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International Growth Commentary 
Q1 2023 

Performance 
SGA’s International Growth portfolio returned 8.1% (Gross) and 7.3% (Net) in 
Q1, outperforming the 6.9% return for the MSCI ACWI ex USA Index, but 
lagging the 8.6% return for the MSCI ACWI ex USA Growth Index.  

International Equities Continue their Rebound 
Despite Rising Uncertainty 
International markets continued to rebound in Q1 as recession fears in 
developed markets declined and moderating inflation pressures raised hopes 
for an end to the monetary tightening cycle. Declining bond yields helped 
support a rally in growth stocks, which outperformed value stocks for the 
quarter by the largest margin since Q3 of 2020. Technology stocks performed 
best in Q1 driven by significant strength in the Semi and Semi-Equipment 
industry. Our lack of exposure to this area of technology was a headwind to 
relative returns during the period. In contrast, the Energy sector, which had 
outperformed significantly in 2022, underperformed as oil and commodity 
prices moderated, helping relative performance given our lack of exposure. 
Weakness in energy and commodity markets weighed on performance in 
economies highly levered to their exports, including many in Latin America and 
the Middle East. India was also among the weaker markets in Q1, with sentiment 
weighed down by accusations of fraud at one of the country’s largest 
conglomerates, the Adani Group. This had no impact on the portfolio as we have no exposure to Adani or any related entities. 
European markets performed best for the quarter, despite concerns around the health of the banking system, benefiting 
from improving growth expectations.   

The improving sentiment towards Chinese equities, which had begun in Q4 following the government’s plans to abandon its 
strict zero-Covid policies, continued to drive Chinese stocks higher early in the quarter. The strong rally cooled, however, as 
geopolitical tensions with the U.S. intensified and the country’s modest 5% economic growth target for 2023 raised concerns 
around the strength of the Chinese recovery. While we expect China’s reopening to be a net positive for growth and have 
exposure to companies which are benefiting from a return to normal, including quick-service-restaurant leader Yum China, 
medical device leader Shandong Weigao, and Hong Kong based insurer AIA Group, we remain cautious on China’s 
longer-term growth prospects. Systemic and structural challenges related to its property market, debt levels, unfavorable 
demographics, a more uncertain regulatory regime, and contentious relations with the West are likely impediments to future 
growth, thus we will continue to be selective.  

Growth expectations for 2023, which had seen some reprieve in Q4, remained relatively flat during the quarter whereas 
expectations for 2024 growth improved noticeably. We remain skeptical of the improving near-term growth outlook given 
the lagged impacts of global monetary tightening and tightening credit standards. On a longer-term secular basis, we have 
argued for some time that growth is structurally challenged. As outlined in a recent paper by the World Bank, fundamental 
drivers of economic development and growth have slowed over the past decade and are likely to slow further1. Growing 
geopolitical divisions have exacerbated de-globalization trends and slowed global trade, a key driver of productivity and 
growth. Additionally, slowing investment growth, fading improvements in health and education, as well as demographic 
challenges and a falling labor supply, are headwinds to long-term global growth potential. According to the World Bank, 
economies accounting for roughly 80% of global GDP are expected to experience slowing growth over the coming decade. 
We raise these issues not because we are macroeconomists or are building investment cases around macro projections, but 
rather because it supports our view of the importance of focusing on secular growth companies with durable competitive 
advantages that can grow through a more challenging and modest growth backdrop. The few select companies that can 

Highlights 
▪ Portfolio outperformed the MSCI ACWI ex USA 

Index but lagged the MSCI ACWI ex USA 
Growth Index  

▪ Companies with higher growth prospects 
rebounded on expectations of the monetary 
tightening cycle nearing its end. Technology 
stocks performed best led by Semis; Real 
Estate and Energy stocks performed worst   

▪ A new position in Experian was initiated while 
the position in Adidas was liquidated. Several 
positions were trimmed on strength, and 
several positions were added to on weakness 

▪ Portfolio remains well-positioned to deliver 
attractive, above-average growth in earnings 
and cash flows over the next three years with 
greater predictability 
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grow earnings and cash flows at above-average rates sustainably over the long-term should be increasingly rewarded as 
broad-based growth decelerates. 

