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PERFORMANCE SUMMARY – NET OF FEES

^ MSCI Emerging Markets Total Return Index in Australian Dollars
* Fund inception date was 22 July 2020.

    Performance Period 1 month 3 months FYTD 1 Year 2 Years  
(p.a)

3 Years  
(p.a)

Since Inception 
(p.a.)*

    Net of Fees

    Fund +3.92% +4.72% +3.32% +12.03% +2.76% +1.03% +3.43%

    Benchmark +6.35% +5.70% +6.93% +12.61% +1.32%  -0.73% +3.45%

    Relative Return  -2.43%  -0.98%  -3.61%  -0.58% +1.44% +1.76%  -0.02%

Security Fund Country Sector

Taiwan Semiconductor 
Manufacturing Company 8.6% Taiwan Information Technology

 Samsung Electronics Co   7.1% South Korea Information Technology

 Hdfc Bank                6.2% India Financials 

 Femsa Unit Ubd           5.9% Mexico Consumer Staples

 Maruti Suzuki India      5.8% India Consumer Discretionary

 Tata Consultancy         5.4% India Information Technology

 Dino Polska              5.3% Poland Consumer Staples

 Bank Central Asia        4.5% Indonesia Financials 

America Movil Sab De Cv 4.0% Mexico Communication Services

 Grupo Aerop Pacifico B   3.5% Mexico Industrials

 Total 56.3%

Portfolio holdings are subject to change.

Fund Facts

Investment Objective Outperform benchmark over the 
long-term

Investment Time Horizon           5 Years+

Portfolio Managers Patrick Russel, Douglas Ayton, 
Tom Pidgeon, Ross Cameron

Risk Level High

Distribution Frequency                 Semi-Annually

Minimum Investment $25,000

APIR Code WRA4779AU

ARSN Code 642 392 863

Fund Size     $86,083,003

Research Ratings Zenith: Recommended 
Lonsec: Investment Grade

Platform Availability

BT Panorama, HUB 24, 
Netwealth, Praemium, 
Powerwrap, Macquarie Wrap, 
FNZ

Further Information www.warakirri.com.au
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MARKET REVIEW

The emerging market (EM) benchmark (US$ MSCI EM index) was 
up +4.6% over February, broadly inline versus the developed 
markets index (US$ MSCI G7 index) +4.5% for the month. 

As we progress into 2024, the US economy has proved more 
resilient than expected, especially the labour market. Consumer 
and business confidence has held up well in the face of higher 
interest rates over 2023, providing a favourable December quarter 
US reporting season, in which companies generally met or 
exceeded consensus forecasts. Equity market leadership is being 
driven by technology related companies, due to the evolving 
thematic of Artificial Intelligence (AI). 

EM performance was led by markets in north Asia, benefiting from 
meaningful exposure to the technology narrative, specifically its 
dominant position in semiconductor chip manufacturing. The 
evolving AI thematic accelerated over recent months in line with 
improvements in computer power and storage. EM was also a 
beneficiary of stimulus initiatives driven by the central government 
of China, in response to its stagnant economy. Chinese consumer 
and business confidence have slumped to multi-decade lows, 
resulting in materially lower consumption and investment, tipping 
the economy into deflation. 

The People’s Bank of China cut the five-year mortgage benchmark 
from 4.20% to 3.95%, notable for being the largest cut since its 
2019 introduction and interpreted by investors as an indication 
of government intention to arrest the prolonged fall in the 
nation’s property market. The societal impact from the depressed 
economy evidenced in the youth unemployment rate exceeding 
21% by June 2023 (the last official release of this data).

In early March, China hosted its annual National People’s Congress, 
with the government announcing a 2024 economic growth target 
of approximately 5%, in line with expectations. But the absence 
of more aggressive stimulus disappointed the market. Chinese 
stocks rallied over February on optimism of additional stimulus to 
provide a lift to domestic equities that had fallen -24% from their 
2021 peak to the end of January 2024. 

In the past, investor optimism towards potential Chinese economic 
recovery, seems to fade as fundamental economic challenges are 
reasserted. The team at Northcape expect reality to again fall 
short of expectations. Fiscal policy is constrained by the country’s 
debt to GDP reaching a record 288% in 2023, an important issue, 
as the property malaise was initiated by authorities to address 
concerns of excessive speculation and economic imbalances. 
Over the long term, the major problem confronting China remains 
its demographic profile and record low birth rate, with the 
population declining a further 2.75m in 2023, following an 850k 
decline the year before. 

