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Investment Objective 
 
To outperform the MSCI World Mid Cap NR (AUD) 
Index by 3% over a rolling 5 year period on a net of 
fees basis, with a focus on risk management and 
capital preservation. 
 
 
Investment Strategy 
 
The Fund’s investment strategy is to construct a 
concentrated portfolio of global mid small cap 
securities using the Manager's distinctively 
contrarian high conviction, benchmark independent 
investment approach. The Manager believes that the 
trade-off between risk and potential returns is 
improved by implementing the highest conviction 
ideas from a filtered universe of securities that are in 
a period of “price discovery” and offer the best 
risk/reward. 

 

 
Performance Summary 

Performance 1 Month 3 Months 1 Year 
3 Years 

(p.a.) 
5 Years 

(p.a.) 

Since 
Inception^^ 

(p.a.) 

Class A^ -5.54% 3.32% -25.48% 3.65% 7.40% 9.31% 

Benchmark* -4.29% 5.80% -13.25% 4.49% 7.00% 8.51% 

Alpha -1.25% -2.48% -12.23% -0.84% 0.40% 0.81% 

       

Performance 1 Month 3 Months 6 Months 1 Year 
2 Years 

(p.a.) 

Since 
Inception*** 

(p.a.) 

Class B^ -5.53% 3.33% 1.58% -25.10% 0.13% 3.78% 

Benchmark* -4.29% 5.80% 6.03% -13.25% 4.07% 7.48% 

Alpha -1.25% -2.47% -4.45% -11.85% -3.93% -3.70% 

^ The net return figure is calculated after fees & expenses. Past performance is not a reliable indication of future performance. 
* MSCI World Mid Cap Index NR (AUD)  
***Class B Inception Date is 18 August 2020 
 

Portfolio Commentary 

Global markets were generally weak during the month of December as the widely 
anticipated “Santa Claus” rally failed to materialise, thereby closing calendar year 2022 with 
a difficult finish. During the month most major markets ended lower with the S&P 500 and 
Nasdaq closing down 5.8% and 8.7% respectively. In Europe, stocks fared a little better with 
the DAX and CAC down 3.3% and 3.8% while the Japanese Nikkei came in lower by 6.6%. 
The Ellerston Global Mid Small Cap Fund declined 5.54% net during the month compared to 
the MSCI World Mid Cap (AUD) Index which was down by 4.29% over the same period. 
 
Despite lower than expected inflation prints in November, and subsequently in December, US 
Federal Reserve (Fed) Chairman Jerome Powell made it abundantly clear in a speech to the 
Brookings Institute that inflation remains far too high and it will take substantially more 
evidence to give comfort that inflation is actually under control. He remains steadfast in his 
goal that price stability must be restored as without it, “the economy does not work for 
anyone”. Chairman Powell is clearly realistic about the broader project and indicated the 
need to raise interest rates to a level restrictive enough to return inflation to 2.0% with the 
ultimate level of rates required to achieve this objective now likely higher than previously 
anticipated.  
 
Growth is clearly slowing as global economies cycle the strong demand associated with post 
pandemic re-opening (which China is only now benefiting from) and significant pandemic 
fiscal support which is now waning. Additionally, the continued implications from the Russian 
incursion of Ukraine, along with the aforementioned growth headwinds, have all coincided 
with one of the fastest interest rate tightening regimes we have experienced in generations. 
The conundrum here is that over the past several months we have seen subdued real 
economic growth, yet inflation is still running red hot as labour and housing costs are still 
upwardly biased. 

 
Key Information 
 

Strategy Inception^^ 1 March 2017 

Portfolio Manager Bill Pridham 

Class A Application Price $1.1843 

Class A Net Asset Value $1.1813 

Class A Redemption Price $1.1783 

Class B Net Asset Value $1.0020 

Class B Redemption Price $0.9995 

Liquidity Daily 

No Stocks 20 - 40 

Management Fee 
(Class A) 

0.75% 

Performance Fee 10%** 

Buy/Sell Spread 
0.25% on application 
0.25% on redemption 

 
**10% of the investment return over the benchmark 
return (MSCI World Mid Cap Index NR (AUD)), after 
recovering any underperformance in past periods. 
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While there were many geopolitical events during 2022, the main impact on market valuations and growth outlooks was the outbreak of 
inflation globally and the corresponding dramatic increase in interest rates delivered by central banks around the world. As liquidity was, 
and is, removed from the system the era of cheap and abundant financing has now reversed to an environment characterised by higher 
cost of capital and lower availability of capital. Marginal business models or those promising earnings far out into the future (especially 
those with questionable capital structures) have been marked down materially.   
 
