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The Swell Global Fund returned 22.57% AUD after all fees and expenses over the 12 months 

to 30 June 2018. The performance of the Fund was led by our investments in Information 

Technology 13.20% (USD), Financials 3.35% (USD) and Energy 1.33% (USD). The currency 

provided a 4.66% benefit to performance as the Australian dollar weakened to 74.0 cents from 

76.8. From a company perspective, the largest contributors were PayPal (3.66%), Visa (2.13%), & 

Facebook (1.95%). The waterfall chart below highlights the contribution from each sector.

Portfolio Contribution 

We discuss the three main contributors below.

 

Information Technology

Our investments in Information Technology continue to drive the portfolio’s performance 
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contributing 13.20% (USD) over the prior twelve months. Despite these investments being 

categorised as Information Technology, they have diverse underlying drivers. 

Our investments in the mobile economy, span the ecosystem and their applications. These 

investments will benefit as the behavioral and economic decisions of consumers evolve. The 

mobile economy has an addressable market in excess of three trillion USD. 

Our investments in the payments economy, facilitate both online and offline commerce, 

providing infrastructure that is critical to the migration of cash to digital forms of payment, 

whether that is in-store, in-app, or online. The addressable market is estimated to be greater 

than 17 trillion USD1. 

We discuss both these investments in detail in our December 2017 Newsletter.

Financials

Our investments in Financials contributed 3.35% (USD) to the portfolio’s performance over the 

prior 12 months. We are attracted to these investments due to their strong balance sheets, 

leverage to the US economy, and opportunity for capital management. Our investment thesis 

has not changed since their acquisition. 

As our bank investments digitise and optimise their offering to clients, we see an opportunity to 

materially improve their cost-to-income ratio. This will have a direct impact on profitability and 

return on equity. In addition, the prospect of higher interest rates and capital management will 

serve to increase total shareholder return.

Energy

Our investment in Energy contributed 1.33% (USD) to the portfolio’s performance over the 

prior 12 months. We acquired Phillips 66 in February of 2016, after the oil price declined from 

1 Visa Investor Day 2017



~US$90 a barrel to ~US$40 a barrel. The falling oil price presented an opportunity to acquire 

Phillips 66 at an attractive price. We divested this investment toward the end of FY18 as the oil 

price recovered. We allocated this capital to a more attractive investment, with lower risk, and 

better underlying economics. 

Global Economy

Australia

The Australian economy grew at 3.1% over the March quarter of 2018, above estimates of trend 

growth. Business conditions have been positive and capacity utilisation remains high. Business 

investment continues to improve, and public infrastructure is supporting growth. Australia’s 

terms of trade rose 3.3% in the March quarter, as commodity prices remain elevated, supported 

by higher demand from Asia. 

However, the structural imbalance, namely high household debt to disposable income, 

continues to be a major concern. Despite macroprudential controls cooling household credit, 

we remain concerned about the housing market. After a decade of robust house price growth 

a slowdown is inevitable. The RBA noted in the July 2018 minutes, that a material share of 

household debt is held by lower-income households. This enhances Australia’s vulnerability to 

exogenous economic shocks, which may impact consumption and economic growth. We are 

carefully monitoring this data. 

US

The US economy has been growing at around 2% since September 2009. Unemployment has 

reached an 18-year low at 3.8%, while the participation rate hovers around 62.7%. Wage and 

price inflation appear to be emerging after years of sub-trend growth. However, demographics 

continue to weigh on the economy.  



The other significant influence on US inflation has been globalisation and free trade. 

Disinflation, prices rising but at a lower pace, has been a key feature of the global economic 

landscape since China joined the World Trade Organisation in 2001. On their arrival, China 

became the manufacturing epicentre of the world as they tapped into their vast pool of young, 

cheap labour. This brought down the cost of goods globally, as China produced and exported 

to retailers around the world. 

Despite weak US wage growth, the purchasing power of consumers increased, as the prices of 

goods fell. The rise of online retailers, increased price discovery, leading to greater competition 

and lower prices. Broadly speaking, this has been positive for consumers. 

However, any retreat in free trade, led by protectionist policies, will have an inflationary impact 

on prices. As we survey international trade, we are concerned about the prospect of tit-for-tat 

retaliatory tariffs and their unintended consequences. Protectionism serves to place a brake on 

economic growth. Accordingly, we are monitoring this situation closely. 

China

The world’s second largest economy continues to prosper. China’s gross domestic product 

(GDP) growth in second quarter of 2018 was 6.7%, slightly lower than 6.8% in the first quarter 

of 2018. Despite fixed asset investment continuing to rise in dollar terms, the growth rate 

continues to fall. Capital investments grew 6.0% in the first half of 2018, down from nearly 25% 

in 2012. However, retail sales remain buoyant, rising 9% in June 2018, from a year earlier. 

The government is seemingly navigating the dual threats of rising house prices and rising 

debt levels. We continue to be concerned about China’s Total Debt-to-GDP of c.265% as 

at December 2017 (Debt = Corporate + Household + Government + Bank Debt), and an 

estimated, fifteen trillion USD shadow banking industry. However, with over 3.1 trillion USD 

foreign exchange reserves as at 2Q2018, China has considerable firepower to manage a 



potential crisis.