 

Largest Contributors 

MercadoLibre (MELI), operator of the leading e-commerce marketplace in Latin America and an early leader in the region’s 
nascent financial technology (FinTech) industry, was the portfolio’s largest contributor in Q1. We see an attractive long-term 
growth opportunity ahead for MELI as it is well-positioned to benefit from rising penetration of e-commerce in Latin America, 
which is poised to increase dramatically from still low levels. The company’s significant investments in its logistics and delivery 
capabilities and in its financial technology have helped cement its dominance by increasing its value proposition to buyers 
and merchants alike. The FinTech opportunity is more nascent, but potentially much larger, given the large unbanked and 
underserved populations. Both businesses, however, benefit from a self-reinforcing, critical mass of buyers and merchants. 
Repeat revenues come from frequently returning buyers and merchants who maintain ongoing commerce and payment 
relationships with the company. In Q1, MELI’s shares benefited from strong quarterly results, highlighted by 56% 
constant-currency sales growth, better-than-expected operating margins, and 27% user growth in its FinTech business where 
total payment value also increased an impressive 80% in constant currency. Execution remains strong and we continue to 
have high confidence in management’s ability to capitalize on their longer-term growth opportunity. At the same time, we 
are cognizant of the likelihood that the company’s recent margin gains may moderate given new initiatives to resume growth 
in lower margin first party sales and given resumption of credit issuance to slightly riskier segments. We maintained a 
below-average weight position in Q1.  
 
L’Oréal, a global beauty company with a leading position derived from its aspirational branding and innovative products, 
was the portfolio’s second largest contributor. As the largest player in a steadily growing industry, L'Oréal benefits from 
growing consumer interest in beauty products driven by aging, social media, a rising middle class in developing countries, 
and rising wealth among women. Additionally, the company’s strong digital and e-commerce capabilities have driven steady 
share gains in recent years and enhanced its industry-leading position. As beauty products are consumed on a daily basis 
and with relatively low economic sensitivity, its revenues are highly recurring and predictable. The company is benefiting from 
higher growth in emerging markets where a rising middle class supports consumption growth and increasing demand for 
beauty products. L’Oréal’s shares outperformed in Q1 as the company reported strong Q4 results. Sales grew 8.1% organically, 
outpacing the industry, and results in China were resilient, with sales growing 3.8%, supported by strength in e-commerce. 
L’Oréal continued to invest heavily in advertising and promotional activity in 2022 which we believe is supporting its 
competitive moat and will help drive demand and expand its market opportunity over time. We continue to be impressed by 
management’s execution and see an attractive long-term growth opportunity ahead for L’Oréal. We trimmed the position 
on strength in Q1.  
 
Novo Nordisk, a global pharmaceutical company with leading positions in the large and growing diabetes and obesity 
markets, was the third largest contributor. We have been long term shareholders of Novo Nordisk and admire Novo Nordisk’s 

 
Source: World Bank. *2022-2024 for Advanced Economies and 
EMDEs. 

0.0%

2.0%

4.0%

6.0%

8.0%

2000-2010 2011-2021 2022-2030*

GDP Growth Forecasts

World
Advanced Economies
EMDEs (Emerging Markets and Developing Economies)

Source: World Bank Note: Note: EMDEs = Emerging Market and 
Developing Economies    

0%

50%

100%

World Advanced
Economies

EMDEs

Share Of Countries With Slower Growth 
Than In The Previous Decade

1990-99 average> 2000-10 average 2000-10 average> 2010-21 average



 
 
International Growth Commentary 
 

  3 

attractive and stable margin profile that is supported by the continuous transition of its portfolio of drugs towards newer 
drugs, such as its higher margin GLP-1 franchise, and away from lower priced insulins which face pricing pressure. The 
company’s scale and ability to drive manufacturing efficiencies also help the company maintain its overall level of profitability. 
As Novo Nordisk’s drugs target chronic diseases that are treated over the lifetime of patients, its revenues are highly recurring 
leading to a high degree of predictability. The rising prevalence of diabetes and obesity around the world and increasing 
adoption of their drugs earlier in the treatment provides a secular growth tailwind for Novo Nordisk. Its shares performed 
well in Q1 given strong Q4 results and 2023 guidance. Sales grew 18% in constant currency and EPS increased 27%. For 2023, 
the company had expected mid-to-high teens sales and operating profit growth, however, it increased its guidance in April 
to 24-30% growth, calling out the exceptional demand for its new obesity drug, Wegovy, and continued strength in its GLP-1 
diabetes franchise, which is supportive of its longer-term growth opportunity. We continue to have a favorable view on the 
fundamentals but trimmed the position on strength in Q1. 
 
