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Aoris Investment Management
Aoris is a specialist international equity manager founded in 2017.
We are a focused business and manage a
single international equity portfolio.
Our investment approach is conservative,
fundamental and evidence-based.

The Aoris International Fund
Our portfolio is long-only and highly selective.
We own a maximum of 15 stocks, each of which has
considerable breadth or internal diversification.
We aim to generate returns of 8–12% p.a. over a market cycle.

Our Quarterly Reports
We are business owners, not economists.
As such, our reports focus on the
performance of our investee companies.
We report on portfolio performance
and changes with candour and transparency.
Each quarter, we include a thought piece or feature article on
a topic area with direct relevance to our investment approach.

About the cover image: The statue of Socrates by the Italian sculptor Piccarelli (19th century) and the Apollo
statue in the background. Socrates was a Greek philosopher credited as the founder of Western philosophy and
admired by his followers for his profound insight and self-mastery.
The sculptures near Academy of Sciences in the city of Athens on a sunny day, by Gestiafoto.
File ID 1197561427; Shutterstock Images.
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1 Year

Since Inception
p.a.*

Portfolio return (AUD) - Net of all fees

6.8%

25.7%

17.1%

MSCI AC World Accum Index ex-Australia (AUD)

2.9%

26.4%

14.4%

Excess Return

3.9%

-0.6%

2.7%

3.4%

26.2%

15.6%

-0.4%

26.5%

11.3%

3.8%

-0.3%

4.4%

Performance to 30 September 2021
Class A (Unhedged – base fee option) Inception 26 March 2018

Class C (Hedged – base fee option) Inception 28 September 2018
Portfolio return (AUD) – Net of all fees
MSCI AC World Accum Index ex-Australia 100% Hedged (AUD)
Excess Return
*Past performance should not be taken as an indication of future performance.

MARKET AND PORTFOLIO PERFORMANCE
The international equity market, as measured by the MSCI AC World Accumulation Index ex-Australia,
rose by 2.9% in the September quarter (all returns are in A$ unless stated otherwise). Equity markets
declined by 0.4% in local currencies, with currency changes adding 3.3% to the A$ return.
The Aoris International Fund (Class A – Unhedged) gained 6.8% for the quarter, 3.9% in excess of
our benchmark. The Aoris International Fund (Class C – hedged) rose by 3.4%, outperforming its
benchmark by 3.8%.
Energy was by some distance the strongest performing sector, with a return of 10.9%. Crude oil
prices remained near seven-year highs throughout the quarter, supported by disciplined supply
from the major producers even as oil demand remains depressed. Financials rose by 5.0%,
reflecting slight increases in long-term interest rates, which are expected to fatten bank-lending
margins. At the other end, Consumer Discretionary was down 8.0% as various government stimulus
programs expire and supply chain disruptions are limiting the availability of goods in the lead-up to
the Christmas shopping period. The weak performance of Communication Services, which declined
6.4%, reflects ongoing regulatory and reputational pressures on major technology companies, and
concerns around the negative impact of Apple’s new privacy features on the ad revenue of social
media companies.
Three stories dominated financial markets in the quarter, namely China, supply chains, and inflation.

China
The Chinese equity market has been negatively impacted by two distinct yet interrelated concerns:
Chinese Government intervention in the private sector under the banner of ‘common prosperity’, and
the precarious financial position of China’s largest property development company, Evergrande.
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GOVERNMENT INTERVENTION
Recent months have seen the Chinese Communist Party actively reshaping how a number of
industries operate and clipping the wings (in some cases severing them altogether) of companies
and individuals that are seen to have amassed excessive influence. These activities include:
-

designating the private tutoring sector as non-profit organisations

-

limiting online video game playing for young people to three hours per week

-

requiring tech companies to share their user data with the government and dismantle anticompetitive practices among themselves

-

limiting the ability of Chinese companies to raise capital from the US or store data there.

