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December Quarter
Key Themes

There was a burst of optimism in the 
final quarter of 2022 driven by an 
apparent pivot by China on multiple 
policy fronts; hope for a “soft landing” 
in the US; and an easing of inflation 
pressure in Europe.

1.	China Pivot 

Somewhat of a pivot appears to  
have happened in China. It began  
after the Party Congress in October. 
Within weeks, Xi’s government  
dropped the “three red lines” on 
borrowing by property developers.  
The pivot continued in November  
with US President Joe Biden and  
Xi signalled a desire to improve 
US-China relations at a meeting  
ahead of the G20 summit in Indonesia.  
In December Beijing loosened its 
pandemic restrictions that have 
constrained China’s economic  
growth since early 2020. 

The pivot extended further  
with China’s top economic policymaker 
telling attendees at the Davos Summit 
“foreign investments are welcome in 
China, and the door to China will only 
open up further.” There even seems  
to be a thawing of relations with 
Australia in relation to our trade 
disputes. Most recently it announced 
that the “rectification” campaign against 
fintech firms is nearly complete. Since 
November the Chinese equity market 
has risen almost 20%.

3.	 Tension in Japan 

Inflation has returned to Japan  
after a break of over 30 years.  
This is significant because Japan is 
home to the world’s largest debt load. 

Public debt sits at 260% of GDP. This 
compares to Australian public debt  
of 58% of GDP. Since March 2021 the 
Bank of Japan (BOJ) has capped the 
yield on its 10-year government bond 
pledging to buy as many bonds as 
necessary to maintain it. Q4 saw the 
surprise decision by the BOJ to widen 
the band within which it has been 
maintaining the 10-year bond yield cap. 
This is being seen by the market as a 
step toward moving away from its easy 
monetary policy stance. 

The Japanese haven’t had an interest 
rate rise in three decades and with a 
debt load as large as it is, the concern 
is it could create volatility in markets. 
Japan’s $US12 trillion ($17.1 trillion) 
bond market is one of the world’s 
largest but due to BOJ buying, it is also 
one of the most illiquid. A high debt 
load, rising interest rates combined 
with illiquidity make for a potentially  
volatile mix. 

2. US Inflation Peak

In recognition of signs that inflation 
may have peaked, the US Federal 
Reserve’s final policy meeting of  
the year delivered a scaled down  
rate hike of 50 basis points (bps)  
after four consecutive 75 bps 
tightening moves. 

Chair Powell focusses on three  
main categories within the inflation 
release – goods, shelter and core 
services ex shelter. Goods prices are 
unquestionably cooling. Indeed, there 
is evidence of deflation for used cars 
and trucks. Shelter is still high but 
leading indicators point to a decline. 
On core services ex shelter – the 
stickiest part of inflation – there does 
appear to be evidence of a slowdown 
in momentum. 
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Australian Equities  
Quarterly Review

While 2022 was characterised  
by a significant de-rate of growth  
equities following a sharp rise in  
long bond yields, forward earnings  
for the Australian market expanded 
materially through the year,  
providing a significant offsetting  
buffer for investors. In particular,  
the performance of the two large 
cyclical sectors of the Australian 
market – resources and financials – 
accounted for much of our market’s 
outperformance of global equities  
over the course of the year.

ASX 200: Earnings strength nearly offsets P/E de-rate in 2022

ASX 200 sector attribution: Cyclicals lead the way in 2022

Key points

  Change in EPS    Change in P/E    Dividend Yield 
Source: Bloomberg

Australian Equities Performance Table 3 m 1 yr p.a. 3 yr p.a. 5 yr p.a. 10 yr p.a.