The strongest major EMs in US$ over February were China (+8%), 
South Korea & Saudi Arabia (+6%) and Taiwan (+5%). Weak regional 
returns were recorded by South Africa (-5%) and Mexico (-3%). 
Mexio’s weakness follows solid gains over recent years, while 
both countries face upcoming general elections, raising near term 
volatility. 

Over February, the US dollar appreciated in response to reduced 
expectations of US monetary policy easing. The best performing 
major EM currencies against the USD were the Mexican Peso (MXN 
+0.9%), Indonesian Rupiah (IDR +0.4%), and Indian Rupee (INR 
+0.2%), with the weakest being the Chilean Peso (CLP -3.7%), the 
Turkish Lira (TRY -2.9%) and the South African Rand (ZAR -2.7%). 
The U.S. Dollar Index (DXY) strengthened 0.9%.

2024 is a notable year in EM for its unusually large number 
of national elections across the asset class, including Taiwan, 
Indonesia, India, Mexico, South Korea, South Africa, and Czechia. 
Northcape follows political developments closely, offering insights 
for investment opportunities arising from potentially positive 
government initiatives to spur economic growth via supportive 
economic reforms. Similarly, electoral review represents a critical 
element of risk management, within the Sovereign Review process, 
monitoring for deteriorating governance practices, that can result 
in capital loss.

On 14 February, Indonesia conducted a comprehensive set of 
elections. The presidency was contested by Prabowo Subianto, 
and two opponents. A majority exceeding 50% was necessary to 
avert a second-round vote in late June. The Prabowo-Gibran team 
led pre-election polling, eventually claiming victory with a little 
under 60% of the vote. Importantly voting was without incident, a 
notable achievement for the world’s largest archipelago with more 
than 200m eligible voters, assisting an orderly transition of power. 
The successful first round outcome enhanced political certainty to 
investor expectations regarding continuity of major incumbent 
government policies. 

PORTFOLIO PERFORMANCE    

The Warakirri Global Emerging Markets Fund was up +3.9% 
over February underperforming the benchmark by -2.4%. Our 
fund’s relative performance over the month was led by our 
Information Technology sector overweight, and stock selection 
in Taiwan, Korea, and Poland. Our overweight to Mexico and deep 
underweight of China detracted on a relative basis.

INSIGHTS FROM THE MANAGER (continued)
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KEY CONTRIBUTORS & DETRACTORS FEBRUARY 2024

Taiwan Semiconductor Manufacturing Co (TSMC) was our largest 
contributor for the month as the global leader in semiconductor 
manufacturing, major customers include Apple, NVIDIA and AMD. 
The company is leveraged into long term growth drivers such as 
cloud computing, AI and the Internet of things (IoT). TSMC reported 
Q4 results on the 18th of January, with the company announcing 
that it had largely overcome the post COVID inventory overhang 
that had significantly impacted sales over the preceding 12 
months. TSMC upgraded its 2024 revenue expectations to be up 
at least 20% growth off the back of surging demand for AI chips 
which ultimately led to a 18% increase in TSMC’s stock price over 
February. 

Maruti Suzuki India Limited was our second largest contributor 
for the month. It is the largest auto manufacturer in India and 
has performed well in 2024 on an absolute and relative basis, 
reflecting the strong December quarter result. Sales volumes 
have benefitted from the launch of new models, especially SUVs 
in 2023, which have higher average selling prices, and gross 
margins. This led to the better-than-expected result released in 
January. The long-term sales growth outlook remains excellent 
for Maruti based on the deep under penetration of cars (only 3% 
of the population own a vehicle) and rising per capita incomes.

Fomento Economico Mexicano (FEMSA) was our largest detractor 
for the month. It is the largest consumer group in Latam, with 
30,000 convenience and pharmacy stores trading under the name 
OXXO. It also owns 47% of Coca-Cola FEMSA (KOF) – the largest 
Coke bottler in the world. The company reported a sturdy set 
of results from both its major divisions; however, these results 
were below the market’s elevated expectations. As such, after 
a year of strong share price performance there was a correction 
over February. On a long-term basis, the manager believes 
FEMSA is an attractive structural growth proposition, trading at 
a reasonable valuation. The manager can see steady growth from 
KOF continuing through product extensions, and efficiency gains. 
The most substantial opportunities for growth however come 
from OXXO, as the store network expands in Mexico and Brazil. 
Convenience stores are deeply under penetrated across Latam, 
especially in Brazil where OXXO has recently launched. Under the 
new corporate strategy, FEMSA is divesting non-core assets, which 
is further enhancing returns on capital.

