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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^ -0.35% 3.80% 0.48% 10.27% 9.44% 10.67% 

Benchmark* 1.80% 3.22% 6.12% 11.44% 7.79% 9.34% 

Alpha -2.15% 0.58% -5.64% -1.16% 1.65% 1.34% 

       

Performance 1 Month 3 Months 6 Months 1 Year 2 Years 
(p.a.) 

Since 
Inception*** 

(p.a.) 

Class B^ -0.35% 3.81% 5.81% 0.70% -1.45% 7.37% 

Benchmark* 1.80% 3.22% 5.95% 6.12% 2.84% 9.46% 

Alpha -2.15% 0.59% -0.14% -5.42% -4.28% -2.09% 

^ 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 
 

ESG In Focus 
 
There is an interesting and thoughtful article in the Economist this month which discusses how 
ocean temperatures are breaking records as plastic oceans accumulate and greenhouse gas 
emissions are being absorbed. On April 1st, the average global sea-surface temperature 
reached a tad over 21 degrees Celsius which is half a degree higher than the average 
between 1982 and 2011.  
 
This year has started from a relatively high base as 2022 delivered above average 
temperatures as well. There is no clear consensus as to what is causing the spike however 
after long periods of La Nina, which is coming to an end, any change in these conditions could 
be contributing to record breaking sea-surface temperatures this year. 
 
Whatever the true reason, we do believe that the plastic oceans and greenhouse gas 
emissions (the article highlighted that about 90% of excess heat caused by GHG has been 
absorbed by our oceans) are no doubt contributing to the long-term problems associated 
with rising temperatures. 
 

 
Key Information 
 

Strategy Inception^^ 1 March 2017 

Portfolio Manager Bill Pridham 

Class A Application Price $1.3166 

Class A Net Asset Value $1.3133 

Class A Redemption Price $1.3100 

Class B Net Asset Value $1.1139 

Class B Redemption Price $1.1111 

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. 
 
 
 
 
 
 
 

  

https://www.economist.com/graphic-detail/2023/05/05/ocean-surface-temperatures-are-breaking-records
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Portfolio Commentary 
At the time of writing, approximately 90% of the S&P has reported (by market cap) with earnings coming in generally better than expected 
with a beat rate of around 78%. Earnings that have been reported in both the US and Europe are tracking down about 3% on last year which 
is actually a positive surprise of 6% and 9% respectively. There had been a swath of earnings downgrades heading into the reporting 
period and clearly they got ahead of themselves. 
 
While earnings have been stronger than anticipated, the average stock movement has been relatively subdued as the market had been 
quite solid leading into the reporting season. That said, misses or results which are showing a material slowdown, margin contraction or 
structural issues have been dealt with harshly.  
 
The US Federal Reserve (Fed) raised rates by 25bps in early May (as expected) representing the 10th increase in a little over a year, taking 
the Fed Funds rate target to 5.0-5.25%. The questions going forward are whether this was the last rate increase we will see this cycle, do 
they pause and hold at this higher level or will rates need to be cut over the coming months. The market is pricing in the latter as one the 
fastest rate rise events coupled with regional bank liquidity concerns will likely weigh on economic growth over the coming quarters.   
 
Typically, the Fed is cutting rates in times of earnings contraction however this period has been overshadowed by its fight with inflation 
and therefore quite an unusual period for equities to deal with. Fed Chairman Jerome Powell does seem steadfast that he is in the “higher 
for longer” camp despite regional bank stress. 
 
Economic data over the first quarter of 2023 has demonstrated a fairly resilient consumer, tight labour markets driving sustained wage 
growth with core inflation still well above target. It will be interesting to see if the forward market, which is pricing in cuts this year, has 
gotten ahead of itself considering that policy tightening has yet to deliver a material easing in wage growth and therefore inflation down 
to targeted levels. 
 
On the back of recession concerns, regional bank liquidity issues and now the debate around the debt ceiling in the US, there has been a 
flight to the large end of town with returns concentrated in a select number of stocks. As Jefferies highlights below, approximately 61% of 
S&P 500 returns YTD can be explained by 5 stocks with only 32% of the stocks outperforming the index, a level not seen since 1999. While 
our investing universe does not include these mega caps, it does show how narrow the market breadth is at the moment.  
 

 

 
 

The Ellerston Global Mid Small Cap Fund declined 0.35% net during the month compared to the MSCI World Mid Cap (AUD) Index which 
was up by 1.80% over the same period.  
 
The portfolio’s top three contributors XPO Logistics, Cellnex Telecom and Rentokil added 135bps to performance while Catalent, Sensata 
and Ciena detracted 204 bps during the month. 
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XPO is one of the largest less than truckload (LTL) companies in the US, an industry with relatively high barriers to entry and rational pricing 
driving solid returns on capital. The market is obviously cyclical as it is predominately driven by industrial production and consumer 
consumption. XPO has been undergoing a turnaround and bolstering its Management bench as a result. During April it announced that Dave 
Bates would be joining as Chief Operating Officer after he has spent 27 years with industry leader, Old Dominion Freight. The market 
applauded the announcement and subsequently in May, XPO delivered a solid set of operating results.  