Bennelong Concentrated Australian Equity Fund -0.62% -31.00% 0.73% 3.90% 11.72%

Pendal Focus Australian Share Fund 7.51% -3.15% 5.71% 7.52% 10.33%

WaveStone Australian Share 6.35% -1.97% 5.57% 7.94% 9.98%

Alphinity Sustainable Share 8.46% -7.90% 6.00% 8.86% 9.80%

Selector Australian Equities 4.77% -24.08% 0.31%   

Selector High Conviction Equity A 4.52% -24.27% -1.09% 6.49% 12.14%

Pendal Australian Share SMA 7.25% -2.92% 5.65% 6.63%  

S&P/ASX 200 Accumulation Index 9.40% -1.08% 5.55% 7.11% 8.66%

Ophir Opportunities Fund 6.38% -12.68% 10.53% 11.91% 18.93%

Fairview Equity Partners Emerging Co 6.95% -20.91% 3.52% 8.70% 8.33%

QVG Opportunities Fund 3.61% -23.40% 3.48% 10.15%  

Flinders Emerging Companies Fund 4.01% -22.46% 0.35% 4.77%  

Pendal Microcap Opportunities Fund 4.78% -20.22% 10.40% 10.43% 15.59%

Spheria Australian Smaller Companies 3.42% -17.35% 5.83% 5.71% 9.20%

S&P/ASX Small Ordinaries Accumulation Index 7.54% -18.38% 1.38% 2.92% 5.13%

– �Despite a weak performance in 
December, the Australian equity 
market rebounded in the final quarter 
of 2022, generating a strong return  
of 9.4% and again outperforming 
global equities – a consistent theme 
over the year.

– �Two macro factors again were a key 
determinant of the domestic market’s 
performance. A softening inflation 
outlook was key, as investors 
anticipated the peak of the monetary 
policy cycle. Further, the Reserve 
Bank of Australia adopted a more 
dovish stance, helping the local 
market. Secondly, the Australian 
market got a boost as China 
abandoned its zero-COVID policy.

– �Cyclical sectors thus led the market 
in the quarter, with the mining sector 
rallying on renewed strength in 
commodity prices, while financials 
also posted strong numbers.

– �Our large cap managers were  
broadly not positioned for this 
outcome, with most adopting more 
defensive portfolios ahead of an 
expected economic slowdown 
through this year.

– �There were therefore varying levels 
of underperformance across our 
large cap managers, though those 
more style-neutral in their approach 
fared better, including Alphinity  
and Pendal.

– �Despite long bond yields tracking 
sideways over the quarter, the  
more growth-orientated sectors  
of IT, health care and consumer 
discretionary again lagged the 
market considerably, capping  
off a disappointing year for  
managers aligned with this  
style, including Selector.

– �While small caps generated a  
solid 7.5% return in the quarter,  
they again lagged large caps,  
further expanding their valuation  
gap between the two groups.

– �Underperformance was also a theme 
across our small cap managers over 
the quarter, rounding out a year in 
which active managers struggled to 
match the returns of the benchmark. 
Over the course of 2022, Spheria  
was our best performing small cap 
fund, with the manager’s higher 
valuation discipline and focus on  
cash flow generation holding them  
in good stead.

ASX 200 sector attribution: Cyclicals lead the way in 2022
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This was reflected in attribution  
across the year. The only four sectors 
to provide positive attribution for the 
year were resources (materials and 
energy), financials and utilities. The 
remaining industrials sectors of the 
market were all a drag on performance. 
Consumer discretionary, real estate 
and IT were the three biggest negative 
contributors. This highlighted the 
significant headwind that active 
managers (who are often tilted more 
towards industrials) faced in 2022.
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US Europe Japan

International Equities  
Quarterly Review

There was a “collapse” in US equity 
allocation in the latest Bank of America 
fund manager survey, with investors  
the most underweight US equities  
since 2005. But participants are also  
becoming “a lot less bearish” overall  
than in 4Q. 

Recession fears have peaked and 
investors are the most optimistic  
on global growth prospects in the past 
year. That’s spurred some re-allocation 
into EM and euro-zone stocks – 
although they remain underweight 
global stocks overall.  

The European economy continues  
to see some optimism as gas prices  
and inflation ease and China re-opens.  
While US stocks have posted a strong 
start to the year, European and EM 
stocks have fared even better.

Luxury sales to Mainland China (%)

Equity market performance 2022 (index: 31/12/21=100)

Key points

International Equities Performance Table 3 m 1 yr p.a. 3 yr p.a. 5 yr p.a. 10 yr p.a.