With this in mind, it has never been more important to be exposed to companies with strong secular or structurally growing end markets, 
high or growing market shares with commensurate pricing power driving sustainable cash flows and strong balance sheets. We consider 
companies with mission critical tangible assets are becoming even more valuable as the earnings certainty associated with these assets 
will prove increasingly attractive to both public and private investors. 
 
The portfolio’s top three contributors Coupa Software, Ciena and hedging added 74bps to performance while Digital Bridge, Chart and 
Webster Financial detracted 209bps during the month. 

 
In recapping the relative sector performances of the S&P 500 during the calendar year of 2022 we see a real regime change to that 
experienced over the past several years. Energy was clearly the only real port in the storm during the calendar year with Consumer 
Discretionary and Communications Services leading on the downside. Over the past decade, Information Technology had led the market 
higher however with rate increases weighing on valuations and business models, IT was amongst the sector laggards this year.   
 
As we have highlighted previously, earnings held up relatively well during the year and were not the source of capital drawdown. The 
downward move in the market was entirely driven by valuation compression as interest rates and economic uncertainty increased. 
Calendar year 2022 can be characterized as inflation and rates (Fed) being bad news stories, while earnings remained a good news story. 
  

 
Source: Morgan Stanley, Bloomberg 
 
Looking into 2023, the risk around a potential recession has been increasing over the past several months and as shown in the chart below, 
it has clearly become consensus with aggregate conviction levels not seen for some time. If consensus proves to be right, the better and 
unknowable question would be duration and depth of the potential economic decline, and this is currently the more debated topic rather 
than if there will be a downturn: 
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As you can see in the following chart, global central banks have ended the era of cheap money with 2,700 cumulative bps of interest rate 
increases delivered by the global banks of the top 10 currencies over the past year. This has and will continue to feed into increased funding 
costs for consumers and businesses alike. While many anticipate that the Fed may look to cut rates sometime later in 2023, Chairman 
Powell has made it pretty clear that rate cuts are not on the agenda as “The historical record cautions strongly against prematurely 
loosening policy,”.  

 
 

While the Fed has certainly not been our friend during 2022 (and we don’t expect it to be our friend in 2023 either) it is likely that the bulk of 
the current hiking cycle is pretty much complete as inflation should continue to move lower over the coming months. Supply chains continue 
to heal, commodity costs drift lower, durable goods deflate and we will also soon cycle the major moves from last year. That said, the risk 
is around trying to get to a 2 handle on inflation especially when considering wage inflation remains very high due to tight labour markets.  
 

 
 
While we are admittedly not macro experts, it is important as ever to understand where it sits to ensure the portfolio is positioned 
appropriately. To sum up the previous commentary and charts we see: 
 
Headline inflation and the Fed were bad news stories in 2022 while the economy and especially earnings were generally a good news story. 
While we don’t expect the Fed to be our friend in 2023, we do expect the bulk of rate increases to be complete and therefore the Fed is not 
our enemy either. Headline inflation will moderate into 2023 however wage inflation will likely keep it elevated above past levels. The focus 
will now shift from inflation and rising rates to that of the real economy and earnings with most expecting general weakness in both over 
the coming quarters. 
 
While cost of goods inflation for many businesses is now stabilising or declining, we won’t see the benefits of this in company income 
statements for a couple of quarters as they generally work on a first in, first out accounting treatment. That is, current inventory has high 
embedded commodity and transportation costs and this needs to be worked through before many companies can leverage margins on 
lower cost of inputs that we are now seeing in the commodity markets.  
 
Those companies with significant pricing power that have already passed through elevated cost of goods will be fine, however there will 
be many that are trying to sell inflated inventories into a slowing demand and revenue environment. When coupled with higher wage and 
interest costs, these marginal businesses could be faced with a monumental margin squeeze. In a nutshell, earnings risk is high and 
therefore a focus on relative earnings stability is paramount going forward. 
 
With a focus on earnings resiliency we have exposure to some pretty strong secular and structural drivers including re-shoring and 
onshoring of production as companies are increasingly concerned about security and robustness of supply chains (PTC, FLEX, WSC and 
XPO), data growth and the digital transformation cycle driven by AI, Cloud and Automation which is underpinned by 5G (CLNX, PTC, FLEX, 
SOI, Advantest, CIEN and DBRG) and companies which will help decarbonise our economy over the coming decade (ST, TKH Group, FLEX, 
SOI, BVI and GTLS). 
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We also own some great companies with idiosyncratic stories such as the shift from plastic to paper packaging driving organic growth and 
pricing at Graphic Packaging, the environmental assessment and treatment capabilities (especially in PFAS) of Montrose Environmental 
and significant cost and health benefits delivered by Option Care Health in the US home infusion market.  
 