Chinese companies have moved quickly to get with the program, finding ways to insert the words
‘common prosperity’ into press releases as often as possible, and making massive financial pledges
to government programs ($15.5 billion in the case of both Tencent and Alibaba). The government
has not taken promises of mending ways at face value, granting itself board seats in social media
firm Weibo and TikTok’s parent company, ByteDance, to exert control from the inside.
EVERGRANDE
Two years ago, Evergrande was the world’s most valuable property business and its founder
among China’s ten wealthiest people. Today, it is the world’s most indebted property company,
with liabilities of over $300 billion. The reason Evergrande is a big deal, beyond the sheer size of
its balance sheet, is that it is a symptom of widespread problems in China’s residential real estate
sector, which plays an outsized role in its economy. It is estimated that real estate contributes
around 30% of China’s GDP, has accounted for almost 30% of its economic growth over the last five
years, and employs 20% of the urban workforce.
China’s residential real estate is oversupplied, overpriced, and overrepresented in household
balance sheets. We don’t have to paint a sensationalist picture of a property crash to recognise that
this important sector is unlikely to contribute to China’s economic growth in the coming years by
anywhere near the extent of its contribution over the last decade.
China’s residential construction has been excessive and is considerably overbuilt, with a household
vacancy rate of more than 20%. As a direct result of its one-child policy and negative net migration,
China’s population is expected to peak in 2030. It is estimated that a decade from now, more than 600
million Chinese citizens, or 40% of the population, will be living in cities with a shrinking population,
making it very difficult for the oversupply to be absorbed through new household formation.
Prices also appear excessive. The price-to-income ratio of property in Beijing and Shanghai is about
45x, compared to 22x for London and 17x for Paris. Nearly 70% of Chinese household wealth is in
residential real estate, and over 90% of urban households already own their own home (compared to
65% of total households in America). The impact of any decline in house prices will be felt broadly.
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China bulls will argue that with GDP per capita barely a quarter of America’s in purchasing power
parity terms, China has decades of fast growth ahead of it. That may be true, but it tells nothing
about the outlook for Chinese equities. Over the 29 years to September 2020, China was by far the
world’s fastest growing major economy, yet it was also one of the worst equity markets over that
period, with a US$ return of 2% p.a. including dividends – a fraction of the 10.5% p.a. from the US
S&P 500.
As far as government intervention goes, rather than trying to read the tea leaves and guess which
sector is next, and which is safe, our approach at Aoris is simpler. When we invest in a company, we
do so in the belief that the company is being run for us, as shareholders, and that we sit at the top of
the food chain. In China, the rules of the game are different to most developed countries. As George
Soros wrote in a Wall Street Journal op-ed piece in September: ‘The regime regards all Chinese
companies as instruments of the one-party state.’1 Lower share prices do not change this fact, and we
are no more attracted to investments in local Chinese companies than we were a year ago.
While we don’t own any Chinese companies, China is an important end market for the global
consumer goods companies that we do own in the Aoris portfolio, such as L’Oréal, Nike and
LVMH, which may be impacted by softer consumer spending stemming from any weakness in the
real estate sector. LVMH may also be vulnerable to the Communist Party’s message of ‘common
prosperity’ being interpreted as discouraging the consumption of luxury goods. While recognising
the potential for a period of weaker sales growth from China, our view on the long-term earnings
for these consumer brands is unchanged in the face of risks to the property sector. There are
several reasons for this.
-

Firstly, consumer spending is underrepresented in China, with its contribution to GDP at about
50%, compared to an OECD average of 60%. Efforts by the government to rebalance the
economy away from real estate are likely to favour personal consumption.

-

Secondly, these businesses are all global, with China accounting for 20% of Nike’s revenue,
about 25% for L’Oréal and about 30% for LVMH. While China is important, the vast majority of
revenue is from elsewhere.

-

Thirdly, each of these three companies has been consistently gaining share in China. So, their
growth in China is as much about their success in growing their share as it is about a growing
market.

Supply chains and inflation
Disruptions to the production and distribution of physical goods have been discussed at length in
the media. These disruptions are contributing to upward pressure on inflation. The message we’ve
heard from most companies is that inflation is not transitory, which is somewhat at odds with the
message from major central banks, and that the upward pressures are building rather than abating.
As an example, in September Costco said that inflation across all the various items it puts on
shelves is currently in the range of 3.5%–4.5%, up from a range of 1%–1.5% six months earlier.

