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Fund Objective

The Morphic Ethical Equities Fund Limited (MEC) seeks to provide investors a way 

to grow their wealth and feel confident they do so without investing in 

businesses that harm the environment, people, and society. 

MEC excludes direct investments in entities involved in environmental 

destruction, including coal and uranium mining, oil and gas, intensive animal 

farming and aquaculture, tobacco and alcohol, armaments, gambling and 

rainforest and old growth logging.

1 Month 3 Months 6 Months 1 Year
3 Years 

(p.a.)
5 Years 

(p.a.)
ITD (p.a.)

MEC1 5.80% 6.25% 8.11% 4.61% 1.39% 7.79% 7.42%

Index2 3.92% 7.49% 13.82% 20.75% 10.01% 12.25% 12.38%

Net Tangible Assets (NTA)

NTA value before tax3 $1.1332

NTA value after tax3 $1.1211

Investment returns*

Monthly Report
July 2024

Investment Returns since inception4

* Past Performance is not an indication of future performance.
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Performance Summary

MEC increased 5.80% net during the month, outperforming 

the MSCI All Countries World Daily Total Return Net Index 

which increased by 3.92% over the same period.

Market Commentary

The portfolio’s top three contributors QXO, Webster Financial 

and Bureau Veritas added 190bps to performance while 

Montrose, Pinterest and Vivendi detracted 157 bps during 

the month.

July produced a large divergence in returns amongst different 

equity sectors, characterised by a rotation out of much-loved 

mega-caps (MSFT, NVDA, AAPL, GOOG, AMZN) and AI related 

names and into smaller cap companies. 

The main driver of this was confirmatory signs of disinflation, 

with US June CPI falling 0.1% MoM, compared to expectations 

for a slight increase. This sharp drop in inflation, coupled with 

disappointing revisions to prior month employment data, 

brought forward the market’s expectations for multiple 

interest rate cuts from the US Federal Reserve. 

The fixed income market is now pricing in a rate cut in 

September, and two more before the end of the year. Live 

inflation data point to a continued decline in inflation through 

July and August, giving some credence to near term rate cuts. 

Reflecting this rotation, the Russell 2000 rallied 10.2% in July, 

compared to the NASDAQ 100 Index falling -1.6%. For 

context, this was the biggest relative outperformance of the 

Russell since the 2000 Dot-com bubble, nearly a quarter 

century ago. 

Whether this trend continues, and equity returns further 

broaden out beyond a handful of mega-caps, remains an 

open-ended question. However, we would note that 

positioning and valuations in small caps relative to large caps 

remains at extreme levels, even despite the recent moves. 
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Hence a continuation of the current environment, characterised by disinflation and reasonable nominal economic growth, 

could be supportive of small caps outperforming their larger peers. 

Beyond the inflation headlines which have dominated market moves, the current 2Q24 reporting season, which is mostly 

complete, points to an underlying economy in reasonable shape. US GDP growth remains healthy (+2.8% 2Q) and roughly 

two-thirds of reporting companies have beaten consensus estimates. 

However, of note is the US consumer, which appears to be running at two speeds. American Express and Mastercard have 

pointed to a reasonable overall picture of consumer spending, though some cracks are appearing, with many bellwether 

companies such as LVMH, McDonalds, Amazon, Starbucks and Diageo pointing to weakening sales and more discerning 

spend. Given the price increases pushed through by many of these companies over the last 3 years, it raises the question of 

whether price cuts may be required to stimulate demand in the months ahead. 

Regional discussion

In July, the S&P 500 achieved a return of 1.22% driven by positive economic data such as better-than-expected GDP growth. 

The Russell 2000, representing small-cap stocks, surged by 10.2%, bolstered by strong earnings reports and the anticipation 

of interest rate cuts. Additionally, the June CPI data showed a continued deceleration in inflation, which further fuelled 

expectations of a potential easing in monetary policy. 

European markets experienced mixed performance in July. The MSCI Euro index was flat, reflecting the balance between 

strong corporate earnings and persistent economic concerns. French and Spanish markets saw positive performances, as 

did Germany. The main market concerns remain on persistent inflationary pressures and ongoing geopolitical tensions.