HDFC Bank Ltd (HDFC) was our second largest detractor this 
month. As the largest private bank in India, its performance over 
February was impacted by its December quarter result, where the 
company guided for a slowdown in top line growth in the short-
term, in order to reduce its loan to deposit ratio post a merger 
with its parent HDFC Ltd. This impact is transitory, as the team 
at Northcape expect HDFC Bank’s loan growth to reaccelerate in 
2025. The long-term outlook for the HDFC is very favourable in the 
manager’s view, as India remains one of the most under banked 
economies in EM. Mortgages in particular are deeply under 
penetrated at just 11% of India’s GDP (versus 90% in Australia), and 
post-merger, HDFC Bank has become one of leading mortgage 
providers. Despite the short-term slowdown, over the long-term, 
Northcape anticipate loan growth of 15-20% pa, whilst retaining a 
ROE at a similar attractive level. Valuation remains compelling, post 
the recent correction

PORTFOLIO POSITIONING
                                                  
Over February, on a net basis the team added to our financial and 
IT sector exposures, which was largely funded by a reduction in our 
consumer sector exposure.

The strategy remains steadfastly focused on “structural growth” 
companies, such as the ones leveraged to AI (discussed in the 
section below). The companies Northcape invest in have the 
following attributes:

• High quality ESG characteristics (in particular good, and 
improving levels of corporate governance)

• Defendable business models

• Balance sheet strength 

• High and/or improving levels of returns on capital

INSIGHTS FROM THE MANAGER (continued)

Top 5 Contributors to 
Relative Performance Sector Return Average  

Weight Contribution

Taiwan Semiconductor 
Manufacturing Co., Ltd.

Information 
Technology +10.4% 9.0% +0.5%

Maruti Suzuki India Limited Consumer 
Discretionary +12.7% 6.0% +0.3%

Voltronic Power Technology 
Corp. Industrials +20.4% 1.3% +0.2%

Advantech Co., Ltd. Information 
Technology +16.2% 1.9% +0.2%

Tata Consultancy Services 
Limited

Information 
Technology +9.1% 5.7% +0.1%

Top 5 Detractors from 
Relative Performance Sector Return Average Weight Detraction

Fomento Economico 
Mexicano SAB de CV Consumer Staples -6.8% 6.8% -0.9%

HDFC Bank Limited Financials -2.4% 6.4% -0.5%

MercadoLibre, Inc. Consumer 
Discretionary -5.4% 3.6% -0.4%

Grupo Aeroportuario del 
Pacifico SAB de CV Industrials -4.0% 3.9% -0.4%

Coway Co., Ltd.
Consumer 

Discretionary -0.2% 3.8% -0.2%
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MARKET OUTLOOK
                                                  
The Importance of a long-term investment horizon in EM

The team at Northcape spend a lot of time focussing on the 
competitive advantages of the businesses they own and add to 
their Approved List. In their view, having a sustainable competitive 
advantage is the key ingredient for businesses to deliver above 
average returns on capital over time, which if coupled with a large, 
growing addressable market, should translate in above-market 
returns for investors. 

Some of Northcape’s own competitive advantages include their 
significant stress-tested experience, the team’s 100% focus 
on this strategy, and the unrivalled operational and financial 
due diligence that they conduct on our existing holdings and 
prospects. The team’s long-term investment horizon is another 
important competitive advantage that may be under-appreciated. 

The fund’s objective is to outperform the MSCI EM index over a 
3-year rolling time horizon. This minimum, 3-year investment 
horizon, and the fund’s much longer average holding period of 
8.2 years is really important. While Northcape has steadfastly 
maintained the long-term investment horizon, the average time 
horizon of the market has been shrinking. Many peers have 
investment time horizons of just 1-2 years – as implied by their 
portfolio turnover, which can be as high as 75-85% (see Chart 1):

Capitalising on the market’s short-term focus 

The market is increasingly focussed on the short-term – that 
next quarterly result, this year’s EPS, management’s short-term 
guidance. This is very different from the Northcape EM approach. 
The team are primarily focussed on whether the company has 
a durable competitive advantage that should see it generate 
superior returns on capital over the medium- to long-run. 

