on eBay. 

A privileged payment network exposed to secular growth 

tailwinds 

PayPal is a member of a select group of global payment 

networks, alongside Visa, MasterCard and American Express.  
PayPal is the only new successful global payment network 

since the launch of MasterCard in the 1960s. It is extremely 
difficult to establish a payments network, because there 

needs to be simultaneous acceptance of the network by both 
consumers and merchants. This requires mass awareness, 

simplicity of payment, technology ubiquity, fulfilment of 
arduous customer and merchant servicing needs, as well as 

strict regulatory requirements. 

In a decades-long global trend, the means of payment 

continues to shift from cash and cheque towards electronic 

payments. This is being driven by various factors, including 

convenience, necessity as commerce shifts to online and 

public policy. This trend has a long way to go. The number of 

cash payments in many developed economies still comprises 

more than 50% of transactions and in developing countries 

more than 90% of transactions. This trend supports growth 

rates in electronic payments which are a multiple of nominal 

GDP growth. 

 

Leading the digital payment revolution 

PayPal’s competitive strength is in online payments, where it 
has built a very strong brand position with consumers and 

merchants. Indeed, it has recently been recognized as a top 
100 global brand, by Interbrand, for the first time. 

Recognition and increasing usage is reflected in 
extraordinarily high payments volume growth of 26% over 

the last year. Indeed, over the last 3 years, PayPal has 
experienced over 20% compound growth in both revenue 

and operating profit. 

PayPal continues to invest in its online and mobile 

capabilities, having purchased Braintree and Paydiant, which 
provide merchants with leading capabilities in mobile 

payments and loyalty. It is also rolling out its One Touch 
functionality globally, which further simplifies the payment 

process on all devices and operating systems. However, 
PayPal has struggled to build an offline presence, ie in 

physical stores, where the “card” networks dominate. The 

growth of mobile payments, and increasing “multi-channel” 
payments & loyalty schemes increasingly supported by large 

retailers, may help accelerate PayPal’s entry into offline. 

Competition in the payments sector is increasing, however, 

with the digital explosion of the past 15 years encouraging 

the big players of the technology sector to expand their 

capabilities in the mobile payment space. Apple Pay, 

Samsung Pay, and Android Pay are all offering mobile and in-

app payment facilities via their mobile handsets and through 

over 1,000 applications. Microsoft and Facebook also have 

plans to develop their own payment methods. These tech 

companies do not have direct payments relationships with 

consumers and merchants, rather these payment capabilities 

piggyback the existing payments infrastructure of the 

payment networks, banks and merchants. Nonetheless, they 

do compete with PayPal for transactions, particularly in the 

mobile payments area. 

 

Conclusion 

PayPal is a highly scalable business. As strong growth 
continues and PayPal benefits from its global payment 

infrastructure and customer base, we expect that, over time, 
operating margins will expand materially. 

PayPal is well placed to benefit from the secular shift to 

electronic payments, and is progressing well in the mobile 

space. It has various call options in play across the payments 

value chain, and is extending into balance sheet lending 

through its relatively small credit programs. We expect 

coming years to evidence the operating leverage within the 

business, where we anticipate margins to expand over time, 

which will drive earning growth ahead of revenue growth over 

the medium term. 



IMPORTANT NOTICE 

 

This material is being furnished to you to provide summary information regarding Magellan Asset Management Limited ‘doing business as’/‘trading as’ MFG Asset 

Management (‘MFGAM’) and an investment fund or investment strategy managed by MFGAM (‘Strategy’). No distribution of this material will be made in any 

jurisdiction where such distribution is not authorised or is unlawful. This material is not intended to constitute advertising or advice of any kind and you should 

not construe the contents of this material as legal, tax, investment or other advice.  

 

The investment program of the Strategy presented herein is speculative and may involve a high degree of risk. The Strategy is not intended as a complete 

investment program and is suitable only for sophisticated investors who can bear the risk of loss. The Strategy may lack diversification, which can increase the 

risk of loss to investors. The Strategy’s performance may be volatile. The past performance of the Strategy is not necessarily indicative of future results and no 

person guarantees the performance of the Strategy or the amount or timing of any return from it. There can be no assurance that the Strategy will achieve any 

targeted returns, that asset allocations will be met or that the Strategy will be able to implement its investment Strategy or achieve its investment objective. The 

management fees, incentive fees and allocation and other expenses of the Strategy will reduce trading profits, if any, or increase losses. The Strategy will have 

limited liquidity, no secondary market for interests in the Strategy is expected to develop and there are restrictions on an investor’s ability to withdraw and 

transfer interests in the Strategy. In making an investment decision, you must rely on your own examination of any offering documents relating to the Strategy.  