1

Soros G (6 September 2021), ‘BlackRock’s China Blunder: Pouring billions into the country now is a bad investment and imperils U.S.
national security’, Wall Street Journal, https://www.wsj.com/articles/blackrock-larry-fink-china-hkex-sse-authoritarianism-xi-jinping-termlimits-human-rights-ant-didi-global-national-security-11630938728, accessed 12 October 2021.
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Emerging markets are particularly vulnerable to rising inflation, especially those that depend on
capital flows from international capital markets. To get ahead of rising inflation and retain the
confidence of offshore markets, Russia has increased official interest rates from 4.25% to 6.75%
this year, and Brazil from 2.0% to 6.25%. The market has perceived these moves as insufficient, and
South Africa, Turkey, Mexico and Brazil have each seen sharp declines in the value of their currency
since mid-year.
In the context of the Aoris International Fund, supply chain and inflationary pressures will impact
businesses that produce or distribute physical products far more than it will those providing
software and services. The former includes our retailers, such as Costco and Tractor Supply, and
distributors such as CDW and Nike. In fact, Nike announced in September that COVID-related
manufacturing constraints at Vietnamese factories and the slow movement of goods to stores will
materially affect earnings in the coming year.
It is our belief, though, that the leading retailers and manufacturers in their respective markets,
such as Costco and Nike, will weather these headwinds better than their peers due to their large
purchasing scale and sophisticated supply chain infrastructure. We expect any impact from supply
chain disruptions and inflationary pressures on the earnings of our portfolio companies to be
temporary, and that they will emerge from this period with enhanced market shares and longterm earnings potential, as they already have done from the array of challenges arising from the
COVID-19 pandemic.

Portfolio changes
There were no portfolio changes during the quarter.
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This feature article was
written by Ty Archibald,
our Equity Analyst

Mastering our minds:
Dealing with behavioural biases
DECISION-MAKING IN PRACTICE
The decisions we make carry a lot of weight in our daily lives. To
protect ourselves from emotional pain, and save time and energy,
we take mental shortcuts to ease the burden. These shortcuts
serve us well for the most part but can impede our objectivity
and lead to flaws in our thinking and decision-making, which
have come to be known as behavioural biases. Understanding
the impact of behavioural biases improves our ability to apply
guardrails and combat them, leading to better overall decisions
and investment outcomes.
The concept of behavioural biases wasn’t always well understood.
Behavioural finance only emerged as a field of science in 1979,
with Daniel Kahneman’s first study on decision-making.2 Today,
most of us read about them and acknowledge they exist, yet there
is no evidence we are any better at dealing with them. Mitigating
behavioural biases can be more effective with a framework in place
to fall back on when we feel them creep in. With that in mind, let’s
look at four of the most common biases, where we come across
them in everyday life and investing, and measures Aoris has in
place to minimise their impact. We conclude by summarising key
considerations for investors when dealing with these biases.

OPTIMISM BIAS
It is natural to take the view that good things will happen more
often than they do. While positive thinking makes life more
pleasant, the evidence suggests excessive optimism can be to
our detriment.
Psychologists at University College London conducted a study
where respondents were asked to estimate their chances of
experiencing a bad outcome, such as developing Alzheimer’s
disease.3 After being told the average chance of such events,
they were asked to estimate their chances a second time. Those
who received an average statistic that was worse (higher) than
their original estimate tended not to change their estimations
much. People changed their beliefs selectively in light of only
positive information, indicating human bias towards believing
only the positive outcome.
2
3

Kahneman, D; Tversky, A (1979), ‘Prospect Theory: An Analysis of Decision under Risk’, Econometrica 47 (2) 263–291.
Sharot, T (2011), ‘The optimism bias’, Current Biology 21(23) R941–R945.
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Optimism bias regularly appears in investment thinking. For
example, the graph ‘EPS Revisions’ below shows the change in
analyst EPS estimates for the S&P 500 across each calendar
year from 2006–2020. Of the 14 years included, 10 showed
meaningful downgrades across the estimation period, another
two were relatively flat, and only two experienced upgrades
(2018 being driven by US tax cuts). On average, analysts reduced
EPS forecasts by 7% throughout each year. The high proportion
of downgrades illustrates analysts repeatedly overestimating
business prospects at the beginning of each period,
demonstrating optimism bias in practice.