FEMSA and Atlassian were the fourth and fifth largest contributors to performance. 

Largest Detractors 
XP, a leading independent broker platform operating in Brazil, was the portfolio’s largest detractor in Q1. XP is disrupting 
Brazil’s oligopolistic financial market structure which has historically resulted in a lack of customer choice and poor customer 
experience. Through technology and a focus on better customer experiences, XP offers a higher selection of better products 
and lower fees, allowing the company to gain market share and dominate the online brokerage market. Opportunities to 
cross-sell other financial services, such as credit cards and insurance, help offset fee pressures from the traditional 
compression of commissions in the brokerage industry and make its platform stickier, leading to a high degree of recurring 
revenues. XP’s growth opportunity is supported by low market penetration and improving financial savviness of investors in 
Brazil, which should lead to greater demand for different types of financial products over time. XP’s shares were negatively 
impacted in Q1 by disappointing topline results combined with weakening investor confidence and lower capital market 
activity following the bankruptcy of Brazilian retailer Americanas SA. Continuing concerns about fiscal policies under new 
President Luiz da Silva, as well as liquidity pressures from the sale of shares by pre-IPO investor Itau, added to the weakness 
for XP. However, the company’s newer, albeit small, segments turned in solid results. Additionally, overall expense 
management, capital allocation, and free cash flow generation were strong. Given the greater near-term uncertainty, we kept 
the position in the portfolio at a below-average weight.  

Recruit, an HR and media company which owns job-search engine Indeed and a variety of online media and staffing 
businesses, was the portfolio’s second largest detractor. Recruit’s dominant position in the mass-market job search segment 
via Indeed, where it serves over 250 million unique visitors every month, and its scale advantages in its Japanese Media and 
Solutions businesses, provides the company with significant pricing power while its reliability with employers leads to repeat 
customers and recurring revenues. The still low penetration of online tools in the hiring process supports a strong growth 
opportunity for Indeed while its Media and Solutions businesses are structural share gainers from traditional offline 
competitors. Recruit’s shares underperformed in Q1 given greater uncertainty around near-term growth for Indeed despite 
the company reporting better-than-expected quarterly results in its Japanese businesses. Softness in Indeed’s sponsored job 
volumes, which declined 33%, indicated less willingness on the part of employers to spend more to hire people in many 
industries despite labor shortages. We maintained a below-average weight position in the company, recognizing the boost 
the company received from the surge in job openings during the Covid rebound and, as a result, likely more muted growth 
in 2023 and 2024.  

AIA Group, a leading life insurer across Asia, was the portfolio’s third largest detractor. We admire AIA’s strong brand and 
balance sheet, along with an extensive network of direct agents enable the company to control its distribution and margins 
over time. Since the company retains control of its channels and supports its agents with technology, the company can focus 
on higher margin protection-type products which are less likely to be commoditized and are subject to less competition over 
time. AIA’s business offers a high degree of visibility into future cash flows as there is very low churn from existing policy 
holders. A high persistency ratio and reliance on regular long-term policies provide a steady stream of cash flow and repeat 
revenues. Longer-term, we view the company as being well-positioned to capitalize on the growing demand for insurance 
and health products across the developing world given the rising wealth and limited penetration in many of its key markets.  
AIA’s shares lagged in Q1 after having been a strong performer in Q4 when they benefited from rising optimism around 
China’s reopening. AIA’s 2022 results were solid considering the pandemic-related headwinds it faced. New business 
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generation declined 5% for the year but improved in the second half where it grew 6%, reflecting improvement in most 
markets except China. With the pandemic largely in the rear-view mirror, we expect AIA’s new business growth to improve 
and the company to increasingly capitalize on the secular growth drivers supporting its longer-term opportunity.  

HDFC Bank and Infosys were the fourth and fifth largest detractors from performance. 