WCM Quality Global Growth -0.55% -25.32% 6.76% 12.32% 16.66%

Royal London Concentrated Global Equity Share Fund 6.17% -3.72% 12.32% 13.32% 13.84%

MFS Concentrated Global Equity Trust (Wholesale) 7.17% -11.33% 5.88% 9.46% 14.79%

MFS Global Equity Trust 7.00% -11.65% 4.42% 8.42% 13.38%

MFS Fully Hedged Global Equity Trust 9.31% -16.09% 2.57% 5.48% 10.44%

Franklin Global Growth I 0.86% -23.72% 6.75% 9.80% 14.49% 

Loftus Peak Global Disruption -4.30% -31.66% 5.18% 9.98% 13.07%

Munro Climate Change Leaders -1.39% -18.49%    

Impax Sustainable Leaders Fund A 9.16% -16.98% 6.67% 8.07%  

Pengana WHEB Sustainable Impact 6.48% -21.66% 2.50% 5.93% 5.09%

Stewart Investors Worldwide Sus-Class A 6.58% -20.89% 3.88% 6.62%  

ClearBridge RARE Infrastructure Income – Unhedged 3.36% 0.57%    

ClearBridge RARE Infrastructure Income – Hedged 4.36% -2.53% 6.37%   

ClearBridge RARE Infrastructure Value – Unhedged 3.96% 2.87% 5.33% 8.47% 10.60%

ClearBridge RARE Infrastructure Value Fund – Hedged 5.80% -1.45% 3.97% 6.17% 8.24%

WCM International Small Cap Gr 3.45% -38.18% 0.38%   

Artisan Global Discovery 0.03% -26.37%    

MSCI AC World ex Aus ($A) 3.96% -12.73% 5.25% 8.30% 12.79%

CC Redwheel Global Emerging Markets Fund 4.63% -18.91% 0.30%   

Fidelity Asia 8.12% -14.77% 4.19% 7.65% 12.93%

MSCI Asia-Pac Ex Japan ($A) 8.24% -15.40% 0.12% 0.75% 4.84%

Quay Global Real Estate Fund (Unhedged) 1.41% -21.26% -0.67% 5.41%  

Quay Global Real Estate Fund (AUD Hedged) 4.03%     

FTSE EPRA Nareit Developed Index ($A) 1.55% -18.95% -2.91% 3.61% 8.42%

– �The MSCI World Index rose 9.4% in 
the quarter. US investors balanced 
ongoing caution from the Federal 
Reserve (Fed) with indications that 
the pace of policy tightening would 
slow, and signs that elevated inflation 
could be cooling. There were also 
especially strong corporate earnings 
in certain sectors.

–�Emerging market (EM) equities 
posted strong returns over Q4,  
helped by a weaker US dollar. Most  
of the MSCI EM index’s returns were 
generated in November on optimism 
that as policy tightening from the 
Federal Reserve (Fed) slowed, any 
recession would be shallow and 
markets would begin to discount  
the recovery. Optimism faded 
somewhat in December, however, 
when the Fed re-iterated its 
commitment to fighting inflation. 

– �An earlier than expected relaxation  
of the Zero-COVID policy by the 
Chinese authorities also boosted 
sentiment later in the quarter. The 
Fidelity Asia Fund was a particular 
beneficiary of the positive news out  
of China given its 43% weight to  
the country. The Redwheel Global 
Emerging Markets Fund has a smaller 
weight to China but benefited from 
the outperformance of emerging 
markets generally.

– �The Australian dollar rose 6.5% 
against the US dollar but fell  
against the euro, yen and UK pound. 
Global funds in US assets therefore 
benefited from being hedged. This 
particularly applied to the WCM 
Global Growth Fund which has one  
of the highest allocations to North 
America in our line-up as well as  
the Ironbark Royal London Global 
Equity Fund. The benefit of being 
hedged was less pronounced for 
funds with a greater allocation to 
Europe or the UK. This was the  
case with our ClearBridge 
Infrastructure Funds. 