EPS Revisions
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Source: Aoris research, FactSet

There are two well-researched ways of reducing optimism bias.
Firstly, by highlighting past unpleasant events and retrieving
them from memory when making a decision. Secondly, by
highlighting losses that could occur as a result of these events.
Optimism bias can be exaggerated when investing in companies
with a wide range of outcomes, where little past information is
relied on for the basis of bold future assumptions. By focusing
attention on the large potential gains, it can be difficult for
investors to visualise potential losses.
At Aoris, we understand the natural human tendency to be
optimistic about new breakthrough products or technologies.
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To combat this, we prefer to own leading businesses with long,
successful histories and operating in stable end markets. In fact,
the median corporate age of our portfolio holdings is over 50
years. Conversely, that also influences what we will not own.
We actively avoid investing in certain types of businesses,
such as healthcare companies where success is reliant on the
next blockbuster drug, or technology companies operating in
increasingly fast-paced markets. As a result, we are able to keep
decision-making simple and minimise excessive optimism.

SOCIAL PROOF BIAS
Coined by Robert Cialdini in his 1984 book Influence: The
Psychology of Persuasion, social proof is a phenomenon that
involves people copying the actions of others in situations of
uncertainty. Humans naturally believe there is safety in numbers
and want to fit in with the crowd. We also avoid confrontation,
so going along with what others think provides the path of least
resistance.
Researchers from NYC University planted a man on a busy
sidewalk among crowds and tasked him with looking up towards
the sky.4 When one man gazed up at the sky, just 4% of passersby stopped alongside him. When the experiment was repeated
with five men looking upwards, 18% of passers-by followed suit,
and for 15, the figure was 40%. This study demonstrates the
impact of the crowd on human behaviour.

‘No-one ever got
fired for buying IBM’

Social proof has been used as a powerful marketing tool for
decades. There are many advertisements along the lines of
‘Australia’s most popular small car three years running’. If you
were in the market for a new car, that would seem like a safe bet!
When walking down a street looking for somewhere to eat, are
you likely to go to the empty restaurant or the crowded one?
What about the phrase to the left, which would be familiar to
anyone working in technology.
Humans feel there is safety in numbers. This is true in life and
investing. Investors can panic amid a sell-off and follow the crowd,
even if selling is contrary to the information they have on hand. In
contrast, at the peak of an economic cycle investors can flock to
well-performing stocks in an attempt to ride the momentum wave
and avoid the dreaded feeling of FOMO (fear of missing out). How

4

Milgram, S; Bickman, L; & Berkowitz, L (1969), ‘Note on the drawing power of crowds of different size’, Journal of Personality and Social
Psychology 13(2) 79.
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many people do you know who have invested in Bitcoin, without
really understanding what it is? Take the graph ‘GameStop Price
Surge’ below, where forums on Reddit and wallstreetbets in
early 2021 drove a frenzied rush into a business demonstrating
objectively poor prospects. The allure to become a member of the
‘Reddit Army’ outweighed the realities of the underlying business
fundamentals.
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Cialdini determined that the problem with social proof arises
when the crowd is not acting on any superior information; instead,
they are reacting themselves to the effects of the bias.5 To use
the previous example, people shouldn’t gaze up at the sky just
because everyone else is. A simple (but not easy) way to combat
this behaviour involves developing independent thoughts and
conclusions, with reference to objective reasoning and facts and
not the sway of the herd.
For these reasons, at Aoris we aim to intentionally distance
ourselves from the crowd. We do not receive any sell-side
research and also avoid displaying a TV playing CNBC in the
office, to prevent us falling victim to the noise of the market.

5

Cialdini, RB (1984) Influence: The Psychology of Persuasion, and Cialdini, RB (2006) Influence: The psychology of persuasion (revised ed.)
New York: William Morrow.
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ANCHORING BIAS
Anchoring bias causes us to rely too heavily on the first piece
of information we are given about a topic. We then typically
adjust slightly away from the original anchor point when making
decisions, even if it has little relevance to the problem we are
trying to solve.
Behaviouralists Tversky and Kahneman discovered that even
arbitrary numbers could lead people to make wrong estimates. In
one experiment, participants were told to spin a wheel to select
a number from zero to 100.6 They were then asked to adjust that
number, higher or lower, to indicate how many African countries
were included in the UN. Those who spun a lower number gave
lower estimates, while those who spun a higher number gave
higher estimates. In each case, the participants were basing their
final answer on the initial number and using it as an anchor.
Anchors are used in negotiations every day. Take the used car
salesperson for example, who will always give you their ‘best
price’ up front. They have now dropped an anchor, and any price
you can get below that will seem like a better deal to you, when it
could still be a price well above the car’s value. This will now play
a larger role in your decision, rather than more relevant indicators
of value such as the age of the car and its current condition.

