MFG Core International Fund
(Managed Fund) (Ticker: MCSG)

A low-cost diversified global equity portfolio of 70-90 of the world's best
Fund Update: 30 June 2021

Fund Features

ARSN: 645 515 082
APIR: MGE3851AU

Performance*

• A portfolio of high-quality securities that is actively constructed and

rebalanced quarterly
• Integrated quality framework to identify companies with sustainable
competitive advantages, and with a forward-looking view to the evolution
in technology, consumer behaviour and other fundamental impacts on
businesses
• Quarterly rebalanced, and continuously monitored, to ensure relevant and
updated views on quality, value and risk
• Investors can buy or sell units on the Chi-X securities exchange like any
other listed security or apply and redeem directly with the Responsible
Entity

Fund Facts
Portfolio Manager

Vihari Ross

Structure

Global Equity Fund, A$ Unhedged

Objective

Achieve attractive risk-adjusted returns over the
medium to long term through investment in a diversified
portfolio of high quality companies

Inception

Date1

11 December 2020

Management Fee2

0.50% per annum

Buy/Sell Spread2,3

0.10%/0.10%

Minimum Investment3

AUD$10,000

Fund Size/NAV Price4

AUD $13.8 million / $3.9723 per unit

Distribution Frequency

Semi-annually

Chi-X Ticker

MCSG
Bloomberg
Thomson Reuters

iNAV tickers

Fund (%)

Index (%)**

Excess (%)

1 Month

5.2

4.6

0.6

3 Months

11.5

9.3

2.2

6 Months

14.7

16.2

-1.5

Since Inception (p.a.)

14.5

15.9

-1.4

Top 10 Positions
Company

Sector#

%

Alibaba Group Holding Ltd

Internet & eCommerce

2.8

Alphabet Inc

Internet & eCommerce

2.5

Facebook Inc

Internet & eCommerce

2.5

LVMH Moet Hennessy Louis
Vuitton

Consumer Discretionary

2.3

Microsoft Corporation

Information Technology

2.2

Moody's Corporation

Financials

2.2

Yum! Brands Inc

Restaurants

2.2

S&P Global Inc

Financials

2.1

Adobe Inc

Information Technology

2.1

Heineken NV

Consumer Defensive

2.0
TOTAL:

22.9

Portfolio Snapshot#
8%

MCSG AU Equity MCSGAUIV Index
MCSG.CHA
MCSGAUiv.P

IRESS
MCSG.CXA
MCSG-AUINAV.NGIF
Visit www.mfgcoreseries.com.au for more information, including: fund
performance, unit prices and iNAV, investment insights, PDS & forms

1

The inception date represents the first date the fund was offered to retail investors;
All fees are inclusive of the net effect of GST;
Only applicable to investors who apply for units directly with the Responsible Entity.
4
NAV per unit is cum distribution and includes a distribution of $0.07 per unit distribution payable on 21 July 2021.
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Performance Chart growth of AUD $10,000*
$11,445
14.5% p.a.

$11,500

4%

5%

2%
1%
3%
1%

5%
5%
11%

8%

$11,000

$10,500

$10,000

$9,500
Dec-20

**
*
#

Jan-21

Feb-21

Mar-21

Apr-21

May-21

Jun-21

Beverages
Restaurants
Consumer Discretionary
E-Commerce
Software
Semiconductors
Utilities
Exchanges
Payments
Industrials
Cash

Consumer Staples
Food & Staples Retailing
Luxury
Consumer Platforms
Entertainment
Towers
Rating Agencies
Financials
Health Care
Chemicals

Benchmark is the MSCI World NTR Index (AUD).
Calculations are based on exit price with distributions reinvested, after ongoing fees and expenses but excluding individual tax, member fees and entry fees (if applicable). Fund Inception 15 December 2020. Returns denoted in AUD.
Sectors are internally defined. Exposures may not add to 100% due to rounding.

Market Commentary

Fund Commentary

Global stocks soared to record highs as they rose for the ninth
quarter in 10 during the three months to June after investors
backed that vaccines and more government spending would
drive economies, dismissed an acceleration in inflation as
transitory, and thus believed statements from central banks
they would keep monetary policy loose. During the quarter,
10 of the 11 sectors rose in US-dollar terms. Information
technology (+12%) climbed the most on healthy earnings
while utilities (-0.7%) declined on concerns that longer-term
bond yields might rise. The Morgan Stanley Capital
International World Index surged 7.7% in US dollars and
9.3% in Australian currency.

