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As discussed in the June quarter, inflation is rife throughout the global economy and central banks have responded with aggressive interest rate increases, with more expected. OPEC’s decision in early October to reduce quotas by 2 million barrels per day from November, which could put upward pressure on the oil price, makes the job of central banks harder.
These underlying cost pressures will put forecast company earnings at risk and help to distinguish between those higher quality companies with pricing power versus those that are merely beholden to the economic cycle. Given this backdrop, the upcoming AGM season and the accompanying trading updates will be a key driver of company share prices in the short term. 
The fund’s underperformance versus the benchmark was driven by Bennelong’s underweight position in the resources and banks sectors as well as some de-rating in their global oriented growth companies. Reliance Worldwide and James Hardie underperformed given concerns over the outlook for the US economy more generally and US new residential construction specifically. Corporate Travel Management underperformed due to concerns over the strength of the recovery in corporate travel globally. 
Bennelong believes Carsales is a high-quality business, with a strong franchise position, relatively low cyclical earnings risk and an attractive growth outlook ahead. In their view, domestic and international growth opportunities, combined with the investment into new ecommerce transaction models, supports double digit earnings growth over the medium term. Carsales continues to be the dominant used automotive marketplace in Australia, with its competitive position expanding in recent years. This allows Carsales to sustain high single digit Australian earnings growth due to significant potential to expand yields in the dealer and private seller sectors. Carsales is developing new products to monetise the consumer shift to online vehicle purchasing, through the higher yielding Carsales Select. Meanwhile, in private seller, yields have expanded >10% for the past three years, but it is believed there’s significant upside as Carsales is still in the early phases of implementing dynamic pricing and Instant Offer trade-ins.
There is opportunity to deliver double digit USA earnings growth over the long term, underpinned by four main growth opportunities. The first is increasing penetration of dealership customers in the US, particularly Power Sports and Trucks, where penetration is low at ~30%. Secondly, there is a healthy runway of dealers shifting advertising spend from traditional to online channels. Thirdly, leveraging Carsales’ experience and product knowledge will help increase Trader’s share of dealer advertising wallet, which is 2-3x lower than in Australia. Finally, Bennelong believes there is an opportunity to expand in private and media, which is less than 20% of Trader’s revenue in comparison to 40% in Australia.
The portfolio’s three largest positions, in alphabetical order, are: BHP Billiton, CSL and IDP Education. Given expectations for rising interest rates and a more difficult operating environment, Bennelong believes higher quality companies with strong pricing power are positioned to perform best. 
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