No representation or warranty, express or implied, is made with respect to the correctness, accuracy, reasonableness or completeness of any of the information 

contained in this material. This information is subject to change at any time and no person has any responsibility to update any of the information provided in 

this material. MFGAM will not be responsible or liable for any losses, whether direct, indirect or consequential, including loss of profits, damages, costs, claims or 

expenses, relating to or arising from your use or reliance upon any part of the information contained in this material including trading losses, loss of opportunity 

or incidental or punitive damages.  

 

This material is strictly confidential and is being provided to you solely for your information and must not be copied, reproduced, published, distributed, disclosed 

or passed to any other person at any time without the prior written consent of MFGAM. Any trademarks, logos, and service marks contained herein may be the 

registered and unregistered trademarks of their respective owners. Nothing contained herein should be construed as granting by implication, or otherwise, any 

licence or right to use any trademark displayed without the written permission of the owner. 

Performance is compared to the MSCI World Net Total Return Index ('Index'). The Index is a free float adjusted market capitalisation weighted index that is 

designed to measure the equity market performance of developed markets. The Index measures the price performance of these markets with the income from 

constituent dividend payments after the deduction of withholding taxes, using a tax rate applicable to non-resident institutional investors who do not benefit from 

double taxation treaties. 

 

United Kingdom - This material does not constitute an offer or inducement to engage in an investment activity under the provisions of the Financial Services and 

Markets Act 2000 (FSMA). This material does not form part of any offer or invitation to purchase, sell or subscribe for, or any solicitation of any such offer to 

purchase, sell or subscribe for, any shares, units or other type of investment product or service. This material or any part of it, or the fact of its distribution, is 

for background purposes only. This material has not been approved by a person authorised under the FSMA and its distribution in the United Kingdom and is 

only being made to persons in circumstances that will not constitute a financial promotion for the purposes of section 21 of the FSMA as a result of an exemption 

contained in the FSMA 2000 (Financial Promotion) Order 2005 as set out below. This material is exempt from the restrictions in the FSMA as it is to be strictly 

communicated only to ‘investment professionals’ as defined in Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 

(FPO).  

 

United States of America - This material is not intended as an offer or solicitation for the purchase or sale of any securities, financial instrument or product or to 

provide financial services. It is not the intention of MFGAM to create legal relations on the basis of information provided herein.  

 

GIPS® DISCLOSURE 

MFGAM claims compliance with the Global Investment Performance Standards (GIPS®). For the purpose of complying with GIPS, the Firm is defined as all 

discretionary portfolios managed by MFGAM. The Global Equity Plus composite is a concentrated global equity strategy investing in high quality companies. The 

investment objectives of the Global Equity strategy are to earn attractive risk adjusted returns through the business cycle whilst minimising the risk of a permanent 

capital loss. To achieve investment objectives, the composite may also use derivative financial instruments including, but not limited to, options, swaps, futures 

and forwards. Derivatives are subject to the risk of changes in the market price of the underlying securities instruments, and the risk of the loss due to changes 

in interest rates. The use of certain derivatives may have a leveraging effect, which may increase the volatility of the composite and may reduce its returns. A 

list of composites and descriptions, as well as policies for valuing investments, calculating performance, and preparing compliant presentations are available upon 

request by emailing data@magellangroup.com.au.  A compliant presentation can also be obtained by emailing this address.    

^ The representative portfolio is an account in the composite that closely reflects the portfolio management style of the strategy. Performance is not a 

consideration in the selection of the representative portfolio. The characteristics of the representative portfolio may differ from those of the composite and of the 

other accounts in the composite. Information regarding the representative portfolio and the other accounts in the composite is available upon request. Industry 

and Geographical Exposures are calculated on a look through basis based on underlying revenue exposure of individual companies held within the portfolio. 
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