The portfolio recorded a positive return for the quarter. The
biggest contributors were the investments in Alphabet,
Facebook and Moody's. Alphabet rallied after the parent of
Google reported that rising spending on digital ads boosted
first-quarter sales to US$55.3 billion, a higher-than-expected
rise of 34% from a year earlier. Facebook surged after firstquarter sales smashed expectations to rise 48% to US$26.2
billion as advertisers sought access to the social media
platform's 2.9 billion users and a US judge unexpectedly
dismissed two complaints against the social-media giant from
the US regulator because the judge said the Federal Trade
Commission failed to prove the company was a monopoly.
Moody's rose after the rating agency's first-quarter earnings
beat expectations as companies took advantage of favourable
markets to issue debt, and subscription revenue rose.

US stocks gained as companies, especially tech ones and the
banks, reported healthy earnings for the first quarter, the
administration of President Joe Biden announced plans for
another US$4 trillion in spending (that Congress is still to
approve), consumers spent as they grew in confidence, and,
by the White House count, 67% of adults have received one
vaccine dose. Reports, however, on inflation provoked
spasmodic caution. Consumer inflation rose 5.0% in the 12
months to May, the fastest pace since 2008, while producer
prices surged 6.6% in the year to May. These reports fanned
talk the US Federal Reserve might rethink its loose monetary
policy. A Fed survey of its policymakers showed they had
brought forward their expectations of when they would
sanction a higher US cash rate. They (as represented by their
median forecast) now expect to approve two increases in the
cash rate from close to 0% by the end of 2023. The S&P 500
rallied 8.2%.
European stocks rose as countries relaxed pandemic
restrictions as vaccine programs rolled out and the European
Central Bank said it would keep aggressive monetary stimulus
in place, though gains were limited by news that an evermore debt-heavy eurozone economy is contracting. A report
showed the eurozone economy shrank 0.3% in the March
quarter, which followed a contraction of 0.6% in the
December quarter. Another report showed government debt
stood at 98% of eurozone GDP at the end of December. The
Euro Stoxx 50 Index rose 3.7%.
Japan's Nikkei 225 Index defied the global trend and fell 1.3%
after a resurgence in covid-19 infections extended restrictions
and a report said the economy shrank 1.0% in the first
quarter. China's CSI 300 Index rose 3.5% as a release
showed the economy expanded a record 18.3% in the March
quarter from a year earlier. Australia's S&P/ASX 200
Accumulation Index gained 8.3% after the major banks
reported upbeat results, energy and material prices climbed
(iron ore prices reached record highs), the federal
government's budget for 2021-22 came with more stimulus,
and a report showed the economy expanded 1.8% in the
March quarter, to be larger than before the pandemic. The
MSCI Emerging Markets Index increased 4.4% in US dollars
on signs the world economy is recovering even as covid-19
ravaged emerging countries, especially India.

The biggest detractors were the investments in Canadian
National Rail, Hilton Worldwide Holdings and the internetbased travel agency Booking Holdings. Canadian National
dipped on a US$29 billion merger with Kansas City Southern
even though the deal gives the rail business access to Mexico.
Hilton and Booking came under pressure late in the quarter as
the Delta coronavirus variant led to the reintroduction of
travel restrictions in Europe and likely delayed the relaxation
of restrictions in other regions.
In relative terms, the portfolio outperformed the benchmark
over the quarter driven by the strong performance of luxury,
sportswear, the large capitalisation technology platforms and
non-interest rate-sensitive financials.
Since-inception performance
The MFG Core International Fund was launched on 15
December 2020. Since inception the fund has delivered a
positive return. This return was achieved in the context of
markets that saw a significant about-turn prior to launch as
news of the efficacy of the new mRNA vaccines emerged and
hopes of a return to normal permeated markets. This drove a
significant rebound in cyclical companies from November 2020
onwards – companies to which the fund has only a modest
exposure due to their higher risk and absence of economic
moat.
As a result, the fund slightly underperformed since inception.
Some of this gap was represented by the investment in
Alibaba, which has fallen due to Chinese government
crackdown on tech. This included the pulling of the Ant
Financial initial public offer, increased anti-trust scrutiny
directed towards the Chinese tech giants (resulting in a fine
for Alibaba), and more recently the banning of downloading of
the Didi app in China following its listing in the US on the
basis of data security concerns. At the same time, Alibaba is
investing significantly in its business, which has increased
short-term earnings uncertainty but which, in conjunction with
increased regulatory scrutiny, strengthens the long-term moat
characteristics of the company as it increases barriers to entry
and the advantages of economies of scale. Tencent has also
struggled over this period but to a lesser extent than Alibaba.
Despite the volatile stock prices, we remain comfortable with
the sustainable competitive advantages of these companies,
their disruptive business models and opportunities for growth.
We see a high likelihood of them delivering attractive returns
over our horizon of three to five years.

