
‘The Fund continues to see unrecognised 
earnings growth opportunities in companies 
with excellent management teams’
Performance Review
Fund performance for the quarter ending September 2024 was +6.62% 
(net of fees) versus the benchmark return of +5.30%, as measured by the 
MSCI World Small Cap Net Total Return Index.

MSCI World small caps rose +5.30% over the quarter in AUD terms. 
Singapore and Australia were the best performing countries, with Portugal 
also performing well. Denmark was the worst performing country followed 
by Italy which dragged the overall index down during the month. The US 
was the third worst performing country in the index.

September saw the US and China join the growing list of central banks 
in the global rate cutting cycle which has been underway since the June 
quarter of 2024. The US Federal Reserve opened with an outsized 50bps 
cut in the Fed funds rate to 5%, as they recalibrate restrictive policy settings. 
The Chinese authorities surprised with the Peoples Bank of China and the 
Central Committee Politburo meeting, announcing co-ordinated multiple 
measures aimed at supporting the housing market, boosting household 
consumption and achieving the 5% growth target for 2024.

Global equity capital returns powered ahead in September with the MSCI 
Emerging Markets index surging 6.8% driven by a skyrocketing 23.1% 
rise in the China MSCI. Meanwhile, the MSCI World Index for developed 
markets was up 1.7%, the US S&P500 up 2.0% and Europe’s STOXX flat. 
Brent crude oil declined 5.5%, spot gold was up 5.4% and the Japanese 
10-year bond fell to 0.85% from 0.89%. US 10-year yield fell 12bps to 
3.78%, the 2/10-year curve returned to normal to be positive 14bps, 
corporate credit spreads widened by 3-7 bps,10-year inflation-protected 
real yields fell 16bps to 1.60%, and the US dollar index depreciated 0.9%. 

Fund Highlights
In terms of sector performance, the Energy and Information Technology 
sectors both had weak quarters compared to the rest of the index, being 
the only two sectors to deliver a negative return. The Energy sector was 
down over 10% following the oil price lower during the quarter. Real Estate 
was the best performing sector followed by the Financials sectors. The 
Federal Reserve interest rate cut of 50 basis points clearly provided relief 
for these sectors during the quarter.

Notable positive contributors over the period were Powell Industries in 
the US and Hammond Power Solutions in Canada. Atkore in the US and 
Celestica in Canada were the main negative contributors during the quarter. 

On the positive side, Powell Industries, founded in 1947, and a leading 
provider of electrical equipment based in Huston, Texas, reported strong 
quarterly results in July. Powell beat market expectations as ongoing 
electrical grid expansion both in the US and globally drove demand for 
its products. Hammond Power Solutions (HPS) is the main manufacturer 
of dry-type transformers in North America, alongside magnetic products, 
and related equipment. Founded in 1917, Hammond contributed strongly 
to performance with their innovative solutions for power conversion, 
distribution, and control applications. The Fund believe that the ongoing 
investment to upgrade and expand the US electricity grid will lead to large 
demand increases for Hammond’s high quality electrical products.

In terms of detractors, Atkore struggled during the quarter as broadband 
investment and spending by several of its larger telecom customers slowed. 
However, as US telecom companies lift their spending into 2025, propelled 

Performance
Returns1 as at 30 September 2024

Period Fund 
Return

%
Net

Bench-
mark2

%

Out/Under 
Performance 

% 
Net

1 month 3.47 -0.37 3.84
3 months 6.62 5.30 1.32
6 months -0.25 0.16 -0.41
1 year 30.23 16.16 14.07
2 years pa 22.82 14.86 7.96
3 years pa 2.19 3.58 -1.39
4 years pa 10.94 11.52 -0.58
5 years pa 9.18 8.38 0.80
Since inception
Date: 31 May 2018

7.97 7.84 0.14

Top 10 Stock Holdings
Name Fund

%
Index2

%
Tilt

%
Powell Industries 5.00 0.03 4.97
Hammond Power Solutions 4.95 0.01 4.94
Sterling Infrastructure 4.74 0.05 4.68
EMCOR Group 4.72 0.00 4.72
Mueller Industries 4.47 0.10 4.37
Eagle Materials 4.24 0.12 4.12
Modine Manufacturing Company 4.04 0.08 3.96
Fabrinet 3.95 0.10 3.85
NKT 3.94 0.06 3.87
Primoris Services Corporation 3.84 0.04 3.80