In July, Japan's stock market experienced a modest decline with high volatility. The Nikkei 225 index dropped by 1.21%, 

reflecting mixed investor sentiment amid uncertainties in key export markets. The currency market also experienced 

significant fluctuations, with a sharp appreciation of the yen.  On 31 July, the Bank of Japan (BOJ) raised its policy rate to 0.25% 

from the previous range of 0.0%-0.10%, which further supported the yen strength.

Sector discussion

The Information Technology sector experienced mixed performance during July. Large-cap tech stocks saw declines, 

influenced by market volatility and shifts in investor sentiment. Meanwhile, small-cap IT stocks had varied results, with some 

benefiting from niche market opportunities and innovation. Despite supply chain disruptions and cybersecurity threats, 

advancements in AI and significant progress in semiconductor production continued to drive innovation and growth. 

The Industrials sector experienced positive performance. Key contributors included robust construction activity, with 

significant job growth reported globally, particularly in the commercial aerospace and utilities infrastructure sectors. 

Additionally, increased investments in smart manufacturing technologies and sustainability initiatives further bolstered the 

sector.

The global Communication Services sector saw varied performance in July. While the sector continued to benefit from 

advancements in AI and digital connectivity, particularly in digital advertising, economic uncertainties and regional disparities 

presented headwinds. Overall, the sector displayed resilience driven by technological advancements and strategic 

investments.
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Portfolio Commentary

Turning back to July performance, key contributors for the month were:

QXO, Inc (+1.00%): The next vehicle of Brad Jacobs (architect of XPO) has recently raised >$5bn from sophisticated investors, 

following a $1 billion equity investment ($900m from Jacobs personally) in June. QXO plans to become a tech-forward leader 

in the $800 billion building products distribution industry. The company is targeting tens of billions of dollars in annual 

revenue over the next decade through accretive acquisitions and organic growth.

Webster Financial (+0.46%) is a leading commercial bank in the Northeast of the U.S. that provides a wide range of digital and 

traditional financial solutions across commercial banking, consumer banking and healthcare financial services. The company 

reported its second-quarter results on 23rd July, which came in slightly below market expectations. Regardless, the market 

remains positive about the bank increasing reserves and potentially benefitting from rate cuts. 

Bureau Veritas (+0.44%) is a world leader in inspection, certification, and laboratory testing services supporting customers in 

140 countries to address challenges in quality, health and safety, environmental protection, and sustainability. The company 

released its first half-year financial report of 2024 with strong growth. Full year organic growth was upgraded to high-single 

digit as second quarter metrics actually accelerated from the start of the year.  With an incredibly strong balance sheet and 

cash flow profile, we should see an acceleration of accretive tuck in M&A over the coming months. 

Conversely, the major detractors for the month were:

Montrose Environmental (-0.71%) is a leading environmental solutions company delivers comprehensive air measurement 

and laboratory services for regulatory compliance, emergency response, permitting, engineering, and remediation. The 

company acquired Spirit Environmental, LLC., a leading provider of air permitting and compliance services in July. The 

company also reaffirmed a positive outlook following U.S. regulatory catalysts.  The stock has been weak due to concerns 

around new legislation potentially impacting Environmental Protection Agency (EPA) directives however in its recent result, 

the company materially outperformed expectations along with strong commentary around the strong growth outlook for the 

business.

Pinterest (-0.70%) is a visual search and discovery platform where people find inspiration, curate ideas, and shop products. 

Launched in 2010, Pinterest has over half a billion monthly active users worldwide. The company reported its second-quarter 

results on 30th July with solid growth but warned of generating lower revenue than expected for the current quarter. 

Pinterest is running the risk of being usurped by the much larger platforms such as Meta and Tik Tok and despite the much 

different user experience, digital advertisers will follow the eyeballs and subsequent return on ad spend. 

