
High return vs. low return?

   A business with a high return on capital is of course more desirable than one with a low 

return. We generally look for high-return businesses, but occasionally we have purchased 

those with historically mediocre returns on capital, particularly if low returns were due to 

poor prior management. Many of these companies have transitioned to new management 

teams who employ strategies we believe can materially increase their returns over time.

High market share vs. low market share?

   High market share indicates the strength of a business franchise, and we love identifying 

leaders in their respective niches at a good price. On the other hand, we own Glenveagh, an 

Irish homebuilder. While it is one of the biggest homebuilders in the country, the business 

only has mid-single digit market share. Nonetheless, Glenveagh continues to gain ground in a 

structurally supply-constrained market, not to mention it’s gaining share in a capital efficient 

manner without hoarding excessive land bank. We like businesses such as Glenveagh, which 

has low market share in a fragmented market, but due to a better mousetrap versus peers is 

poised to gain share over many years.

High switching cost vs. low switching cost?

   High switching cost shows the stickiness of a business and is a desirable trait. Yet, what we 

feel is one of the best businesses ever created and one many of us use daily has virtually zero 

switching cost—Google! You could easily switch to a different search engine like Microsoft 

Bing or Yahoo, but few of us do. For similar reasons, we own Despegar.com, the largest online 

travel agency in Latin America—think of it as the Expedia of Latin America. The business 

has a low switching cost, and 70% of its consumer traffic is organic or unpaid. Despegar 

users could easily switch to competitor websites or mobile apps but choose not to do so. 

Consumer loyalty is not due to a lock-in effect but is instead a consequence of Despegar’s 

high brand awareness and superior user experience.
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Our four key investment criteria for the portfolio—good business, good management, 

good balance sheet and good price—never change. But how we interpret “good” varies by 

circumstance. There are rules, heuristics and patterns we use to determine what constitutes 

“good,” but for almost every rule or pattern we apply, there are exceptions we make.

So that is to say—it depends.

Investment Risks: Investments will rise and fall with market fluctuations and investor capital is at risk. Investors investing in strategies denominated in non-local currency should be aware of the risk of currency exchange fluctuations that 
may cause a loss of principal. These risks, among others, are further described in Artisan Partners Form ADV, which is available upon request.
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Asset heavy vs. asset light? 

All else equal, you would be better off owning an asset-light business, 

because it consumes less capital and thus delivers a higher return on 

capital. As a result, the world has become enamored with software 

businesses. We have asset-light businesses in our portfolio including 

commercial insurance broker Steadfast. The Australian-based business’ 

core asset is not physical but lies in entrenched relationships it has built 

over the years as a broker between a fragmented SME customer base and 

dozens of insurers.

But not all asset-heavy businesses with high capital expenditure 

requirements are bad businesses. A few are phenomenal. While not a 

current holding, TSMC in Taiwan, the largest semiconductor foundry in 

the world, is arguably the best example despite being one of the most 

capex intensive businesses. Major railroads in the US are another example 

that exhibit good pricing power in the current inflationary environment 

given insurmountable barriers to entry.

Founder run vs. professional CEO run?

Our ideal type is a CEO with an owner-operator mindset who can 

hold people accountable and make tough decisions for the long term, 

sometimes at the expense of short-term profit. There are pros and cons 

for each: founders tend to be more long-term oriented and inclined to 

focus on longevity through generations, whereas professional CEOs tend 

to be more short-term focused especially when they lack skin (i.e., an 

equity stake) in the game.

Conversely, founders could lack openness to change and foster an insular 

culture, while professional CEOs could use their fresh perspective to 

institute long overdue initiatives. One could argue both ways. 

In short, a good business for us does not always mean high return, high market share, high switching cost, asset light or 

professional management. So we say it depends, since each business is sui generis. There are certainly generalizations and 

patterns we can apply to one business from another, but we hardly make a blanket call and declare “here are the required 

attributes for a business.” We believe it is the nuanced decision-making process we undertake in each circumstance that is 

the source of our alpha.
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Investment Risks: Current and future portfolio holdings are subject to risk. The value of portfolio securities selected by the investment team may rise or fall in response to company, market, economic, political, regulatory 
or other news, at times greater than the market or benchmark index. International investments involve special risks, including currency fluctuation, lower liquidity, different accounting methods and economic and political 
systems, and higher transaction costs These risks typically are greater in emerging and less developed markets, including frontier markets. Securities of small- and medium-sized companies tend to have a shorter history of 
operations, be more volatile and less liquid and may have underperformed securities of large companies during some periods. Value securities may underperform other asset types during a given period. Investments will 
rise and fall with market fluctuations and investor capital is at risk. Investors investing in strategies denominated in non-local currency should be aware of the risk of currency exchange fluctuations that may cause a loss of 
principal. These risks, among others, are further described in Artisan Partners’ Form ADV, which is available upon request. 