Luxury stocks in Europe are holding  
up despite disappointing sales reports. 
Luxury brands see China as a key 
market for future growth. China 
optimism has been a big driver of  
this year’s rally in European stocks. 
Richemont and Burberry both  
posted sales that missed estimates, 
hurt by a drop in China. But both 
companies are rising today after  
saying consumer spending in China  
is already rebounding. Burberry’s  
CFO pointed to “very promising signs 
in January” in the key luxury market. 

Latest:
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US Europe Japan  US    Europe    Japan 
Source: Bloomberg

Hermes said 3Q sales surged as  
luxury shoppers in China returned  
to stores after COVID-19 restrictions 
eased. The China recovery story  
looks poised to continue as  

consumer spending recovers.  
A continued rebound is especially 
important for the cyclical-driven 
sectors crucial to Europe’s export-
driven economy.

Source: Bloomberg
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Fixed Income 
Quarterly Review

Investors are focused on the possibility 
of a policy shift from the Bank of 
Japan. A move by the central bank 
could spur a further jump in the yen 
and trigger a rise in global bond yields. 
The yen has already strengthened 
considerably against the USD following 
the surprise decision in December to 
widen the band within which it has 
been maintaining the 10-year bond 
yield cap.

The inversion in the Treasuries curve 
which appeared to be unwinding at  
the end of last year has flipped back 
aggressively since the start of this year. 
This is a headwind for US equities  
and is a reflection of growing  
recession fears.

An inversion that occurs in both  
the 10-year/2-year curve and the 
10-year/3mth curve has historically 
proven to be a watertight signal of  
an impending recession. On average  
a recession has followed within 11 
months in data going back more  
than four decades.

USD/JPY exchange rate

US yield curve inversions point to a recession

Key points

Fixed Income Performance Table 3 m 1 yr p.a. 3 yr p.a. 5 yr p.a. 10 yr p.a.

Perpetual Credit Income 1.43% -0.24% 1.76% 2.38% 3.56%

Perpetual Ethical SRI Credit 2.28% 0.39% 1.67%

Bentham Global Income Fund 2.02% -0.70% 3.03% 2.69% 4.92%

Legg Mason Western Asset Aus Bd A 0.38% -10.61% -3.05% 0.42% 2.49%

Alexander Credit Income Fund 1.30% 3.35% 3.18%

Realm Short Term Income Ordinary 0.87% 1.16% 1.93% 2.28%

Realm High Income – Wholesale 3.21% 0.29% 2.74% 3.22%

iShares Core Composite Bond ETF 0.33% -9.76% -3.00% 0.39% 2.17%

Bloomberg AusBond Bank Bill Index 0.74% 1.25% 0.55% 1.01% 1.67%

Bloomberg AusBond Composite Index 0.38% -9.71% -2.87% 0.54% 2.33%

PIMCO Global Credit W 1.49% -13.51% -3.32% -0.44% 2.30%

PIMCO Global Bond Fund – Wholesale Class 1.23% -12.55% -2.76% -0.10% 2.59%

PIMCO ESG Global Bond Fund – Wholesale 0.94% -12.75% -2.96% -0.37%

Barclays Global Aggregate $A (Hdg) 0.64% -12.28% -3.17% -0.22% 2.33%

– �Markets ended the year on a mixed 
note in the final quarter. Government 
bond yields edged up towards the 
end of Q4, reflecting some market 
disappointment at the hawkish tone 
from some central banks, despite 
mounting evidence of slowing 
economic growth. 

– �The Federal Reserve (Fed) raised 
rates twice during the quarter, ending 
at 4.5% while the Reserve Bank of 
Australia lifted rates three times by 
25bpts each ending the year at 3.1%.

– �Australian 10-year yields rose  
by 17bpts to 4.1%. The 2-year  
yield fell slightly leaving the  
yield curve steeper.

– �The US 10-year yield rose from  
3.83% to 3.88%, with the two-year 
rising from 4.28% to 4.42%. 
Germany’s 10-year yield increased 
from 2.11% to 2.57%. The UK 10-year 
yield decreased from 4.15% to 3.67% 
and 2-year eased from 3.92% to 
3.56%, after the country’s new  
prime minister reversed most of  
his predecessor’s ‘mini budget’ 
proposals, which had been very 
poorly received by the markets.