Vivendi (-0.16%) is a world-class content, media and communications group, active in businesses including the creation and 

distribution of cinema and audiovisual content, book publishing for the public and educational markets, global 

communications, as well as magazine and video games. Vivendi is a new position in the portfolio and was impacted by a poor 

earnings announcement out of one of its large holdings, Universal Music.  Despite this, the value of the underlying assets is 

much higher than the current share price and Management is looking to split the company to unlock shareholder value.
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During the month we trimmed positions in Itron, Iron Mountain, Landis+Gyr and Webster to take advantage of price 

movements which moved closer to fair value.  We exited positions in Flex and LiveRamp during the month.  Flex has had an 

incredibly strong price performance over the past several months, increasing >36% and slightly exceeding our view of fair 

value.  One of its comparable companies (Jabil) reported very weak results in late June and when coupled with full valuation, 

we deemed the risk/reward as unattractive.  Our investment in LiveRamp was predicated on the thesis that Google would 

move to deprecate cookies (these are used to follow your movements on the internet for advertising) which would place 

LiveRamp in a prime competitive position.  This thesis changed when Google announced it would not be deprecating cookies 

and we decided to exit the position as the profile of the business had changed.  Conversely, we initiated positions in Aercap 

Holdings and Vivendi Group.  Aercap is the world's largest owner of commercial aircraft and leader in aviation leasing.  The 

business will benefit from the structural shortage of aircraft driving up lease rates as well as strong aftermarket pricing for 

older aircraft, both of which will drive up shareholder value.  Vivendi owns a portfolio of media assets which are not being 

valued appropriately given the conglomerate nature of the holding structure.  Vivendi is expected to unlock significant value 

with the splitting of these assets into separate entities which should benefit us as shareholders.

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:

• AI and the growth in data as Industrial IoT and large language networks such as ChatGPT and next generation applications 

drive data demand;

• companies that enable our push to a circular economy;

• beneficiaries of deglobalization; and

• those helping to improve the resilience of our energy grids as the world looks to electrify and companies which are 

levered to the multi trillion-dollar spending required for our “Road to Net Zero”.

     

 

 Source: Ellerston Capital                                 

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.

Source: Ellerston Capital
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Stocks Industry Region
Position 

Weighting %

GFL 
Environmental 
Inc

Industrials North America 6.3

Cellnex 
Telecom S.A.

Communication 
Services

Europe 4.9

GXO Logistics Industrials North America 4.4

Bureau Veritas Industrials Europe 3.7

QXO, Inc.
Information 
Technology

North America 3.6

Option Care 
Health Inc

Health Care North America 3.3

Chart 
Industries, Inc.

Industrials North America 3.2

AerCap 
Holdings NV

Industrials
North America

3.0

WillScot 
Holdings

Industrials North America 2.9

Acadia 
Healthcare

Health Care North America 2.7

Top 10 Active Positions

Risk Measures

Net Exposure5 88.96%

Gross Exposure6 88.96%

VAR7 5.80%

Best Month 9.59%

Worst Month -8.94%

Average Gain in Up Months 2.76%

Average Loss in Down Months -3.10%

Annual Volatility 13.30%

Index Volatility 10.73%

Top detractor8 (bps)

Montrose  Environmental     -71 bps

Pinterest                               -70 bps   

Vivendi   -16 bps

Top contributor8 (bps)

Equity Exposure Summary12 By region Equity Exposure Summary12 By sector

Key Facts

ASX code / share price MEC / 1.000

Listing Date 3 May 2017

Profit Reserve9 $0.597

Management Fee 1.25%

Performance Fee10 15%

Market Capitalisation $38.0m

Shares Outstanding 38,029,942

Dividend per share11 $0.06

0.00%

0.00%

0.00%

0.00%

0.00%

6.81%

17.65%

64.50%

-10.00% 10.00% 30.00% 50.00% 70.00%

Africa

Central Asia

Eastern Europe

Middle East

South America

Pacific Rim

Western Europe

North America

0.00%

0.00%

0.00%

0.00%

3.91%

4.29%

6.91%

7.98%

12.43%

23.47%

29.98%

-5.00% 5.00% 15.00% 25.00% 35.00%

Consumer Discretionary

Consumer Staples

Energy

Utilities

Materials

Financials

Real Estate

Health Care

Communication Services

Information Technology

Industrials

Morphic Ethical Equities Fund

Benchmark

QXO    100 bps

Webster Financial                  46 bps

Bureau Veritas                           44 bps

Source: Ellerston Capital

Source: Ellerston Capital

Source: Ellerston Capital

Source: Ellerston Capital Source: Ellerston Capital

Source: Ellerston Capital Source: Ellerston Capital
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This communication has been prepared by Morphic Ethical Equities Fund Limited (“MEC”) (ACN 617 345 123) and its Manager, Morphic Asset Management 

