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The 2023 year has started with global equities rising in the first quarter across all major markets, although
the rally is narrow. There were two key developments in the first quarter – the public launch of ChatGPT, a
software platform that makes certain artificial intelligence (AI) capabilities available to the public and
businesses, and a banking crisis that started in the U.S. and then spread to Europe. On the economic front,
there continued to be low unemployment, solid personal income growth and a softening of inflation across
the developed world. In local currency terms, 8 of the 11 industry sectors rose with the Information
Technology (+21.0%), Communication Services (+17.9%) and Consumer Discretionary (+16.1%) sectors
performing the best. Falls were led by the Energy sector (–3.8%), Financials (‐1.9%) and Health Care (‐1.9%)
as commodity prices fell and a banking crisis saw several banks fail and major steps taken by regulators to
curtail banking system risks.

The U.S. Federal Reserve raised the cash target rate a further 50bp to a 4.75% to 5% target range in two
25bp increments, slowing its pace of increase. With interest rates rising by 450bp since the start of this
tightening cycle a year ago, the impact on slowing inflation and slowing economic growth is starting to
become more apparent, though recent data on U.S. economic growth has remained resilient and ahead of
expectations. One unexpected effect of the sharp move higher in interest rates was the collapse of
California‐based Silicon Valley Bank, where its balance sheet deteriorated to levels requiring
recapitalization, as higher rates resulted in large unrealized losses on its large portfolio of U.S. Treasuries.
This squeeze on the bank’s capital strength led to a loss in confidence by customers, provoking a run on its
deposits that forced its regulator to step in. The crisis escalated across other smaller U.S. banks, which had
disproportionate exposure to the crypto sector, and then to Credit Suisse in Europe. Regulators then
responded decisively to avert a systemic crisis by providing liquidity to banks on very generous terms and
encouraging major banks to intervene to help reduce stresses in the system. Japan has a new Bank of Japan
Governor, Kazuo Ueda, and his policy decisions, particularly the shift away from Yield Curve Control, will be
closely watched given implications for global money flows. China continues its committed, albeit chaotic,
reopening and cut the Reserve Requirement Ratio for its banks in March to help with efforts to revitalize
economic growth. Geopolitical tensions between China and the U.S. were again evident during the quarter,
including the cancelling of a visit by the U.S. Secretary of State to Beijing and coordinated widening of
restrictions on the export of advanced semiconductor machinery to China.

The top three contributors were Meta Platforms, Microsoft and Salesforce. Meta outperformed in the
quarter following announcements relating to significant cost cuts. Given the recent spending spree related
to the metaverse, the cost conscience strategy was well taken. Meta intends to become a faster, leaner and
more technical company in the future. Microsoft performed well with the broader tech sector and was
further lifted by market buzz surrounding the public release of ChatGPT, an artificial intelligence chatbot
released by the company OpenAI. Microsoft increased its stake in OpenAI through a multi‐year, multi‐
billion‐dollar investment and has been incorporating OpenAI's technology into its products including Bing,
Azure, and Microsoft 365. ChatGPT’s capabilities can also be integrated into other firms’ services, perhaps
creating a new tech platform network effect that could be material to Microsoft’s revenues in the medium
term. Salesforce fell out of favour during last year’s tech de‐rate as the market lost confidence in the long‐
term margin potential of the company and became impatient with management’s lack of historical track‐
record for driving profitability. During the quarter, Salesforce announced significant cost‐out initiatives and
a committed share repurchase program that restored the market's confidence in Salesforce's profitability
potential and indicated a shift in management's focus towards profitable growth and investor‐friendly
capital allocation.
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Mutual fund investing involves risk; principal loss is possible. The Fund’s investment objectives, risks, charges, and
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The information provided herein represents the opinion of the Fund manager and is not intended to be a forecast of
future events or a guarantee of future results. Further, there is no assurance that certain securities will remain in or out of
the Fund’s portfolio. The Fund’s top ten holdings as of the most recent quarter‐end may be obtained at
www.frontiermutualfunds.com.

The three largest detractors from performance over the quarter were U.S. Bancorp, Dollar General and
Procter & Gamble. The largest detractor in the quarter was U.S. Bancorp (USB), which fell over the quarter
as loss of confidence in the banking system fueled panic in the sector. As the fifth‐largest U.S. bank, USB is
well positioned as further industry consolidation seems likely and we assess materially undervalued post the
sector‐wide sell‐off. Dollar General underperformed following downgrades to company guidance due to
challenges for low‐income consumers and strategic investments. Procter & Gamble underperformed as the
market overestimated the speed at which the recent commodities deflation would benefit operating
margin. Instead, management are restoring brand reinvestments and prioritizing the long‐term health of the
business. We expect margins to return to more normal levels over the medium term.

High levels of inflation appear to be slowing down, especially in the goods part of the measure. However,
wages inflation continues to warrant close attention, as it is a strong contributor to elevated levels of
inflation in the large services sectors of advanced economies. Central banks have been vocal in their
determination to retain their restrictive stances until credible evidence emerges that inflation is being
reined in, so while there remains uncertainty on the duration of higher levels of interest rates, there is
greater market confidence in the levels at which they peak. This means it is likely the market’s repricing of
the level of long‐term interest rates is mostly done and the levels of the benchmark U.S. 10‐year bond
appear to be settling into a range around the high 3% mark. Therefore, over coming quarters we expect the
primary cause for movements in stock prices will be from the earnings prospects of individual companies
and the path of their cash flows (rather than the discount rate applied to those cash flows).

This uncertainty on the duration of elevated rates and the real possibility that central banks are willing to tip
economies into recession, if that is necessary to steadfastly reduce inflation, cause us to retain our cautious
portfolio stance with our approximately 9.2% holding in cash and defensive tilt. The start of 2023 sees
growing earnings risks in parts of the market for the coming year and we expect share prices to respond to
these risks. The coming reporting season may result in stock price volatility that provides opportunities for
capital to be redeployed into higher risk‐adjusted returns. A significant proportion of Magellan’s high‐quality
universe has attractive medium‐term return prospects. The portfolio retains the quality and diversity and
the longer‐term prospects we seek for our companies. We believe these are advantaged companies with
excellent business track records, skilled management and disciplined capital management.

Index movements and stock contributors/detractors are based in local currency terms unless stated otherwise.
U.S. GDP statistics come from the U.S. Department of Commerce, while U.S. employment and inflation statistics
are published by the U.S. Department of Labour. EU economic statistics come from Eurostat. UK statistics are
released by the Office for National Statistics.
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