Unless otherwise indicated, the Artisan Strategy characteristics relate to that of an investment composite or a representative account managed within a composite. It is intended to provide a general illustration of the investment strategy 
and considerations used by Artisan Partners in managing that strategy. Individual accounts may differ, at times significantly, from the reference data shown due to varying account restrictions, fees and expenses, and since-inception time 
periods, among others. Where applicable, this information is supplemental to, and not to be construed with, a current or prospective client’s investment account information.

The portfolio manager’s views and portfolio holdings are as of 31 December 2023 and are subject to change and Artisan disclaims any obligation to advise investors of such changes. For the purpose of determining portfolio holdings, 
securities of the same issuer are aggregated to determine the weight. Securities named in the Commentary; but not listed here are not held in the portfolio as of the date of this report. The holdings mentioned comprised the following 
percentages of a representative account within the Artisan International Explorer composite’s total net assets as of 31 December 2023: Glenveagh Properties PLC 9.9%, Despegar.com Corp 8.6%, Steadfast Group Ltd 4.2%. Portfolio holdings 
are subject to change without notice and are not intended as recommendations of individual securities. 

This material is provided for informational purposes without regard to your particular investment needs and shall not be construed as investment or tax advice on which you may rely for your investment decisions. Investors should consult 
their financial and tax adviser before making investments in order to determine the appropriateness of any investment product discussed herein. 

Artisan Partners Limited Partnership (APLP) is an investment adviser registered with the U.S. Securities and Exchange Commission (SEC). Artisan Partners UK LLP (APUK) is authorized and regulated by the Financial Conduct Authority and 
is a registered investment adviser with the SEC. APEL Financial Distribution Services Limited (AP Europe) is regulated by the Central Bank of Ireland. APLP, APUK and AP Europe are collectively, with their parent company and affiliates, 
referred to as Artisan Partners herein. 

This material is only intended for investors which meet qualifications as institutional investors as defined in the applicable jurisdiction where this material is received, which includes only Professional Clients or Eligible Counterparties as defined 
by the Markets in Financial Instruments Directive (MiFID) where this material is issued by APUK or AP Europe. This material is not for use by retail investors and may not be reproduced or distributed without Artisan Partners’ permission.

In the United Kingdom, issued by APUK, 25 St. James’s St., Floor 3, London SW1A 1HA, registered in England and Wales (LLP No. OC351201). Registered office: Reading Bridge House, Floor 4, George St., Reading, Berkshire RG1 8LS. 
In Ireland, issued by AP Europe, Fitzwilliam Hall, Fitzwilliam Pl, Ste. 202, Dublin 2, D02 T292. Registered office: 70 Sir John Rogerson’s Quay, Dublin 2, D02 R296 (Company No. 637966).

Australia: This material is directed at wholesale clients only and is not intended for, or to be relied upon by, private individuals or retail investors. Artisan Partners Australia Pty Ltd is a representative of APLP (ARBN 153 777 292) and 
APUK (ARBN 603 522 649). APLP and APUK are respectively regulated under US and UK laws which differ from Australian laws and are exempt from the requirement to hold an Australian financial services license under the Australian 
Corporations Act 2001 in respect to financial services provided in Australia. 

Canada: This material is distributed in Canada by APLP and/or Artisan Partners Distributors LLC, which conduct activities in Canada under exemptions from the dealer, portfolio manager and investment fund manager registration requirements 
of applicable Canadian securities laws. This material does not constitute an offer of services in circumstances where such exemptions are not available. APLP advisory services are available only to investors that qualify as “permitted clients” 
under applicable Canadian securities laws.

© 2024 Artisan Partners. All rights reserved.
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