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Market Commentary

The December quarter saw strong global equities returns
with the MSCI World Index rising 11.4% in USD and 5.4%
in AUD, driven by lower bond vyields. The
Information Technology sector led these gains (up 16.9%),
followed by Industrials (11.4%) and Financials (11.2%),
with  these sectors sensitive to interest rate
movements and the economic outlook. The Energy
sector declined 5.5% as oil prices fell in the quarter. The
S&P 500 rose 11.2%, outpacing the S&P/ASX 200
Accumulation Index (8.4%), MSCI Emerging Markets
Index (7.4%) and Euro Stoxx 600 (6.4%). In contrast,
China’s CSI 300 Index fell 7.0%.

The main driver of equity returns in the quarter was a large
fall in bond yields. US 10-year Treasury yields fell 70bp to
3.9%, German 10-year Bunds declined 80bp to 2.0% and
Japanese 10-year JGBs declined 10bp to 0.6%. These were
a response to easing inflationary pressures, with annualised
US inflation in the three months to November running at
2% compared with 5.5% just six months earlier. Notably,
this development led the Federal Reserve to
suggest in December that its policy rate may be "at or
near its peak". The tailwind to equity returns from lower
interest rates was reinforced by a slightly improved profit
outlook, with the gradual slowdown in global growth not
hurting profit growth as much as many had feared earlier in
the year.

The Chinese growth outlook remains challenged as the
country digests its real estate bubble. Poor consumer,
business and investor confidence are stiff headwinds to
growth and will take time to improve in the absence of
economic stimulus. While the Chinese government appears
so far to be more focused on internal security rather than
growth, there have been some signs of minor pro-growth
policies. These growth headwinds are reducing geopolitical
risk in East Asia as the Chinese government focuses more
on domestic issues.

Fund Commentary

The portfolio recorded a positive return for the quarter in
Australian dollars. The biggest contributors included the
investments in technology companies Amazon, Salesforce
and ASML. Amazon benefited from the broad rally in
technology companies and reported a strong quarterly
result. AWS growth was stable in the quarter, a minor
disappointment; however, management indicated growth
would inflect in 2024 as optimisation efforts “attenuated”
and digital transformation programs resumed. Salesforce
reported a solid result that showed continued top-line
momentum  and  better-than-expected  profitability,
reflecting the successful execution of cost-cutting
initiatives and favourable deal timing. ASML rose with
semiconductor peers and while its Q3 result was within
guidance, it outperformed consensus earnings on stronger
gross margin. Softer global demand is being buoyed by
strong China demand, which we continue to watch closely.

The biggest detractors in the quarter were defensive names
that included Nestlé, Novartis and Unilever. Nestlé reported
a disappointing quarterly result in October owing to an IT
integration issue in its vitamins, minerals and supplements
division. The issue is expected to be resolved in early 2024.
Sector rotation into higher beta stocks caused the staples
index to underperform. Novartis was affected by sector
rotation; there was no stock specific news to change our
thesis. However, we noticed an incremental positive on
Novartis's drug pipeline potential post the recent investor
day. Unilever’s quarterly result disappointed investors, with
only 38% of the business gaining share. While
management reiterated it is on track to deliver mid-
single-digit organic growth over the medium term, its
turnaround and newly established strategic objectives are
in early innings, with investors worried the company will
need time to rightsize growth. Unilever's valuation
remains compelling given its emerging markets
exposure and defensive portfolio of brands.

Index movements and stock contributors/detractors are based in local
currency terms unless stated otherwise.

Outlook

We are at the point in the cycle where inflation is slowing,
interest rate settings by central banks have likely peaked
and economic growth is looking increasingly like a soft
landing. However, economic forecasting is notoriously
error prone, and while we view the base case of a
soft landing as reasonable, we are mindful that a more
adverse outcome is possible.

We anticipate that portfolio returns are more likely to be
driven by earnings growth. Given the portfolio’s focus on
quality, we view our companies are well placed to deliver
solid earnings growth in the years ahead. Our definition of
quality is valuable in a market focused on earnings growth,
for several reasons: 1) quality companies tend to reinvest
through the cycle, often leading to stronger earnings
growth on a relative basis when the cycle turns and 2)
when defining quality, we look for favourable trends in
business quality alongside structural tailwinds, which
typically lead to more durable cash flows.



Stock Story: Yum!

(Emma Henderson — Investment Analyst)

Behind the success of the world’s most famous quick-
service chicken restaurant, the world’'s second-largest
pizza chain and the US’s leading Mexican-style
franchise sits Yum! Brands. With over 55,000 restaurants
across more than 155 countries and territories, Yum!
Brands is the world's largest restaurant company by
number of restaurants and second only to McDonald’s in
total restaurant sales.