They are trying to assess whether the business has a large 
addressable market that will allow it to keep growing at a 
reasonable clip for years to come. 

This long-term focus allows Northcape to exploit a ‘time arbitrage,’ 
which they see as market inefficiency as illustrated through the 
following example.

Case study: Bank Central Asia (BCA)

BCA is the leading private bank in Indonesia. It been a holding in 
Northcape’s EM strategy since 2010. Since then, the underlying 
investment thesis has been essentially unchanged:

• BCA still has the leading deposit franchise in Indonesia 
thanks to its dominance of the payments system there, and 
its reputation as the safest bank in Indonesia. 

• This allows BCA to have the lowest cost of funds by far in 
Indonesia, meaning it earns higher spreads than its peers. 

• BCA has a significant operating cost advantage over its 
SOE (state-owned enterprise) peers who are run much less 
efficiently. These SOE banks are bloated, inefficient, and are 
unable to retrench staff.

• These factors mean that BCA has the highest returns on 
capital of any major bank in EM – ROE 22%, ROA nearly 4%. 

• The banking system in Indonesia remains highly 
underpenetrated – two-thirds of Indonesians still do 
not have a bank account. Household debt is 9% of GDP, 
mortgage debt is 7% of GDP. In Australia mortgage debt 
is 92% of GDP. 

• Nominal GDP in Indonesia is growing nearly 10% each year. 

• This means that bank loan growth could continue growing 
in the mid-teens for another 30 years in Indonesia.

BCA has a strong competitive position, in a large, growing market. 
This was true in 2010 and is still true today.

Since 2010, there have been four Indonesian presidential elections, 
the ‘taper tantrum’ in 2013 which saw the Rupiah lose ~20% of its 
value that year, the turmoil of Covid. ‘Zoom in’ on Chart 2, and you 
can see this volatility in BCA’s short-term returns. 

INSIGHTS FROM THE MANAGER (continued)

Chart 1: 12-month turnover of Global EM funds 

Source: Bloomberg Finance LP, fund documentation
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To trade at all these events would have had a very low probability 
of success. To largely maintain a core holding in BCA and continue 
to assess whether the investment thesis remained intact has 
rewarded investors. BCA has grown its loan book at 14% CAGR 
(see Chart 3), and the shares have compounded at 18% in AUD 
(see Chart 2). The trends are much clearer when you ‘zoom out.’ 

Time in the market, not timing the market. 

Northcape are firm believers in the adage “it’s time in the market; 
not timing the market.” The team avoid letting short-term issues get 
in the way of compounding and see a long-term investment horizon 
as a true competitive advantage of their investment strategy. 

It’s the manager view that only when you own a company for 5, 
10, and in their case sometimes more than 15 years, you can really 
capture the earnings compounding of high-quality EM businesses, 
capitalise on the ‘time arbitrage’ inefficiency in markets, and 
ultimately be rewarded as a shareholder.

INSIGHTS FROM THE MANAGER (continued)

This information has been prepared by Warakirri Asset Management Ltd (ABN 33 057 529 370) (AFSL 246782) to provide general product information only and does not constitute 
financial advice as it does not take into account an individual’s objectives, personal situation or need and is not an offer or solicitation to enter into an agreement. Investors 
should not rely on the information in this document without first referring to the Fund’s Product Disclosure Statement (PDS) and Additional Information Booklet and seek 
independent advice from their financial adviser. A PDS for the Fund is available at www.warakirri.com.au or by calling 1300 927 254. The PDS should be considered before making 
an investment decision. Investments entail risks, the value of investments can go down as well as up and investors should be aware they might not get back the full value invested. 
Portfolio holdings are subject to change.

Disclaimer

For more information, please contact us on 
1300 927 254 or visit  www.warakirri.com.au 

Chart 2: BCA’s TSR in AUD over 2010-2024

Source: Bloomberg Finance LP

Chart 3: BCA’s loan book has compounded at 14.4% CAGR 
since FY09 (Rp mn)

Source: Company data 