Cellnex Telecom reported a decent set of inline results during April with organic growth coming in at the high end of expectations at 6.8% 
driving 15% EBITDA growth and FCF up 12% to €336m. The quarter demonstrated that the company is delivering on its organic growth 
objectives and firmly on track to achieve investment grade (Standard and Poor’s rating) no later than 2024. Perhaps more impactful was 
the announcement a day later that it had completed its search for a new CEO after months of speculation. Marco Patuano will succeed 
outgoing CEO Tobias Martinez from June 4th. Mr. Patuano has extensive experience in the telecommunications industry with 25 years at 
Telecom Italia including Group CEO between 2011 and 2016. 

There was little stock specific news on Rentokil, perhaps continued follow through from its solid results the previous month which resulted 
in market earnings upgrades for the business.   

Catalent dropped during the month after it announced that productivity issues and higher-than-expected costs experienced at three of 
its facilities, including two of its largest manufacturing facilities, during the quarter will materially and adversely impact the Company’s 
financial results for the third fiscal quarter and its outlook for the remainder of the 2023 fiscal year. This came despite the company 
presenting at recent conferences and indicating that all was on track. It is currently engaging a CFO search following the departure of its 
current CFO, Tom Castellano. Danaher had been rumoured as a potential acquiror of Catalent prior to this announcement however there 
is now speculation around its interest. That said, towards the end of the month M&A speculation swirled up with the stock appreciating 
c20% off its lows at which point we significantly trimmed the position until we get further earnings clarity.  

Sensata delivered first quarter 2023 results ahead of expectations driven by solid automotive and heavy vehicle performance partially 
offset by weaker conditions in industrial (HVAC and Lighting). Forward guidance was slightly below market forecasts as Management 
remains quite conservative around end market conditions and indications that Chinese OEMs are looking to source more supply from local 
players. The market was not impressed with the conservative guidance and indications that margin improvement, while positive, would be 
more muted throughout 2023. 

Ciena had no direct company news during the month however it declined when Lumentum (supplier to Ciena) indicated that its quarterly 
revenue would come in below expectations as a network equipment manufacturer who represents >10% of its revenue (Ciena) would be 
taking lower shipments than previously projected. Ciena indicated in its previous result that it would be reducing its inventory safety stock 
as supply chains improve and delivery visibility becomes clearer. To clear up any ambiguity, Ciena Management has reaffirmed its 
guidance for the next quarter and full year 2023.  

The fund had little stock movement during the month with turnover less than 1% in April. We took some profits in Soitec, Bureau Veritas and 
TKH Group who each delivered solid results and trading updates earlier in the month.  

We continue to have differentiated exposure to some pretty powerful long term thematics which should drive long term compounding 
benefits to us all as investors. These include 5G and the growth in data as Industrial IoT, AI and large language networks such as ChatGPT 
and next generation applications associated with 5G drive data demand, companies that enable our push to a circular economy, 
beneficiaries of deglobalisation as well as those helping to improve supply chain efficiency and companies which are levered to the multi 
trillion dollar spending required for our “Road to Net Zero”. 
 

 
 
These businesses as well as idiosyncratic opportunities in the fund should provide solid absolute and relative returns over the long term as 
secular and structural business drivers help mitigate earnings risk in times of economic uncertainty. 
 
As always, we thank you for your continued support and look forward to providing further updates in the future. 
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Portfolio Characteristics 
Holdings 

Top 10 holdings Country Sector % 

Cellnex Telecom S.A. Europe Communication Services 6.13 

Graphic Packaging Holding Company United States Materials 5.30 

PTC Inc. United States Information Technology 4.50 

Sensata Technologies Holding PLC United States Industrials 4.46 

Rentokil Initial plc United Kingdom Industrials 4.30 

WillScot Mobile Mini Holdings Corp. Class A United States Industrials 4.28 

GXO Logistics United States Industrials 4.14 

Ciena Corporation United States Information Technology 4.00 

Bureau Veritas SA Europe Industrials 3.76 

TKH Group N.V. Cert Europe Industrials 3.69 
 

 
  

 
 

Source: Ellerston Capital. Source: Ellerston Capital. 

Sector Allocation
Industrials, 36.8%

Information Technology, 18.2%

Consumer Discretionary, 3.3%

Financials, 3.2%

Health Care, 6.1%

Materials, 7.6%

Communication Services, 6.1%

Real Estate, 8.2%

Cash, 10.4%

Geographic Allocation

United States, 61.4%

France, 6.5%

Japan, 1.6%

United Kingdom, 4.3%

Netherlands, 3.7%

Spain, 6.1%

Switzerland, 2.3%

Canada, 3.6%

Cash, 10.4%
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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. 
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