The iconic KFC, Pizza Hut and Taco Bell brands were
originally brought together under consumer goods giant
PepsiCo in the 1970s and 1980s as part of a series of
acquisitions to diversify its business away from beverages.
In 1997, PepsiCo announced it would be narrowing its
focus back to its core beverages and snacks businesses
and its fast-food unit would be spun off into an
independent public company, ultimately named Yum!
Brands.

Over the last 25 years, Yum! Brands has grown its global
restaurant base by over 25,000 restaurants and has
transformed from a US-centric company to a truly global
business. It has also shifted its business model from owning
and operating a portion of its restaurants to running an
almost entirely franchised model, driving dual benefits of
reduced risk and accelerated growth for shareholders.

Today, over 98% of KFC, Pizza Hut and Taco Bell outlets
are operated by franchisee and licensee partners who
deploy their own capital to open and operate restaurant
outlets. These partners in turn pay Yum! Brands a
royalty fee of approximately 5% of restaurant sales. In
2022, KFC, Pizza Hut and Taco Bell stores around the world
generated US$60 billion in total system sales, resulting
in US$3 billion in franchise revenue for Yum! Brands and
contributing 90% of the company’s earnings. Franchise
fee revenue is a high-margin, capital-light earnings
stream that is insulated from labour and commodity costs
increases. The accessible price point and strong value-for-
money nature of fast food add to the predictability of
this attractive earnings stream throughout economic
cycles.

By geography, approximately half of Yum! Brands’ franchise
revenue is now dgenerated in international markets,
including approximately 30% in fast-growing emerging
markets like China, India, Southeast Asia and Latin
America. While we have seen various misses from Yum!
Brands and peers when trying to export US brands
internationally, both KFC and Pizza Hut concepts have
proven to have strong global appeal, with chicken and
pizza products easily customised for local market tastes
and preferences. Mexican-style Taco Bell, which is an
outstanding business in its home US market, has proven
harder to replicate internationally but is beginning to
make inroads in markets like Spain, India, the UK, and
China.

Despite significant growth and value creation delivered over
the past few decades, there remains an exciting
growth runway ahead for Yum! Brands, particularly in
emerging markets where penetration of its brands
remains low, consumer incomes are rising, and the
existing restaurant landscape is highly fragmented and
unsophisticated. Yum! Brands is targeting global system
sales growth of 7% p.a. underpinned by new store growth
of approximately 5% p.a. and modest growth in existing
store sales through menu and marketing initiatives. The
company has been running ahead of this net new store
growth target, with over 100 countries contributing to
global store growth of closer to 6% in recent years. Highly
attractive payback periods on new stores and a more
sophisticated and better-capitalised franchisee base relative
to peers should prove key advantages to sustaining
development in a higher interest rate environment.

Yum! Brands’ growth will also be increasingly powered by
digital and technology. The company has spent the last few
years investing heavily in areas like customer analytics,
digital ordering, loyalty programs and back-of-house
restaurant technologies, which will be shared across its
global system to drive better customer experiences, sales
performance and franchisee profitability. One of many
examples is the company’s acquisition of Dragontail
Systems in 2021 for approximately US$70 million.
Dragontail is an Al-based technology that automates and
optimises multiple Pizza Hut processes, from preparing the
pizzas to dispatching product to delivery drivers and
enabling customer tracking. In an increasingly digital
world, we expect economies of scale on largely fixed-
cost technology investments, as well as consumer data
advantages from operating over 55,000 restaurants, to
become increasingly important competitive differentiators
relative to smaller restaurant players in the highly
fragmented US$900 billion limited services
restaurants industry.

Yum! Brands has a strong track record of ensuring its
brands remain culturally relevant and loved. However, to
ensure its brands can continue to grow sustainably, it will
be important to manage food quality and nutrition risks
as consumer preferences evolve, social risks as a large
global employer and environmental risks as a large
procurer of global agricultural and packaging products.

Yum! Brands remains a cornerstone of the Magellan Global
portfolios, generating sustainable and defensive cash flows
for investors.




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 obtain and consider the relevant Product
Disclosure Statement ('PDS') and Target Market Determination ('TMD') and consider obtaining professional investment advice tailored to your specific
circumstances before making any investment decision. A copy of the relevant PDS and TMD relating to a Magellan financial product or service may be
obtained by calling +61 2 9235 4888 or by visiting www.magellancoreseries.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
or the third party responsible for making those statements (as relevant). 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.magellancoreseries.com.au/benchmark-information. 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. MCSG45291
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