– �Credit markets performed well  
on improved risk sentiment.  
They benefited our credit funds 
particularly the Bentham Global 
Income and Perpetual Credit  
Income Funds.

Source: Bloomberg
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Alternatives 
Quarterly Review

Private Equity (PE) exit activity came 
to an abrupt halt in 2022. Following  
six consecutive quarters of exits that 
exceeded the long term average levels, 
all four quarters in 2022 were below  
10 year averages. 

With initial public offering (IPO) 
markets coming to a virtual standstill  
in 2022 after record-breaking years  
in 2020 and 2021, PE managers 
focused on corporate acquisitions  
or PE sponsor acquisitions instead. 
Mergers and Acquisitions, take- 
privates and deals with other  
PE sponsors are likely to be areas  
of focus for managers in 2023. 

During 2022, the year’s strong 
infrastructure fundraising numbers 
were driven by increasingly massive 
funds, as large fund sizes are 
necessary to complete capital-
intensive infrastructure projects. 

There is still capital waiting to  
be deployed –infrastructure dry 
powder was still high at the close  
of Q3 2022, at $287.6 billion, and sitting 
predominantly in recent vintages. 

At the quarter’s close, 59.8% of dry 
powder was from funds in the size 
bucket of $5 billion or more, and 
another 29.8% of it was in funds in  
the $1 billion to $5 billion size bucket. 
The expectation is to see continued 
robust investment activity for several 
more years at least.

Private equity exits hit the breaks

Infrastructure dry powder ($B) by vintage

Key points

  Exit value ($B)    Exit count
Source: Pitchbook 

  2022    2021    2020    2019    2018    2017    2016    2015    2014
Source: Pitchbook

Alternatives Performance Table 3 m 1 yr p.a. 3 yr p.a. 5 yr p.a. 10 yr p.a.

Munro Global Growth Fund -3.22% -19.51% 8.11% 7.81%  

Tiger Global Hedge Fund -6.22%     

Morrison Growth Infrastructure Fund 1.87% 6.17%    

Morrison & Co Infrastructure Partnership** 1.03% 9.65%    

Macquarie Private Infrastructure Fund 2.50% 8.96%

Merricks Capital Agriculture Credit Fund 2.50% 8.98%    

Aquasia Enhanced Credit Fund 1.72% 3.33% 4.09% 4.55% 5.99%

Merricks Capital Partners 2.37% 9.69% 8.65% 9.96%  

Realm Strategic Income Enduring 1.96% 5.62%    

Partners Group Global Income Fund 2.40%     

Spire Oaktree Opps XI (AUD) Frst Cls 2.00% 8.54%    

Alium Alpha Ordinary -2.20% -6.65% 9.44% 11.04%  

Partners Group Global Value Fund 1.76% 0.38% 11.73% 11.69% 12.46%

Hamilton Lane Global Private Asst (AUD) 3.75% 11.42% 14.76%   

Hamilton Lane Global Private Asst (Unhedged) 5.55% 17.35%    

Barwon Healthcare Property Fund 1.03% 6.18% 11.81% 9.39%  

Charter Hall Direct Office Fund -0.10% 6.17% 9.86% 10.95%  

Charter Hall Wholesale Property Series 2 0.07%     

StepStone Secondaries Fund V* -3.88%

*Performance as at Jun-2022  **Performance as at Oct-2022

– �After strong gains in October and 
November, equity markets reversed 
course in December as investors 
became increasingly concerned 
about the effects of continued 
hawkishness from the Fed. 

– �Equity long short manager Munro 
Global Growth finished the quarter 
-3.2% against the backdrop of a 
volatile market environment. The 
fund’s long positions contributed 
positively to returns in the fourth 
quarter. Short positions, hedging and  
a rising Australian dollar all detracted 
from performance in the quarter. From 
a stock perspective, long positions  
in Novo Nordisk, ASML, Visa and 
Mastercard were the largest positive 
contributors to performance during 
the quarter. Short positions more 
leveraged to the macro implications of 
the US Fed raising rates aggressively 
in 2022 drove downside returns. 
Overall, the fund remains cautiously 
positioned however has started to 
deploy some of the portfolio’s elevated 
cash levels during the quarter. 