Portfolio Activity 
Portfolio turnover was slightly below-average during the quarter. We liquidated the position in Adidas and initiated a new 
position in Experian. We continued to build the positions in Sika and Canadian Pacific, while also adding to positions in Adyen, 
Diageo, and FEMSA. We trimmed positions in L’Oréal, Novo Nordisk, and STERIS.   

New Positions  
A new position in Experian was initiated in Q1. Experian provides information solutions, consumer data services, and business 
process outsourcing services for businesses, governments, and consumers. Experian’s business-to-business (B2B) segment 
provides services that are used to manage credit risk, prevent fraud, and automate decisions and processes through its credit 
bureau data and analytics offerings. Its Consumer Services segment offers credit reporting and credit monitoring services for 
consumers as well as a marketplace for credit and insurance products. Experian enjoys strong pricing power in its B2B 
businesses, which operate in stable oligopolistic industry structures with high barriers to entry given the company’s scale and 
rich historical data set. Additionally, Experian’s scale in its Consumer Services segment, where it serves 140 million members 
globally, enables attractive monetization opportunities from its lending and insurance marketplaces. Experian’s 
industry-leading analytics offerings result from its internal focus on developing advanced decisioning and analytics tools and 
software.  

Experian’s businesses have historically demonstrated a high degree of predictability and resilience even through more difficult 
economic environments. For instance, the company managed to grow revenues through the Great Financial Crisis and more 
recently, the Covid-19 pandemic, despite large declines in credit and lending origination-related volumes. Minimum volume 
commitments from clients and a pickup in volumes related to credit monitoring, portfolio stress testing, and higher demand 
for affordability checks has served to offset lower volumes from credit origination in periods of broad credit contraction. 
Secular trends such as financial inclusion, lending channels shifting to digital outlets, increasing use of data to make faster 
and better decisions, and open banking opportunities support an attractive long-term growth opportunity for Experian.  

Among the risks we are monitoring for Experian include its exposure to the credit cycle and whether the company can 
manage through a slowdown in credit as well as it has in the past. We are also cognizant of competitive dynamics which 
could intensify during economic downturns if growth opportunities become limited for other industry participants.  

Sold Positions  
We liquidated the position in Adidas in Q1 given reduced visibility and uncertainty around the company’s execution in the 
face of new management. The proceeds were redeployed to higher conviction opportunities within the portfolio, including 
Sika, Canadian Pacific, and Adyen.   
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Market and Portfolio Attribution 
 

Summary 
International stocks continued to rally in Q1 despite headwinds from tighter monetary policies, bank lending standards, and 
growing geopolitical division. Growth stocks regained leadership on hopes that the monetary tightening cycle is near its peak 
as inflation pressures continued to moderate. The combination of reduced interest rate concerns and improving growth 
prospects supported a strong rebound in Semis and other beaten down Technology stocks, whereas Energy and Real Estate 
stocks underperformed on weaker energy prices and rising concerns around the health of property markets. While the 
market’s rising optimism lifted stocks in the quarter, we continue to expect a more modest growth environment ahead given 
the significant headwinds still present. We also see a challenged growth backdrop on a longer-term basis, which supports 
the case for our selective approach focused on secular growth companies that can generate attractive above-average growth 
in earnings and cash flows predictably and sustainably over the long-term. 

We thank you for your continued support and welcome any questions or comments.  

 

 

SGA International Attribution vs MSCI ACWI ex USA
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The opinions expressed herein reflect the opinions of Sustainable Growth Advisers, LP and are subject to change without notice. Past 
performance is no guarantee for future results. This information is supplemental and complements a GIPS Report that can be found with 
composite performance. The securities referenced in the article are not a solicitation or recommendation to buy, sell or hold securities. This 
commentary is provided only for qualified and sophisticated institutional investors. 

