
Nikki Thomas has returned to Magellan as Global Portfolio 
Manager at a crucial juncture for global shares. She joined Arvid 
Streimann, Head of Macro and co-Portfolio Manager of the Global 
Equity Strategy, to talk to Head of Strategy, Asset Management, 
Matthew Webb. They discussed how to identify opportunities for 
growth in a macroeconomic environment dominated by inflation 
and rising interest rates. 

with Nikki Thomas and Arvid Streimann 
““IN CONVERSATIONIN CONVERSATION””

Matthew: Nikki, you and Arvid have been 
working together closely on the portfolio for 
six months now. How has it been going?

Nikki: It’s wonderful being back at Magellan. 
Arvid and I worked together when I was Head 
of Research, and we have complementary skills. 
There has been good input from Arvid into 
the process to help with stock selection and 
consideration of macroeconomic issues. 

Arvid: Complementary is a great way to 
describe our relationship. Nikki has a significant 
amount of experience looking at stocks and 
markets and, while I’m a stock analyst at heart, 
I spend most of my time looking at risk and 
macro. Bringing those things together is really 
important – more so, given what’s been going 
on in the world right now.

Matthew: Have there been many changes to 
the investment team?

Nikki: The existing team is made up of about 
30 analysts who have been doing great work 
with Magellan for a long time and continue to 
engage in deep research that sits behind the 
Magellan philosophy and process. 

We’re engaging with them every day, digging 
through different stocks and issues confronting 
the markets right now. They’re supporting new 
and different ways to position properly for 
volatility across global markets. The experience 
of our investment team is a great asset for us.

Matthew: What about your experience with 
Magellan co-founder Hamish Douglass who 
has returned to the firm in a consultancy role?

Nikki: We’re looking forward to that – I think it’s 
a real win-win. He understands how Magellan 
invests and I’m looking forward to being able 
to tap into the mind behind the strategy to 
enhance our offering going forward. He’ll be 
a wonderful addition back into the team.

Matthew: Arvid, I’ll ask you a few questions 
about the macroeconomic environment and 
then we’ll turn to Nikki for the impact on the 
portfolio. The last 12 months have been a 
tale of two halves – the “growth at any price” 
mentality ended in December. But while 
markets overall have fallen, energy indices 
have rallied by 50%. Are energy companies 
going to be a good investment?

Arvid: It has certainly been an unusual year. 
When we look at companies, we have an 
intense focus on quality. For our strategy, 
pricing power is almost a prerequisite for a 
company to be considered a quality investment 
opportunity. That isn’t generally found in the 
energy industry.

Take the oil industry, for example. Generally, 
oil producers don’t have the pricing power that 
OPEC has. There are also many government 
restrictions and regulations that can limit 
pricing changes. Because of this, energy 
industry companies don’t have the level of 
quality that we look for. 
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Oil markets are a good example of the 
cyclicality of the industry. Oil prices are more 
than $100 a barrel now. Just two years ago, in 
some places oil prices were actually negative. 
You had to pay people to take oil off your hands. 

While energy industry returns are up almost 
50% in the last six months, it’s an aberration. 
Over the last 10 years, the sector has only 
generated returns of around 5% per year 
– including the 50% returns from the past 
six months. Looking to the future of energy 
prices, while they’re relatively high at the 
moment, I don’t think they’re going to continue 
to increase at this pace. When they level 
off, the energy sector is probably going to 
underperform the broader market. 

Matthew: How have quality companies 
performed in the bear market?

Arvid: Quality companies tend to be defensive, 
which means they provide reliable earning 
streams. They have low leverage and high 
returns on capital. So, it’s fairly unusual to 
see quality companies underperforming in 
a bear market. 

I think the biggest consideration about why has 
to do with higher interest rates. Growth-focused 
quality companies tend to have profits further 
into the future than most other companies. 
That means their valuations are more sensitive 
to higher interest rates, which have gone up 
significantly this year. While we still consider 
these quality companies, this mechanical link 
between interest rate hikes and valuation has 
dragged down the overall quality index.

The question now is, “where are interest rates 
going to go?” Looking at the 10-year bond yield 
in America, which is probably the key interest 
rate here, the Federal Reserve has already told 
people that it is going to raise rates to a level 
that is going to start constraining activity. If 
they did more than that, people in the bond 
market would say that growth is already going 
to be constrained. 

I think the chance of recession will go up even 
more if rates continue to increase. But as 
recession risk rises, yields on the 10-year bond 
may come down; think of it as an average of 
interest rates over the next decade.

The point is that it is getting harder for the 10-
year bond yield to go up materially from where 
it is right now. And so, the drag from higher 
rates on the performance of quality companies 
is unlikely to be as strong as it has been so far 
this year.

Matthew: How should investors think about 
geopolitical risks like the war between Russia 
and Ukraine and interest rate increases, as 
well as new considerations about inflation 
or stagflation?

Arvid: While there is a lot going on in the 
markets right now, there is a normal sequence 
of events that we’re seeing. The first step is 
higher inflation that causes the second step, 
which is central banks raising interest rates 
to keep inflation under control. This is when 
investor sentiment starts to weaken, which 
I think we’ve already seen. In the third step, 
higher interest rates start to do their work and 
reduce economic growth and profit growth. 
This is where I think we are right now as people 
are reducing their expectations. 