European Union

As we look across the EU, we see further evidence of the global recovery. The unemployment 

rate has fallen to 7.0%, down from 10% in 2013. However, the unemployment range varies 

significantly from 3.4% in Germany to 20.2% in Greece. EU GDP growth has slowed to 2.4% 

(down from 2.8% in September 2017). The weak performance was driven by soft exports, 

buffeted by a slower global recovery, and a strengthening Euro. The Euro Stoxx 50, which 

includes Europe’s leading blue-chip companies, is trading on 13.8x FY18 earnings. 

Central Bank Policy

Federal Reserve

At the June meeting, the Federal Reserve raised the target range for its policy rate to between 

1.75% and 2.00%. The implied probability of the Federal Reserve raising target interest rates two 

more times in 2018 is around 50%. This would increase the federal funds rate to 2.25%-2.50% by 

end of 2018. The labour market continues to strengthen and economic activity is rising aided 

by corporate tax cuts. 

People’s Bank of China

The Chinese central bank has reduced the reserve requirement for the third time this year as 

the prospect of a trade war with the US looms. This will release significant liquidity in the hope 

of reducing any resulting economic drag. China’s policy makers continue to foster further debt-

for-equity swaps to reduce non-performing loans within the financial system.  

European Central Bank  

The European Central Bank (ECB) is gradually reducing its purchases of bonds, which is 

currently EUR 30 billion each month. The ECB forecasts bond purchases to be EUR 15 billion 



from October 2018. The removal of further monetary stimulus undoubtedly carries risk. 

However, we expect the ECB to be measured and accommodating with respect to economic 

growth. 

Demographics & Productivity 

In the US, the number of people aged 65 or older per 100 of working-age people (those age 

15 to 64), will be more than double what it was in 1970. This has placed downward pressure on 

inflation. This demographic burden will weigh on economic growth. However, a circuit breaker 

to this malaise may arise from an unlikely source, technology. 

We believe the next decade will unlock a productivity boom. However, the extent of this 

productivity boom will be limited by investments in important infrastructure including 5G, fibre 

optic networks, cloud computing, and software. These components will form the backbone 

allowing innovation to prosper. 

To date, digital industries have been the primary beneficiary of technological innovations. 

However, the next 10 years will see these innovations applied to every industry. In the same way 

that the internet changed commerce, the proliferation of data, and the software to analyse this 

data, will lead to improvements in physical industries2. The largest physical industries include 

transportation, healthcare, retail and manufacturing. To date these industries have significantly 

lagged digital industries. However, the next decade, driven by technological innovations, will 

unlock the potential in many physical industries. 

The gap between the world’s most productive companies and their rivals is widening. The most 

productive 5% of manufacturing companies increased productivity by 33% between 2001 & 

20133, compared to only 7% for all other manufacturers. With respect to service companies, the 

inequity was similar. Productivity leaders engaged in the Services industry improved productivity 

2 
The Coming Technology Boom: Transforming the Physical Economy with Information, By Michael Mandel and Bret Swanson

3 Wall Street Journal, The problem with Innovation: The Biggest Companies are Hogging all the Gains, By Jason Douglas, Jon Sindreu and Georgi Kantchev



by 44% over the same period, compared to only 5% for all other service companies.  

We expect the coming decade will see the democratisation of technology, allowing smaller 

companies the ability to take advantage of those technologies currently available to only the 

largest and best resourced companies. Our role, is to consider and allocate investment capital 

to those companies and industries standing to benefit from this progress. We are presently 

considering a number of investments. However, we will be prudent and cautious with respect 

to the allocation of capital. 

Summary

Whilst the investment returns over the last twelve months are pleasing, there is more work to 

do. We will continue to focus on the acquisition of high quality companies at discounts to their

intrinsic value conservatively stated. We look forward to updating our investors after 31 

December 2018.

Important: This document has been prepared and approved by Swell Asset Management Pty Limited ABN 16 168 141 204 Corporate Authorised Representative (CAR No. 465285) of Hughes 

Funds Management Pty Limited ABN 42 167 950 236 AFSL No. 460572. The information provided in this document is of a general nature only, is not personal investment advice and has 

been prepared without taking into account your investment objectives, financial situation or particular needs (including financial and taxation issues). Investors should read and consider the 

investment in full and seek advice from their financial adviser or other professional adviser before deciding to invest. The information in this document is for general information only. To the 

extent that certain statements contained in this document may constitute forward–looking statements or statements about future matters, the information reflects Swell Asset Management’s 

intent, belief or expectations at the date of this document. This document is not a prospectus, product disclosure statement, disclosure document or other offer document under Australian 

law or under any other law and does not purport to be complete nor does it contain all of the information which would be required in such a document prepared in accordance with 

the requirements of the Corporations Act 2001 (Cwlth). This document is not, and does not constitute, financial product advice, an offer to issue or sell or the solicitation, invitation or 

recommendation to purchase any securities and neither this document nor anything contained within it will form the basis of any offer, contract or commitment.



Dividend Yield Earnings Yield 10 Year bond (US) Margin Of Safety

1.49% 5.65% 2.83% 2.82%

Price to Earnings Price to Cash Flow ROE Price to Book

17.7x 19.2x 20.39% 3.7x

Portfolio Fundamentals

Revenue by Geography (excl. cash)

Portfolio Weights by Industry

Portfolio Holdings
Alphabet, Apple, Bank of America, Deere & Co., Facebook, Kraft Heinz, Lowes, Microsoft, Nestle, PayPal, Starbucks, S & P Global, Visa, 
Wells Fargo. As at 30 June 2018.
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