Results are presented gross and net of management fees and include the reinvestment of all income.  For interest and capital gains, SGA does 
not withhold taxes. For dividends, SGA will withhold taxes as reported by the client’s custodian. Returns are calculated net of withholding taxes 
on dividends. The Net Returns are calculated based on the deduction of a model fee of 3.00% being the highest applicable fee that may be 
charged to SGA clients for the International Growth WRAP strategy.  Net Returns do account for custodian and brokerage fees.  Actual fees 
charged to clients may vary depending on, among other things, the applicable fees schedule and portfolio size.  SGA’s fees are available upon 
request and may be found in Part 2A of its Form ADV. The largest contributors and detractors are determined using a ranking of the absolute 
contribution to portfolio return by each security held over the period under consideration. Policies for valuing investments, calculating 
performance, and preparing GIPS Reports are available upon request. Upon request, free of charge, SGA can provide a list of all portfolio 
holdings held in SGA’s International Growth WRAP portfolio for the past year.  SGA’s earnings growth forecast data is based upon portfolio 
companies’ non-GAAP operating earnings. 

 

Performance Results Q1 
2023 

YTD 
2023 1-Year 3-Year 5-Year Since 

Inception 

SGA International Growth (Gross) 8.1% 8.1% -2.0% 13.2% 6.9% 7.9% 

SGA International Growth (Net) 7.3% 7.3% -4.9% 9.9% 3.7% 4.8% 

MSCI ACWI ex USA (Net TR) 6.9% 6.9% -5.1% 11.8% 2.5% 3.6% 

MSCI ACWI ex USA Growth (Net TR) 8.6% 8.6% -6.4% 9.5% 3.4% 4.6% 
 

 
Total Return 3 Year Standard Deviation 

Period Before 
Fees After Fees MSCI ACWI ex-USA 

Net TR Index 
MSCI ACWI 
Growth ex-
USA Net TR 

Index

Number of 
Portfolios Composite 

Dispersion SGA 
Composite 

MSCI ACWI 
ex-USA Net 

TR Index 
MSCI ACWI 
Growth ex-
USA Net TR 

Index

Total Assets in 
Composite at 

Period End (USD 
millions)

Total Firm Assets 
at Period End 
(USD millions) 

Percentage of non-
fee paying accounts 

Percentage 
of WRAP 
accounts 

Mar. 1 - Dec. 31, 2015 -4.63% -7.00% -10.32% -6.77% Five or Fewer N/A    0.096 5,318 100% 0% 
2016 0.65% -2.33% 4.50% 0.12% Five or Fewer N/A    0.097 5,672 100% 0% 
2017 37.83% 33.85% 27.19% 32.01% Five or Fewer N/A    0.133 9,971 100% 0% 
2018 -12.42% -15.04% -14.20% -14.43% Five or Fewer N/A 12.85% 11.38% 11.55% 89 9,096 0% 0% 
2019 30.96% 27.16% 21.51% 27.34% Five or Fewer N/A 12.01% 11.34% 11.50% 307 12,347 0% 0% 
2020 25.55% 21.90% 10.65% 22.20% Five or Fewer N/A 15.87% 17.93% 16.48% 310 18,780 0% 0% 
2021 9.53% 6.31% 7.82% 5.09% Five or Fewer N/A 15.11% 16.79% 15.01% 325 22,899 0% 0% 

Since Inception (March 1, 
2015) 11.36% 8.09% 5.93% 8.30%     14.32* 14.53* 13.66*         

N/A- Information is not statistically meaningful due to an insufficient number of portfolios in the composite for the entire year.     
3 Year Standard Deviation is not shown for 2015, 2016, and 2017 as 36 months of returns are not available     
* Since Inception Annualized Standard Deviation. SGA Composite Standard Deviation based on Gross Returns.    
 

Sustainable Growth Advisers, LP (“SGA”) was formed in 2003 and is a registered investment advisor under the Investment Advisers Act of 1940.  
SGA manages portfolios of publicly traded equity assets according to its “Large Cap Growth Equity” investment approach for pooled funds, 
institutions, trusts and private accounts.  SGA is an operationally independent investment management firm and an affiliate of Virtus Investment 
Partners. The SGA International Growth WRAP Composite was created in March 2019. The firm maintains a complete list and description of all 
composites, which is available upon request. 

Sustainable Growth Advisers, LP claims compliance with the Global Investment Performance Standards (GIPS®) and has prepared and 
presented this report in compliance with the GIPS standards. Sustainable Growth Advisers, LP has been independently verified for the periods 
July 1, 2003 – December 31, 2021.  
 
