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The Munro Global Growth Fund returned 1.65% for the month of
September, comprising a return of 1.41% from equities and 0.24% from
currency. The MSCI AC World Index (AUD) meanwhile returned 3.04% for
the month (2.10% from equities and 0.94% from currency).

It was a positive month for global equity markets with the US S&P 500 up
1.9%, the European Stoxx 600 added 3.9%, the Japanese Topix rose 4.2%
and the Hong Kong Hang Seng declined 1.2%. Major events in focus for the
month included the re-emergence of US tax reforms with the
announcement of proposed corporate and individual tax cuts. Germany
held elections, which should see Merkel remain in power as she looks to
form a coalition government.

On a stock-specific basis, positive performance for the Fund was driven by
semiconductor memory plays in Micron, ASML and Applied Materials (see
page 2) and US RV brand owner Thor Industries. On the negative side,
there was a short-squeeze on British apparel company Next on the back of
better than expected results. Robotic Process Automation company Blue
Prism gave back some of its gains, and US credit bureau Equifax declined
after suffering a data breach (see page 2). On currencies, the Fund remains
predominately hedged and given the AUD depreciated during the month
this resulted in 24bps gain from FX. By comparison, the fully unhedged
index gained 94bps from currencies.

Moving into the last quarter of the calendar year, we remain positive on
equity markets. Economic data coming from the major global economies
continues to be strong, with PMIs well above 50 in most regions. This is
contributing to improving earnings growth for listed companies, not just in
the upcoming quarter, but also well into 2018. Elsewhere US tax reform is
back on the agenda, which would be a major fillip for markets in the last
quarter and beyond. Whilst not in our base case thinking, the tax plan
contains a promise for offshore cash repatriation and 100% deduction of
capex. Should the tax reform be passed through Congress, follow-on
consequences would include increased M&A activity, increased corporate
leverage and a higher USD, along with the obvious increase in EPS for US
corporate tax payers. The Eurozone looks reasonably well placed, with the
announcement of domestic reforms by French President Macron. We will
be watching Merkel’s ability to form a coalition and the likelihood of
further Eurozone integration. The net exposure of the Fund has been
increasing as the level of conviction in certain ‘Areas of Interest’, such as
‘Car of the Future’ and ‘Intelligent Industry’ rises, while we are likely to
bank some profits in our higher multiple technology names in the months
ahead. The key risk to equity markets in the short term is higher interest
rates. Central banks are currently happy to let growth and inflation
improve without raising rates too aggressively, and we remain watchful for
any change in messaging over the months ahead.
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Micron, (USA, Market Cap $45bn), Applied Materials (USA, Market Cap
$55bn) and ASML (Netherlands, Market Cap Eur62bn) are not names
that most would be familiar with, but they are all key players in the
production of memory semiconductors, with memory being one of the
key building blocks of all computational processes. We see the memory
market as now in structural growth as connected devices create an
explosion of data, which all needs to be rapidly processed to drive
artificial intelligence (AI) outcomes.

Consequently, memory has gone from a highly cyclical component in
smartphones and PC’s to a key building block in cars, industrial facilities
and hyper scale data centres. These new applications provide strong
secular tailwinds for these key facilitators, which is not currently
reflected in their valuations, with Micron and Applied Materials currently
trading well below the market multiple. September was a good month
for all three names as Micron’s Q2 results and the Applied Materials
analyst day served to highlight these rapidly changing market dynamics.

The key detractors in September were credit reporting agencies Equifax
(USA, Market Cap $13bn) and TransUnion (USA, Market Cap $9bn). As
readers may be aware, Equifax suffered a massive cyber security breach
impacting up to 143 million US consumers, whose personal details
including names, addresses, social security numbers, drivers’ licenses
details have been stolen. In short, our initial positive views on Equifax
and the other credit reporting agencies was based on their unique and
proprietary data sets that have been pivotal to enabling mortgage, credit
card and auto financing for many years. We clearly did not expect them
to then lose that data to cybercriminals. Unfortunately, if your only role
in the world is to collect data; then losing that data is an instant sackable
offence for many of their consumers and also for us as an investor.

Our liquidity meant we sold the stock on the day the news broke, with
the stock down approximately 13%. Subsequently, Equifax fell a total of
35% in the week following the news. Fearing an industry wide backlash,
we also sold our TransUnion position which is the 2nd major credit
bureau in the US with both positions contributing to negative monthly
performance. Looking ahead we still like the space and the dynamics of
the industry, but fear a recalibration of the regulatory goal posts is
ahead of us and ultimately we are better served looking elsewhere for
earnings growth in the months ahead.

The Munro Global Growth Fund is an absolute return international equities fund with a core focus on growth equities. The Fund is index-unaware,
aiming for meaningful absolute returns through the investment cycle, whilst maintaining a capital preservation mindset. The Fund’s flexible mandate
allows it to dynamically manage its market exposure and predominantly hedges currency exposure to protect clients capital and to enhance the long
term returns of our investments.
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