This slowing in growth is going to make it 
hard for bond yields to move higher. I think the 
market is going to perform in a very similar 
manner to the sequence I just described. In 
the first six months of the year, the rise in 
interest rates was the dominant reason why 
returns were negative. At this time investors 
were focused on what companies and sectors 
were most sensitive to interest rates. 

Looking forward, we’re expecting an 
environment with slowing economic and profit 
growth. I think investors are going to start 
focusing not on interest rate sensitivities but 
earning resiliency. The companies that will 
hold up the best in this environment are quality 
companies with defensive or more reliable 
earnings. While they have been hit in some 
places by higher interest rates, I think they’ll 
do a lot better in the future. 

If you can find a quality company that has a 
strong, long-run industry thematic, then you’ve 
got a real winner. They’re the type of companies 
that we’re looking for. 

“The chance of recession will go 
up even more if rates continue 
to increase.”

“The companies that will 
hold up the best in this 
environment are quality 
companies with defensive 
or more reliable earnings.”



FINDING OPPORTUNITIES FOR GROWTH IN GLOBAL EQUITIES 3

Matthew: Nikki, how are you incorporating 
these broader macro trends in the portfolio? 

Nikki: Broadly speaking, we’re looking for the 
things that are working right now. We want to 
have pricing power. We want to have protection 
from inflation and, if we can get it, to be able to 
leverage inflation. That means we’re looking for 
companies that can make more money on the 
back of inflation. 

We want to stay with the high-quality options 
that Magellan is known for, finding businesses 
that we think will outgrow GDP year in, year out 
for the next decade. 

We’re confident in the companies that we have 
in our portfolio, which is very concentrated 
– it’s only ever 20-30 stocks. We have high 
representation from businesses like Visa and 
Mastercard, which are largely inflation protected 
and, in fact, leverage inflation.

Strong exposure to Microsoft and Alphabet – 
both with strong tailwinds around enterprise 
software, global digitalisation and digital 
advertising – provide a strong base. 

We’ve also leaned on reliable earnings 
generators like McDonald’s and Yum! Brands 
that clip the ticket on top-line sales that come 
from franchise operators. They don’t get the 
headwinds of commodity costs to the same 
degree as a typical restaurant chain. We believe 
these brands will perform well and will be 
resilient if we go into a period where economic 
growth is challenged. 

They’re the sort of companies that we’re looking 
for and leaning on in this difficult market. We’re 
starting to see some opportunities appear 
where the market’s oversold and we find brands 
that have strong tailwinds, in our opinion. We’re 
looking for opportunities like these in these 
difficult markets. 

Matthew: What are some of these new 
opportunities?

Nikki: Some of them are new and some are 
stocks that have been reintroduced to the 
portfolio that have history with Magellan. 
Stocks like Diageo, the world’s largest spirits 
manufacturer. It is very leveraged to the end of 
lockdowns and reopenings happening around 
the world. Its last results saw a 20% organic 
growth in its business; that’s an example of 
an economically resilient business that has 
extraordinary pricing power. 

Others may be new, like ASML, the leading 
supplier to the semiconductor industry. It’s 
probably the least-known monopoly in the 
world. When you think about the growth in 
semiconductors in this digitalised world – 
everything from your dishwasher and fridge 
to your phone and car are all connected – 
you need semiconductors for that. This is a 
business we had an opportunity to pick up 
and put into the portfolio.

Another one is Chipotle Mexican Grill, a high-
quality Mexican food chain with store roll-out 
opportunity giving it at least 8% to 10% per 
annum growth for the next decade due to an 
efficient operating model. Restaurant margins 
are very strong and returns on capital as they 
roll out these stores are extraordinarily good. 
It’s a classic Magellan-type of investment, but 
we’ve been able to start acquiring this at what 
we believe are bargain basement prices.

“We’re starting to see some 
opportunities appear where 
the market’s oversold.”
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IMPORTANT INFORMATIONIMPORTANT INFORMATION

This material has been produced by Magellan Asset Management Limited trading as MFG Asset Management (‘MFG Asset 
Management’) 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. 

Past performance is not necessarily indicative of future results and no person guarantees the future performance of any 
financial product or service, 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. This material may contain ‘forward-
looking statements’. Actual events or results or the actual performance of an MFG Asset Management 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. MFG Asset Management makes 
no guarantee that such information is accurate, complete or timely and does not provide any warranties regarding results 
obtained from its use. 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. No representation or warranty is made with respect to the accuracy or 
completeness of any of the information contained in this material. MFG Asset Management 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. Statements 
contained in this material that are not historical facts are based on current expectations, estimates, projections, opinions and 
beliefs of MFG Asset Management. Such statements involve known and unknown risks, uncertainties and other factors, and 
undue reliance should not be placed thereon. 

Further information regarding any benchmark referred to herein can be found at www.mfgam.com.au. Any third-party 
trademarks contained herein are the property of their respective owners and MFG Asset Management claims no ownership 
in, nor any affiliation with, such trademarks. Any third-party trademarks that appear in this material are used for information 
purposes and only to identify the company names or brands of their respective owners. No affiliation, sponsorship or 
endorsement should be inferred from the use of these trademarks. 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 MFG Asset Management.

http://www.mfgam.com.au