A further feature of the past six months has been renewed
fears of reemergent inflation and the implication for interest
rates, which has affected the short-term performance of
growth companies, bond-proxy staples and utilities. Given we
take a medium- to long-term investment horizon, these stocks
now represent strong valuation opportunities within the fund.
The most notable positive contributors to performance since
inception were Alphabet, Facebook, Microsoft and Adobe as
well as the luxury companies LVMH, Kering, Estée Lauder and
Richemont.

Index movements are in local currency.

Stock story: Deere & Co.

Deere & Co is the home of the iconic and trusted equipment
manufacturing brand, John Deere. Established in the US in
the 1830s by John Deere, the company has evolved from
manufacturing metal shovels and ploughs to being a leading
global manufacturer of agricultural, construction and forestry
equipment.
Since its founding, Deere has been an innovator. In its early
days, the company developed materials and tools to improve
efficiency on farms. While more than 180 years have passed,
and Deere’s equipment portfolio has diversified and is
available outside the US, Deere is still known for its innovative
products and improving efficiency for customers. This
strength in brand and quality of product are some of the
many advantages of Deere – and why farmers stick with the
company. (Recent surveys have identified that 80% of Deere
agricultural customers describe themselves as brand loyal
compared with only 35% to 45% of customers of Deere’s
competitors.)
Deere’s agricultural equipment business is a key driver of its
high business quality. Deere has a dominant market position,
a best-in-class independent dealer network, economies of
scale in manufacturing, research and development, and
immense brand equity with farmers.
Deere’s dealer network provides an unrivalled service offering,
a feature valued by its customers. The support and superior
service this network offers allows farmers to better manage
the vagaries of the weather and yield uncertainty and has
enabled the company to cement the loyalty of customers and
its high market share in a sector where product efficacy and
the timing of production cycles are mission critical.
Deere’s innovative culture and dominant industry positioning
have been essential to withstand disruption and maintain its
market position. Deere enjoys a first-mover advantage in the
development of electric agricultural equipment. We expect
economies of scale and capital advantages in research and

development to preserve the company’s market leadership
into a future in which onerous emission standards will drive a
transition away from internal combustion engines.
Deere is also innovating in sustainable farming. The company
has been living up to its ‘green branded’ agricultural
equipment, increasingly being recognised in the industry for
its leading advancements in this sphere. Through technology
embedded into its machines, Deere is helping farmers reduce
their environmental footprint through helping them to
optimise output and use the land more sustainably. Deere
technology monitors the soil, water and air, assisting farmers
on how to better manage their crops. The technology helps
farmers increase yield, save time, save on fuel, save on seed
and save on herbicides. For example, a farmer on 6,500 acres
could save over 3,500 litres of herbicides, over 6,000 litres of
water and avoid 400,000 kg of CO2 emissions over the course
of a production cycle. These are meaningful numbers.
Deere is also implementing programs to reuse parts, reduce
waste and minimise the need to call on new resources.
Additionally, Deere monitors machinery and can better time
its product servicing to optimise run-time and lengthen the
replacement cycle. These are just some of the many initiatives
in which Deere is investing to provide benefits to their
customers and enable sustainable change in the equipment
machinery.
With its customer base largely within the construction and
agriculture sectors, Deere is a cyclical company. Demand for
Deere’s agricultural equipment exhibits meaningful correlation
to cash crop receipts and farmer profitability, which are
functions of agricultural commodity prices, government
policies, exchange rates, interest rates, economic conditions
and weather. For Deere’s construction equipment, demand
depends on construction spending, which tends to follow local
economic cycles.
Overall, Deere is a high-quality business that is adapting
rapidly toward the tailwind in sustainable farming – including
the harnessing of technology to preserve scarce resources
and augment farming yields. Deere also provides
diversification to the portfolio with exposure to the agricultural
cycle vs the economic cycle.

Stock story: Adobe

For over 20 years, Adobe has been the leading provider of
creative software. While most renowned for its flagship
Photoshop product, Adobe offers an extensive portfolio of
creative software solutions catering for a variety of traditional
media forms and new-use cases such as animation, mobile
app development and augmented reality. Beyond creative
software, Adobe has also established itself as a leading
provider of digital marketing and document management
software. Adobe’s seamless transition to a subscription and
cloud-based business model unlocked new opportunities
beyond professional creators and marketers and resulted in
the company generating high-quality recurring revenues,
which now comprise about 90% of Adobe’s total sales.
The near-universal adoption of smartphones, proliferation of
social media platforms and the increase in the time spent on
digital channels have resulted in individuals consuming and
demanding an ever-increasing amount of content.
Concurrently, this has democratised content creation and
distribution to a much broader audience including among
hobbyists and non-professional creators such as YouTubers
and TikTokers. These factors have driven double-digit growth
for Adobe over the past decade as it has expanded its
portfolio of applications to cater for creators of all proficiency
levels.
By virtue of embedding itself in the curriculum of many design
courses and programs around the world, Adobe’s Creative
Cloud has become the industry standard software suite for
professional creatives and marketers and is mission-critical to
creative workflows. Adobe’s strong brand results in it having a
highly efficient and scalable direct go-to-market strategy, with
its website, Adobe.com, being the primary source of new
customer acquisition.