Sector Allocations
Sector Fund

%
Index2

%
Tilt
%

Energy 0.00 4.18 -4.18
Materials 9.93 7.63 2.29
Industrials 39.15 19.84 19.31
Consumer Discretionary 14.93 13.58 1.34
Consumer Staples 3.95 4.77 -0.82
Health Care 3.46 9.65 -6.19
Financials 9.06 15.42 -6.36
Information Technology 13.23 10.82 2.42
Communication Services 0.00 3.09 -3.09
Utilities 0.00 2.58 -2.58
Real Estate 5.70 8.45 -2.75
Cash 0.59 0.00 0.59
Total 100.00 100.00 0.00

Investment Characteristics
Return 

on 
invested  

capital

Debt to 
equity

Dividend 
yield

Price to  
free cash 

flow

Fund 14.8 52.6 1.0 17.94
Benchmark2 5.8 98.3 1.8 21.48
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1. Fund returns are net of fees.
2. The benchmark is MSCI World Small Cap Net Total Return (TR) Index in AUD.



by the US BEAD program subsidies and grants, we expect Atkore to 
benefit via increased revenue. The company benefits from several 
themes including the onshoring of supply chains back to the US; ongoing 
non-residential manufacturing investment; and government support in 
terms of the Infrastructure Investment and Jobs Act (Biden’s original 
legislation in 2021 which includes the $42.5bn allocated to the BEAD 
Program), and more recently, in 2022, the Inflation Reduction Act which 
commits investment and tax breaks into the US economy specifically 
focused on infrastructure and manufacturing. Celestica, another that 
underperformed this month, is a leading electronics manufacturing 
services (EMS) and supply chain solutions company headquartered in 
Toronto, Canada. Celestica provides a comprehensive suite of services 
encompassing design and engineering, manufacturing, and supply chain 
management, aimed at helping clients bring their products from concept 
to market efficiently. While Celestica serves a diverse set of industries 
and clients the Fund expects the business to benefit from the onshoring 
of high-tech manufacturing back into the US market and the ongoing 
demand for Semiconductor manufacturing equipment.

Positioning and Outlook
The Fund’s outlook remains constructive. Global economic growth is 
expected to be robust in 2024 and into the new year, with the US likely 
to deliver reasonable GDP growth as ongoing fiscal support remains 
strong, and unemployment remains low. Markets may experience 
increased volatility, especially in the US as the election approaches. 
Regardless of the US election outcome, the Fund’s view remains 
unchanged from last year believing that the large fiscal stimulus provided 
by the US administration will likely continue under either new president 
and will remain a robust tailwind for US and global growth, preventing any 
material recession in Western economies. The Fund is also expecting 
significant investment from European governments and utility companies 
into the European grid upgrade in the coming years. Specific focus areas 
including the manufacturing renaissance in the US, onshoring, data 
centre investment and the evolution of artificial intelligence. Furthermore, 
the move to decarbonisation and the associated electrical grid upgrade 
continues to provide exciting investment opportunities within the global 
small-cap market.

Global central banks are now clearly in an interest rate cutting cycle 
with the Federal Reserve delivering an outsized 50 basis point cut in 
September. There is a strong possibility that more cuts will be delivered 
by the Federal Reserve into year end. The reduction and stabilisation of 
inflation rates globally are providing the justification for these interest rate 
cuts and ensures that real interest rates do not become excessively high 
and restrictive for investment.

Global manufacturing surveys continued to disappoint during the quarter 
with numerous regions registering a pull back in the survey data during 
the quarter and in September. However, the Fund is cautiously optimistic 
that the interest cuts being delivered should provide an impetus for the 
global manufacturing economy and allow the manufacturing PMIs to 
improve over the neutral level of 50. The recent interest rate cuts and 
liquidity injections in China by the administration and the PBOC should 
also provide a tailwind for manufacturing, and ultimately be positive for 
global growth.

On geopolitics, major risks remain in the Middle East and with the war 
between Russia and Ukraine. We retain a watching brief on these issues 
in terms of our asset allocation and stock selection.

In summary, Global macro settings are expected to remain within their 
‘back to normal’ levels in 2025. We are forecasting growth, lower inflation, 
real rate cuts and a recalibration of restrictive policy settings towards a 
higher neutral level for this cycle. We believe fears of a US recession 
are unsubstantiated. The risk of a sharper slowdown is mitigated by 
the fact that central banks now have significant room to cut rates The 
structural themes of decarbonisation and slowing globalisation continue 
to underpin activity. The US Federal Reserve has joined the growing list of 
central banks in the global rate cutting cycle, which has been underway 
since the June quarter of 2024. Underlying resilient private demand, 
business investment, employment growth, and multiple rate cuts will 
sustain the expansion of the global business cycle. We remain vigilant 
to unpredictable geopolitical events that may materially impact our view.

