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Ready for 
the next run
Claude and Donald couldn't be more different - 
yet both have been injecting uncertainty into the 
world, and markets don't like uncertainty. But it's 
precisely in times like these that opportunities 
emerge, and this time has been no different.
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When major events unfold, it's only human to worry  
¬ and that worry naturally extends to our finances. 
There's certainly no shortage of uncertainty right 
now: the rapid rise of artificial intelligence and war 
in the Middle East. At the time of writing, the USA 
and Iran had entered a fragile two-week ceasefire.

Our job is to do the worrying about your investment, so you don't 
have to. That's what part of your fee covers ¬ the rest goes 
towards making sound long-term decisions on your behalf. If 
you're both trusting us with your money and lying awake 
worrying about it, it's a bit like someone skiing in shorts and a 
T-shirt when the warm gear was included in the package. We 
can't make you put on your thermals, but we can tell you there's 
great snow on the slopes. Plenty of opportunities have opened, 
and we're fully kitted out and on the hill. In fact, we've made an 
unusually high number of investment decisions this past quarter.

Let's start with what we've sold.
As many of you know, we've held positions in companies that 
manufacture the machines used to make semiconductors ¬ 
known in the industry as ‘semi-cap’ companies. We've spoken 
about these before: they have strong competitive advantages and 
solid long-term growth potential, but they're inherently cyclical. 

Think of it like yellow mining equipment ¬ when mines are 
expanding, demand for machinery is high; when activity slows, so 
does demand for new equipment. But there's another layer to the 
cyclicality: the wild swings in investor sentiment. Near the bottom 
of a cycle, markets tend to extrapolate current weakness far into 
the future, ignoring the likelihood of recovery. Near the top, the 
reverse happens ¬ future downturns get discounted away entirely. 
This disconnect between share prices and reality is where we find 
opportunities.

We significantly built up our exposure to the semi-cap sector in 
2022, when the industry was in a downturn and there were fears 
around restrictions on equipment sales to China. The mood today 
is very different. AI excitement has pushed share prices to levels 
that barely account for any future slowdown. Demand hasn't 
slowed yet ¬ but when it does, the excitement will quickly flip to 
panic. We've meaningfully reduced our position in this space, 
though we expect the window of opportunity to reopen in time.

Another notable sale was Mr Price. With the semi-cap 
companies, we're ‘on a break’ ¬ with Mr Price, it's more of a 
permanent split. The management team made an ambitious 
acquisition in Europe and, in our view, failed to make a convincing 
case for it. We take capital allocation seriously, and they haven't 
persuaded us that this move will generate adequate returns for 
shareholders. We genuinely see ourselves as partners with the 
management teams of the companies we invest in, so selling 
always feels a little like a break-up. But investment decisions must 
be driven by our framework, not our feelings.
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Nobody gets rich from selling, so what have we 
been buying?
We've found several of the kinds of opportunities we love: high 
return on capital businesses with long growth runways, protected 
by genuine barriers to entry, run by wise and capable people. 
Some of these are new positions; others are existing holdings 
we've added to.

We think concerns about AI's impact on certain industries 
have partly created these openings. In other cases, it could be 
attributed to the impact of higher oil prices on inflation, interest 
rates and consumer confidence. Companies like Microsoft, 
Tencent, 3i Group, Mastercard, MercadoLibre, and Nu Holdings 
haven't been this attractively priced in a long time. Most of those 
names will be familiar, but 3i Group perhaps less so. 3i is an 
investment company whose value is largely made up of Action ¬  
the fast-growing European discount retailer. Action has opened 
stores at such a consistent pace that revenue has compounded at 
24% over the past 20 years, and there's still plenty of room to 
expand. Their model is a flywheel built around offering customers 
decent quality at the lowest possible price: an efficient logistics 
operation, smart sourcing, and a simple, repeatable store format 
keep costs low and buying power high with all these benefits 
ultimately reinvested in merchandise prices. The combination of 
retail operating leverage and the financial leverage often 
introduced by private equity can be extraordinarily powerful ¬ but 
it's a double-edged sword. There are plenty of private equity 
casualties on the wrong side of that blade. The other side, 
however, is years of rapid compounding. We think that outcome is 
most likely when a business has a straightforward, repeatable 
store playbook and a large market to roll into. Action has both. 
The recent sharp sell-off in 3i's share price strikes us as a 
compelling opportunity.

Our most significant local addition has been Advtech, the 
education group. Advtech's management team speaks our 
language when it comes to capital allocation ¬ which gets us 
excited. So, of course, we checked ourselves and ran it through our 
framework. It holds up well. The barriers to entry are real: getting a 
broad range of curricula approved takes years, and building 
institutions with a credible academic reputation takes even longer. 
On top of that, a meaningful portion of fees go uncollected, so 
the cost base must be structured accordingly. Despite these 
complexities, Advtech is seeing strong demand for its schools and 
tertiary institutions both in South Africa and across the continent, 
and they have the patient capital needed to deploy into these 
opportunities. This isn't a fast-money business ¬ new education 
institutions often take years before they become profitable. But it 
is a reliably compounding one: shareholders have earned a 
remarkable 18.8% compound annual total return over the past two 
decades. We look forward to a long partnership with Geoff Whyte 
and his team.

One final thought: are we using AI to help make 
investment decisions?

It's a question we get often, and we expect to keep getting it. On 
this topic, we find timeless guidance from Aristotle:

"It is the mark of an educated mind to be able to entertain a thought 
without accepting it."

We aspire to be educated enough to use AI ¬ wisely.
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Granate is a people business.
We don’t do cookie-cutter. We do things our 
way, with purpose and authenticity. We strip 
away the noise and focus on what truly 
matters, protecting and growing your 
savings. 
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