Adobe was one of the pioneers of the software-as-a-service
business model and has transitioned seamlessly to the cloud.
The disruption of traditional advertising such as TV and print
media to new formats such as online video, search and
streaming should have minimal impact on Adobe, as the
creative assets developed with its tools can be distributed on
all digital channels.
Increased scrutiny on how organisations use and monitor
customers’ personal information has resulted in new privacy
laws and regulations such as GDPR being adopted in many
different jurisdictions, in addition to the large technology
companies such as Google and Apple improving what data is
collected and how it is tracked on their phones and browsers.
Adobe is a net beneficiary of these changes, with the
company ensuring that customers using its Digital Experience
product suite to manage customer data can remain compliant
with all relevant laws and data privacy sensitivities – a further
comparative advantage for the business.
Adobe, like many software companies, has low carbon
emissions and has little direct impact on the environment.
Adobe is already carbon neutral with the target of being
100% renewable by 2035. Adobe is deeply committed to
ensuring that its creative software is not misused for the
creation of “Deep Fakes” and spread of misinformation. In
2019, Adobe launched the Content Authenticity Initiative with
the mission to increase trust and transparency online by
developing an industry-wide framework to ensure content is
properly accredited to its creators. Finally, Adobe is well
positioned on social and governance risk areas thanks to
active employee engagement and management acting as
advocates for shareholders.
In summary, we view Adobe as possessing strong moat
characteristics and a beneficiary of numerous structural
tailwinds as individuals consume an ever-increasing amount of
content, and organisations are being required to provide
consumers with highly personalised digital experiences.

Through acquisitions, Adobe has assembled the most
comprehensive and integrated suite of digital marketing and
commerce solutions, which it calls its Experience Cloud.
Adobe’s high mindshare among marketers and native
integration with its content-creation software confer
numerous advantages to Adobe’s Experience Cloud. The
Experience Cloud enables marketers to create, edit, promote
and optimise marketing campaigns and digital experiences for
consumers centrally, streamlining workflows and reducing
frictions for marketers.
In digital marketing and commerce software, Adobe has
formidable competitors in Microsoft, Salesforce, Shopify and
SAP, but we believe the highly fragmented nature of the
market and large addressable opportunity will enable all
players to thrive.
Important Information: Units in the fund(s) referred to herein are issued by Magellan Asset Management Limited ABN 31 120 593 946, AFS Licence No. 304 301 ('Magellan'). This material is issued by Magellan and has
been prepared for general information purposes only and must not be construed as investment advice or as an investment recommendation. This material does not take into account your investment objectives, financial
situation or particular needs. This material does not constitute an offer or inducement to engage in an investment activity nor does it form part of any offer documentation, offer or invitation to purchase, sell or subscribe
for interests in any type of investment product or service. You should read and consider any relevant offer documentation applicable to any investment product or service and consider obtaining professional investment
advice tailored to your specific circumstances before making any investment decision. A copy of the relevant PDS relating to a Magellan financial product or service may be obtained by calling +61 2 9235 4888 or by
visiting www.mfgcoreseries.com.au.
Past performance is not necessarily indicative of future results and no person guarantees the future performance of any fund, the amount or timing of any return from it, that asset allocations will be met, that it will be
able to implement its investment strategy or that its investment objectives will be achieved. Statements contained in this material that are not historical facts are based on current expectations, estimates, projections,
opinions and beliefs of Magellan. Such statements involve known and unknown risks, uncertainties and other factors, and undue reliance should not be placed thereon. This material may contain "forward-looking
statements". Actual events or results or the actual performance of a Magellan financial product or service may differ materially from those reflected or contemplated in such forward-looking statements. This material may
include data, research and other information from third party sources. Magellan makes no guarantee that such information is accurate, complete or timely and does not provide any warranties regarding results obtained
from its use. No representation or warranty is made with respect to the accuracy or completeness of any of the information contained in this material. Magellan will not be responsible or liable for any losses arising from
your use or reliance upon any part of the information contained in this material.
Further information regarding any benchmark referred to herein can be found at www.mfgcoreseries.com.au. Any trademarks, logos, and service marks contained herein may be the registered and unregistered
trademarks of their respective owners. This material and the information contained within it may not be reproduced, or disclosed, in whole or in part, without the prior written consent of Magellan.