The Fund continues to see unrecognised earnings growth opportunities 
in companies with excellent management teams based in the US who 
are leveraging the growth tailwinds of onshoring, data centre expansion 
and electrical grid upgrades. Core positions continue to be Powell 
Industries and EMCOR which are exposed to these earnings drivers. 

The Fund maintained its holdings in US and European industrials, 
and its overweight in electrical equipment with exposure to continued 
investment in the electrical grid in the US and Europe, and to increased 
spend in construction and infrastructure. The Fund is underweight 
the consumer, specifically apparel and core retail exposure as the US 
and global consumer is still at risk from elevated interest and inflation 
rates, although we believe the peak in these is behind us. The Financial 
sector is an underweight alongside the Real Estate sector; however, this 
underweight has been reduced in September as further interest rate cuts 
are being delivered into the market which will reduce the pressure on 
these two sectors. 

On a regional basis, the Fund is overweight the US, Europe and the UK. 
The Fund is underweight Asia, Japan and Australia.

The Fund remains biased to niche leaders within their industry, like Powell 
and Hammond (with both having significant exposure to the electrical 
infrastructure required to upgrade and expand the US and Global 
electrical grids), while still maintaining exposure to areas with structural 
earnings growth drivers like onshoring and datacentre build out, which 
we expect to deliver earnings ahead of the market. In general, lower 
levels of inflation and interest rates cuts provide an attractive environment 
for businesses to deliver growth. Small cap stock valuations continue to 
trade at significant discounts to large-cap peers providing good potential 
for relative outperformance for small caps. We continue to find attractive 
unrecognised growth opportunities in our universe of under-researched 
small caps. 

Subscribe to our monthly updates here  
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Country Fund
%

Index2

%
Tilt

%
North America 71.10 64.93 6.17
Japan 3.24 12.54 -9.30
United Kingdom 6.94 5.36 1.57
Europe (Ex United Kingdom) 14.52 11.16 3.36
Asia Pacific (Ex Japan) 3.61 5.05 -1.44
Middle East 0.00 0.96 -0.96
Cash 0.59 0.00 0.59
Total 100.00 100.00 0.00

Region Allocation
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This material is issued by Ausbil Investment Management Limited (Ausbil) ABN 26 076 316 473, AFSL 229722 as at September 2024 and is subject 
to change. The material is not intended to provide you with financial product advice. It does not take into consideration the investment objectives, 
financial situation or needs of any person. For this reason, you should, before acting on this material, obtain professional advice from a licensed 
financial adviser and read the relevant Product Disclosure Statement which is available at www.ausbil.com.au and the target market determination 
which is available at www.ausbil.com.au/invest-with-us/designand-distribution-obligations. Past performance is not a reliable indicator of 
future performance. Any reference to past performance is for illustrative purposes only and should not be relied upon on. Ausbil, its officers, directors 
and affiliates do not guarantee the performance of, a particular rate of return for, the repayment of capital of, the payment of distribution or income of, 
or any particular taxation consequences for investing with or in any Ausbil product or strategy. The performance of any strategy or product depends on 
the performance of the underlying investment which may rise or fall and can result in both capital gains and loss. Any references to particular securities 
or sectors are for illustrative purposes only. It is not a recommendation in relation to any named securities or sectors. The material may contain forward 
looking statements which are not based solely on historical facts but are based on our view or expectations about future events and results. Where 
we use words such as but are not limited to ‘anticipate’, ‘expect’, ‘project’, ‘estimate’, ‘likely’, ‘intend’, ‘could’, ‘target’, ‘plan’, ‘believe’, ‘think’, ‘might’ 
we are making a forecast or denote a forward-looking statement. These statements are held at the date of the material and are subject to change. 
Forecast results may differ materially from results or returns ultimately achieved. The views expressed are the personal opinion of the author, subject 
to change (without notice) and do not necessarily reflect the views of Ausbil. This information should not be relied upon as a recommendation or 
investment advice and is not intended to predict the performance of any investment or market. The actual results may differ materially from those 
expressed or implied in the material. Ausbil gives no representation or warranty (express or implied) as to the completeness or reliability of any forward 
looking statements. Such forward looking statements should not be considered as advice or a recommendation and has such should not be relied 
upon. To the extent permitted by law, no liability is accepted by Ausbil, its officers or directors or any affiliates of Ausbil for any loss or damage as a 
result of any reliance on this information. While efforts have been made to ensure the information is correct, no warranty of accuracy or reliability is 
given, and no responsibility is accepted for errors or omissions. Any opinions expressed are those of Ausbil as of the date noted on the material and 
are subject to change without notice.