Source: The Decision Lab7

6
7

Tversky, A & Kahneman, D (1974), ‘Judgment under uncertainty: Heuristics and biases’, Science 185(4157) 1124–1131.
The Decision Lab (n.d.), ‘Why we tend to rely heavily upon the first piece of information we receive: Anchoring Bias explained’, The
Decision Lab, https://thedecisionlab.com/biases/anchoring-bias/ accessed 12 October 2021.
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Similar behaviour regularly occurs in equity markets. Investors
have a tendency to anchor on the current stock price and
use that as a gauge on where the stock will go in the future,
or use current multiples compared to historical values. It is
understandable why investors do this; after all, whether the price
rises in value will determine how successful the investment is.
However, like the car salesperson example above, this single
indicator has little relevance and offers no insight into the value
of the underlying business.
Researchers in decision-making from the University of Leicester
identified a three-step process for managing anchoring: 1)
acknowledge the bias; 2) delay your decision; and 3) drop your
own anchor.8 The first two steps are self-explanatory, but how do
you drop your own anchor? Anchoring bias can be used to your
advantage if you are the one instigating it. During negotiations
it is often advantageous to make the first offer. By doing so you
have now set the baseline that the other party will anchor off,
which gives you an upper hand in the deal.
In a similar fashion, at Aoris our valuation does not start with the
price a company is trading at today, nor historical multiples, peer
market multiples, or sell-side price targets. Our anchor is the
cash-flow multiple we believe the average business should trade
on, and we adjust accordingly for specific business qualities. By
focusing on underlying fundamentals, we centre our attention on
estimating the true value of a business.

CONFIRMATION BIAS
Confirmation bias is the tendency to search for, favour, and
recall information that supports existing beliefs, while ignoring
contrary information. Confirmation bias thrives because it’s an
efficient way to process information, it promotes self-esteem,
and it minimises conflict and contradictions.
Cognitive psychologist Peter Wason conducted an experiment that
challenged participants to identify a rule applying to the number
sequence 2–4–6.9 Participants could construct other sets of three
numbers to test their assumptions about the rule underlying the
numbers. They were given a simple ‘yes’ or ‘no’ answer depending
on whether it satisfied the rule. Given the original sequence,

8

9

Krockow, EM PhD, University of Leicester (11 February 2019), ‘Outsmart the Anchoring Bias in Three Simple Steps: Psychological insights
can help you avoid the trap of cognitive biases’, Psychology Today, https://www.psychologytoday.com/au/blog/stretching-theory/201902/
outsmart-the-anchoring-bias-in-three-simple-steps, accessed 12 October 2021.
Wason, PC (1960), ‘On the failure to eliminate hypotheses in a conceptual task’, Quarterly Journal of Experimental Psychology 12(3)
129–140.
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participants naturally formed the hypothesis that the sequence
was ‘even numbers’, so their proposals were intended to support
this hypothesis, with responses such as 4–6–8, 10–12–14. After
positive feedback from these suggestions, they thought they
had discovered the rule. However, the rule was simply ‘increasing
numbers’. Very few participants tried to disprove their hypothesis
by testing a sequence with an odd number, such as 8–9–10, to
which they would have received feedback that their original
hypothesis on even numbers was incorrect.
In parallel to the above experiment, people tend to follow social
media pages that share their own views. Consequently, we only
pay attention to those that reinforce our existing beliefs, whether
it be based on social matters, politics, or even religion. We tend
to accumulate support for our opinions, which makes it even
harder to budge if they are challenged, especially after gathering
all this supporting evidence. Confirmation bias is amplified by
the growing amount of information available from a simple
Google search that can reinforce our beliefs with ever-growing
research on a multitude of subjects.