Pty Ltd (“Morphic”) (ACN 155 937 901) (AFSL 419916). The information contained in this communication is for information purposes only and is not 

investment or financial product advice and is not intended to be used as the basis for making an investment decision. Please note that, in providing this 

communication, MEC and Morphic have not considered the objectives, financial position or needs of any particular recipient. MEC and Morphic strongly 

suggest that investors consult a financial advisor prior to making an investment decision. No warranty, express or implied, is made as to the fairness, 

accuracy, completeness or correctness of the information, opinions and conclusions contained in this communication. To the maximum extent permitted 

by law, none of MEC, its related bodies corporate, shareholders or respective directors, officers, employees, agents or advisors, nor any other person 

accepts any liability, including, without limitation, any liability arising out of fault or negligence for any loss arising from the use of information contained in 

this communication. If this communication includes “forward looking statements”, such forward-looking statements are not guarantees of future 

performance and involve known and unknown risks, uncertainties and other factors, many of which are beyond the control of MEC and its officers, 

employees, agents or associates that may cause actual results to differ materially from those expressed or implied in such statement. Actual results, 

performance or achievements may vary materially from any projections and forward-looking statements and the assumptions on which those statements 

are based. MEC and Morphic assume no obligation to update such information. This communication is not, and does not constitute, an offer to sell or the 

solicitation, invitation or recommendation to purchase any securities and neither this communication nor anything contained in it forms the basis of any 

contract or commitment. The Certification Symbol signifies that a product or service offers an investment style that takes into account environmental, 

social, governance or ethical considerations. The Symbol also signifies that Morphic Ethical Equities Fund adheres to the strict disclosure practices required 

under the Responsible Investment Certification Program for the category of Product Provider. The Certification Symbol is a Registered Trade Mark of the 

Responsible Investment Association Australasia (RIAA). Detailed information about RIAA, the Symbol and Morphic Ethical Equities Fund’s methodology, 

performance and stock holdings can be found at www.responsibleinvestment.org, together with details about other responsible investment products 

certified by RIAA. The Responsible Investment Certification Program does not constitute financial product advice. Neither the Certification Symbol nor RIAA 

recommends to any person that any financial product is a suitable investment or that returns are guaranteed.    

     

1 Performance is net of investment management fees, before company admin costs and taxes; 2 The Index is the MSCI All Countries World Daily Total Return 

Net Index (Bloomberg code NDUEACWF) in AUD; 3 The figures are estimated and unaudited; 4 Performance is net of investment management fees, before 

dividends, company admin costs and taxes. Fund listing on the ASX 3 May 2017. Past performance is not an indication of future performance; 5 Includes 

Equities and Commodities - longs and shorts are netted; 6 Includes Equities, Commodities and 10 year equivalent Credit and Bonds - longs and shorts are not 

netted; 7Monthly VAR, based on gross returns since Fund’s inception; 8 Contribution; absolute returns against excluding the effect of hedges; 9 The reserve is 

made up of amounts transferred from current and retained earnings that are preserved for future dividend payments. The payment of franked dividends 

depends on the rate MEC realises taxable profits and generates franking credits; 10The Performance Fee is payable annually in respect of MEC’s out-

performance of the Index. Performance Fees are only payable when MEC achieves positive absolute performance and is subject to a high water mark; 11 

Annual dividend per share. 12 Exposure Summary charts do not take into account derivative positions.

Contact us

Investor Relations

Phone: +61 2 9021 7701

Email: info@ellerstoncapital.com

Morphic Asset Management Pty Ltd

Level 11, 179 Elizabeth St

Sydney 2000

New South Wales

Australia

www.morphicasset.com

http://www.morphicasset.com/
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