A firm that claims compliance with the GIPS standards must establish policies and procedures for complying with all the applicable requirements 
of the GIPS standards. Verification provides assurance on whether the firm's policies and procedures related to composite and pooled fund 
maintenance, as well as the calculation, presentation, and distribution of performance, have been designed in compliance with the GIPS 
standards and have been implemented on a firm-wide basis. Verification does not provide assurance on the accuracy of any specific 
performance report. 
 
GIPS® is a registered trademark of CFA Institute.  CFA Institute does not endorse or promote this organization, nor does it warrant the accuracy 
or quality of the content contained herein. 
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SGA International Growth WRAP Composite contains fee-paying and non-fee paying large cap international growth equity portfolios under 
full discretionary management of the firm. For comparison purposes the composite is measured against the MSCI ACWI ex-USA TR Index (Net) 
and MSCI ACWI Growth ex-USA TR Index (Net). 
 
The composite includes non-wrap accounts only, from 3/1/15 to 12/31/21. 
 
The composite calculation has been appropriately weighted for the size of each portfolio on a time-weighted, total return basis.  Monthly 
portfolio returns have been used in the construction of the composite. Results are based on fully discretionary accounts under management, 
including those accounts no longer with the firm.  
 
The U.S. Dollar is the currency used to express performance.  Results are presented gross and net of management fees and include the 
reinvestment of all income.  For interest and capital gains, SGA does not withhold taxes. For dividends, SGA will withhold taxes as reported by 
the Client’s custodian. Returns are calculated net of withholding taxes on dividends. Wrap fees include management, transaction, custody and 
other administrative fees. The Net Returns are calculated based upon the highest published fees. The net performance has been calculated by 
reducing the gross performance by the amount of the highest published wrap fee that may be charged to SGA clients, 3.00%, employing the 
International Growth WRAP strategy during the period under consideration. Actual fees charged to clients may vary depending on, among 
other things, the applicable fees schedule and portfolio size.  SGA’s fees are available upon request and also may be found in Part 2A of its 
Form ADV. The annual dispersion presented is an asset-weighted standard deviation calculated using gross returns for the accounts in the 
composite the entire year.  Policies for valuing investments, calculating performance, and preparing GIPS Reports are available upon request. 
Past performance is no guarantee of future results. 
 
The standard wrap fee schedule in effect is 3.00% on total assets. Actual investment advisory fees incurred by clients used in the composite 
may vary from the standard fee schedule.  
 
Indices are unmanaged, hypothetical portfolios of securities that are often used as a benchmark in evaluating the relative performance of a 
particular investment.  An index should only be compared with a mandate that has a similar investment objective.  An index is not available 
for direct investment and does not reflect any of the costs associated with buying and selling individual securities or management fees. 
 

 
 
 
 
 
Risk Considerations: 
Equity Securities: The market price of equity securities may be adversely affected by financial market, industry, or issuer-specific events. Focus on a 
particular style or on small, medium, or large-sized companies may enhance that risk. 
Foreign & Emerging Markets: Investing in foreign securities, especially in emerging markets, subjects the portfolio to additional risks such as increased 
volatility, currency fluctuations, less liquidity, and political, regulatory, economic, and market risk. 
Market Volatility: The value of the securities in the portfolio may go up or down in response to the prospects of individual companies and/or general 
economic conditions. Local, regional, or global events such as war, terrorism, pandemic, or recession could impact the portfolio, including hampering the 
ability of the portfolio's manager(s) to invest its assets as intended. 
Limited Number of Investments: Because the portfolio has a limited number of securities, it may be more susceptible to factors adversely affecting its 
securities than a portfolio with a greater number of securities. 
Industry/Sector Concentration: A portfolio that focuses its investments in a particular industry or sector will be more sensitive to conditions that affect that 
industry or sector than a non-concentrated portfolio. 
ESG: The portfolio's consideration of ESG factors could cause the portfolio to perform differently from other portfolios. While the subadviser believes that 
the integration of ESG factors into the portfolio's investment process has the potential to contribute to performance, ESG factors may not be considered 
for every investment decision and there is no guarantee that the integration of ESG factors will result in better performance. 
Currency Rate: Fluctuations in the exchange rates between the U.S. dollar and foreign currencies may negatively affect the value of the portfolio's shares. 
Depositary Receipts: Investments in foreign companies through depositary receipts may expose the portfolio to the same risks as direct investments in 
securities of foreign issuers. 
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