Source: Farnam Street10

Confirmation bias can keep investors caught in their own
thought process and focused only on factors they view as
relevant. An implication of this bias in investing is excessive
concentration in a few themes or sectors, as investors continue
to find supporting evidence for key ideas and their conviction
grows. For example, did you know that nearly 40% of the
revenues of the widely held FAANGs now come from areas
where their businesses overlap? This figure is only increasing,
10 Farnam Street (n.d.), ‘Confirmation Bias and the Power of Disconfirming Evidence’, Farnam Street, https://fs.blog/2017/05/confirmationbias/ accessed 12 October 2021.
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‘Invert, always invert’
– Carl Jacobi

up from 20% in 2015, during a period in which they are
accounting for a larger share of portfolios and indices.
It is always tempting to search for evidence that supports our
own beliefs and the point we are trying to prove. However,
we understand investing is never that simple, which is why at
Aoris we place a lot of emphasis on testing our hypotheses and
seeking disconfirming evidence. We do not take the approach
of ‘Where might we be right?’ but instead continually ask
ourselves ‘Where might we be wrong?’ or, as mathematician Carl
Jacobi famously said: ‘Invert, always invert’. We develop a short
thesis for each business, which pushes us to think from another
perspective and be attuned to where we may come unstuck.

KEY TAKEAWAYS
At Aoris we understand no-one is infallible. We are all
susceptible to our own biases that may present themselves in
any given scenario. We do our best to mitigate their impact, but
we will inevitably fall short of eliminating them completely. By
acknowledging their existence, understanding their drivers, and
employing strategies to combat them, we can form educated
decisions that lead to better investment outcomes.
In conclusion, let’s reinforce the key considerations for investors
when dealing with the four behavioural biases mentioned above.
Optimism bias: Keep decision-making simple. This may not make
us the most interesting guests at barbecues, but it restrains us from
getting overly optimistic about exciting ideas. If we participate in
parts of the market characterised by a narrower range of outcomes,
it mitigates the chances of excessive optimism.
Social proof bias: Maintain independent thoughts and
conclusions. Understanding that others may be pulled by the
gravitational force of the crowd and sticking to information and
data will aid in objective decision-making.
Anchoring bias: Delay decisions and drop your own anchor.
Slowing down our decisions allows us to develop a more holistic
view of the problem we are facing and can avoid anchoring off
that first piece of information we receive. By dropping our own
anchor, we can give ourselves the upper hand in transactions.
Confirmation bias: Attempt to disprove your theory. Seeking
disconfirming evidence is most effective at the beginning of a
task before we gather supporting views. Managing confirmation
bias early could save a lot of time and energy, and lead to better
outcomes.
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Stock profiles
FASTENAL
Fastenal is one of the largest industrial distributors in the US,
with revenue last year of US$5.6 billion. It is a provider of
essential supplies to manufacturing and construction firms.
These supplies include fasteners (screws, nuts, bolts), safety
equipment and tools, which not only go into building the final
products but are also used to maintain customers’ facilities.
However, Fastenal wants to be more than a distributor; its aim is
to be a supply chain partner for its customers, which means it is
very selective about what it sells and whom it sells to. Customers
have the option of sourcing these items themselves, but doing
so is generally complicated, timely and costly, diverting valuable
resources away from their core operations.
Meanwhile, Fastenal can support customers with a vast
distribution network of nearly 2000 free-standing store branches
and 15 distribution centres, as well as 1300 ‘mini’ stores and
100,000 industrial vending machines located within customer
facilities. The company operates its own trucking fleet, which
gives it tight control over logistics costs and delivery times. This
infrastructure allows Fastenal to provide unmatched customer
service, while earning margins are substantially higher than its
peers. In fact, over the past decade Fastenal has maintained very
consistent operating margins at 20%, 2–3x what its competitors
earn.
An example of the unique ways in which Fastenal services its
customers through high-touch service is its industrial vending
system, pictured over the page. Vending machines stocked with
essential supplies are located throughout a customer’s plant.
Workers swipe their employee card and the machines dispense
the items and charge it to their account. Fastenal employees are
responsible for restocking the machines. This gives the customer
confidence that supplies will always be available as necessary, has
tools to track their resource usage, and lets them focus on running
their business. It lowers the total costs associated with managing
their supplies, which is the heart of Fastenal’s value proposition.
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Underpinning much of its success is a unique culture of
decentralised decision-making centred around frugality. This
means local branch managers are accountable for growing
the profits of their own business and are empowered to
solve customer problems. Through the pandemic, Fastenal’s
entrepreneurial culture enabled local managers to take quick,
decisive actions to ensure customers could continue operating
safely. Such actions included flexing the company’s purchasing
scale to procure large quantities of personal protective equipment
like masks and sanitisers, which were otherwise in shortage.
Fastenal has a long history of growing organically, at around
8%, which is much higher than the growth of the underlying
industrial market. With consistent margins and occasional
share repurchases, the company has compounded earnings per
share at 10% over the past decade. Looking forward, we expect
Fastenal to continue to grow profitably and take market share
by winning new customers and deepening relationships with
existing customers.
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TRACTOR SUPPLY CO
Tractor Supply is the largest rural retailer in the US, serving the
unique needs of hobby farmers and rural homeowners. It is by far
the marker leader, being 10x larger than the #2 (which it is in the
process of acquiring), and competes mostly with small ‘mom-andpop shops’, from which it has consistently gained market share.
Its 1900 stores sell everything (except tractors!) that customers
need to maintain their farms, ranches, homes, livestock and pets,
including animal and pet feed, workwear, trailers, fencing, tools,
and even chickens.