We consider that in this environment, strong companies will exit stronger as solid Management teams understand that they have 
commanding or growing relative market share in their respective large addressable markets and will look to build on this opportunity. 
Marginal companies will get squeezed out and this market share gain by natural attrition will provide long term capital growth for us as 
shareholders.  
 
As always, thank you for your continued support and we look forward to discussing our businesses with you in 2023.  

 
 

Portfolio Characteristics 

Holdings 

Top 10 holdings Country Sector % 

Cellnex Telecom Spain Communication Services 6.26 

PTC Inc United States Information Technology 4.80 

Graphic Packaging United States Materials 4.79 

Sensata Technologies United States Industrials 4.35 

Rentokil Initial plc United Kingdom Industrials 4.31 

Soitec Europe Information Technology 4.24 

Flex Ltd United States Information Technology 4.23 

TKH Group Europe Industrials 4.16 

Webster Financial United States Financials 4.11 

WillScot Mobile Mini United States Industrials 3.94 
 

 
  

 
 

Source: Ellerston Capital. Source: Ellerston Capital. 

Sector Allocation
Industrials, 32.2%

Information technology, 23.4%

Consumer discretionary, 3.7%

Financials, 8.8%

Health care, 4.7%

Materials, 4.8%

Communication services, 6.3%

Real estate, 7.2%

Cash, 8.9%

Geographic Allocation

United States, 62.4%

France, 7.5%

Japan, 3.8%

United Kingdom, 4.3%

Netherlands, 4.2%

Spain, 6.3%

Cash, 8.9%
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Regulatory Guide (RG240) Fund Disclosure Benchmark – Periodic Reporting (monthly)  

 
• Net Asset Value of the Fund and Redemption Price of Units  

Please refer to details on page one.  
 

• Any changes to key service providers including any change in related party status 
There have been no changes to key service providers, including any change in related party status.  
 

• Net returns after fees, costs and relevant taxes 
Please refer to details on page one. 
 

• Any material changes to the Fund’s risk profile and strategy 
There have been no changes to the Fund’s risk profile and strategy. 
 

• Any material changes related to the primary investment personnel responsible for managing the Fund 
Please refer to details on page one; there have been no changes to the primary investment personnel responsible for managing 
the Fund.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Contact Us  

Level 11, 179 Elizabeth Street, 
Sydney, NSW 2000 
+612 9021 7701 
info@ellerstoncapital.com 
 

Find out more 

Should investors have any questions or queries regarding the Fund, please contact our Investor 
Relations team on 02 9021 7701 or info@ellerstoncapital.com  or visit us at ellerstoncapital.com.  

All holding enquiries should be directed to our register, Mainstream Fund Services on 02 8259 
8550 or InvestorServices@MainstreamGroup.com 
 

This report has been prepared by Ellerston Capital Limited ABN 34 110 397 674 AFSL 283 000, as the responsible entity of the Ellerston Global Mid Small Cap Fund Class A and Ellerston Global Mid Small Cap 

Fund Class B ARSN 609 725 868 without taking account the objectives, financial situation or needs of individuals. Before making an investment decision about the Fund persons should read the Fund’s 

Product Disclosure Statement and the Fund’s Target Market Determination (TMD) which can be obtained from the Manager’s website www.ellerstoncapital.com or by contacting info@ellerstoncapital.com 

and obtaining advice from an appropriate financial adviser. Units in the Fund are issued by Ellerston Capital Limited ABN 34 110 397 674 AFSL 283 000. This information is current as at the date on the first 

page. 

This material has been prepared based on information believed to be accurate at the time of publication. Assumptions and estimates may have been made which may prove not to be accurate. Ellerston 

Capital undertakes no responsibility to correct any such inaccuracy. Subsequent changes in circumstances may occur at any time and may impact the accuracy of the information. To the full extent permitted 

by law, none of Ellerston Capital Limited ABN 34 110 397 674 AFSL 283 000, or any member of the Ellerston Capital Limited Group of companies makes any warranty as to the accuracy or completeness of 

the information in this newsletter and disclaims all liability that may arise due to any information contained in this newsletter being inaccurate, unreliable or incomplete. Past performance is not a reliable 

indicator of future performance. 

 

 

 

mailto:info@ellerstoncapital.com
mailto:info@ellerstoncapital.com
http://www.ellerstoncapital.com/