This may seem like an eclectic mix of merchandise, but customers
value the convenience of a one-stop shop in a compact store
format, compared to driving between half a dozen generalpurpose stores. The most frustrating thing for a customer is
to drive tens of kilometres only to find an item is out of stock.
Tractor Supply can reliably stay in-stock on highly demanded
items, as it is an important customer for its suppliers and has
preferential access to products. In 2020 this was a very visible
advantage, as COVID-related disruptions affected the ability of
smaller competitors to secure supplies. Tractor Supply also works
with suppliers to create exclusive products based on customer
feedback, with one-third of its sales coming from brands and
items that cannot be found elsewhere.
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The company is also renowned for exceptional and personal
customer service. A 2019 retail survey rated Tractor Supply’s
customer satisfaction as the second highest among all
US retailers, only after Costco. Store staff establish strong
relationships with their customers – they even know their pets’
names – and are empowered to do whatever it takes to help.
Customers often come into a store to solve a problem and they
value the staff’s advice. Its stores are an integral part of the local
community, where they serve as meeting places, sponsor events,
and are typically the employer of choice (in fact, the company
loves to hire its own customers).
While e-commerce is an existential threat for many retailers, it
is an opportunity for Tractor Supply. For starters, a lot of the
products it sells are bulky, heavy, and expensive to ship, which
makes the economics difficult for purely online competitors. Its
online store, mobile app and digital marketing have allowed the
company to reach a broader range of new customers, including
more millennials and women. Impressively, TractorSupply.com was
rated by US consumers as the top e-commerce experience in 2019
– even above Amazon!
Tractor Supply sells products that are essential to customers’
lifestyles, which is why customers visit frequently and are loyal.
This also means the business is incredibly resilient. It has grown its
sales in every one of the last 25 years, including during the GFC,
by an average of over 10% p.a. While 2020 was a disruptive year
for many businesses, Tractor Supply grew its sales by 27% and
its profits by 60%. We believe Tractor Supply has a long runway
ahead of strong sales growth and market share gains.
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Important Information
This report has been prepared by Aoris Investment Management Pty Ltd ABN 11 621 586 552, AFSL No 507281 (Aoris), the investment manager of Aoris International Fund
(Fund). The issuer of units in Aoris International Fund is the Fund’s responsible entity The Trust Company (RE Services) Limited (ABN 45 003 278 831, AFSL Licence No
235150). The Product Disclosure Statement (PDS) contains all of the details of the offer. Copies of the PDS and target market determination are available at aoris.com.au or
can be obtained by contacting Aoris directly.
Before making any decision to make or hold any investment in the Fund, you should consider the PDS in full. The information provided does not take into account your
investment objectives, financial situation or particular needs. You should consider your own investment objectives, financial situation and particular needs before acting upon
any information provided and consider seeking advice from a financial adviser if necessary.
You should not base an investment decision simply on past performance. Past performance is not an indicator of future performance. Returns are not guaranteed and so the
value of an investment may rise or fall.