– �Private equity (PE) markets were  
not immune to the risk off sentiment 
that enveloped public markets and 
investors more broadly as PE activity 

hit the breaks hard in the second  
half of 2022. PE deal making fell 
significantly from 2021 highs as 
uncertainty around valuations  
meant many PE deals were  
shelved or scrapped entirely. 

– �Fundamental performance, however, 
driven by solid earnings for private 
companies meant that performance 
over the year for our PE managers 
outperformed public equities. 
Hamilton Lane Global Private Assets 
Hedged added 3.8% for the three 
months ending November 2022 
whilst Partners Group Global Value 
Fund added 1.8% over the same 
period. Attribution for both was 
driven by positions in industrials, 
logistics and healthcare companies.

– �In the private debt space, Merrick’s 
Partners added 2.4% over the three 
months ending December 2022. 
Underlying loan income performed 
strongly for the month, with floating 
rate loans continuing to pass through 
rising interest rates in Australia and 
New Zealand. The portfolio has been 
transitioned to floating rate loans over 
the past year. The portfolio currently 
comprises senior secured loans 
diversified across sixteen sub-sectors 

and is additionally diversified by 
geographic spread and borrowers. 
The quarter was another strong 
period for agricultural producers  
in Australia and New Zealand with 
tailwinds from La Niña rains and  
global commodity shortages  
elevating farmgate prices.

– �In Infrastructure, Macquarie Private 
Infrastructure Fund continues to 
benefit from longer-term structural 
trends in the sector. Significant 
opportunities continue to open up  
for investment into next generation 
infrastructure such as renewable 
energy and key areas of digitization 
like fibre networks, towers and  
data centres.

– �Q4 2022 was another positive  
quarter for property managers as 
rental yields continued to drive 
positive performance. Vacancy rates 
remain below long-term averages and 
rental yields will often be indexed to 
inflation, providing investors with a 
level of protection. The Charter Hall 
Wholesale Property Series No2 Fund 
was up 0.9% for the quarter and 6.8% 
over the second half of 2022 driven by 
strong performance in industrial and 
logistics positions.
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Escala Partners Pty Ltd

escalapartners.com.au

information@ 
escalapartners.com.au

Melbourne 

Level 19, 90 Collins Street
Melbourne VIC 3000

T 	03 8651 2600
F 	03 8651 2620

Sydney

Governor Macquarie Tower
Level 25, 1 Farrer Place
Sydney NSW 2000

T 	02 9102 2600
F 	02 9102 2620

Perth

2/328 Stirling Highway
Claremont WA 6010

T 	08 6282 2600

Escala Partners Pty Ltd (EPPL) (ACN 155 884 
236) is a Corporate Authorised Representative of 
Escala Wealth Management Pty Ltd ((EWM) ACN: 
162 573 828) holder of AFSL 456207. EWM is 100%  
owned by EPPL.

This document has been prepared without 
consideration of specific client investment  
objectives, financial situation or needs. 

Before you make any investment decisions,  
EPPL recommends that you obtain a copy of  
the Product Disclosure Statement (if applicable)  
and speak to an EPPL investment advisor. 

This document has been prepared using  
information from reliable sources. EPPL makes  

no representations, warranties or gives any 
undertaking in relation to the accuracy or 
completeness of the information presented. 

Any conclusions, recommendations and advice 
contained herein are reasonably held at the time  
of completion of this publication but are subject  
to change without notice. EPPL does not accept  
any responsibility to inform you of any matter that 
subsequently comes to its notice, which may affect 
any of the information contained in this document  
and assumes no obligation to update and reissue  
this document following its publication. 

EPPL, its directors, employees and agents disclaim 
all liability for any errors in, or omission from, 

this document or for any resulting loss or damage  
suffered by the recipient or any other person as  
a consequence of relying upon this document. 

Historical performance is often not a reliable 
indicator of future performance. You should not rely 
solely on historical performance to make investment 
decisions. 

This publication has been issued for general 
information purposes only and is not intended  
to be relied upon. It does not constitute an offer  
of any financial product or an invitation or solicitation 
to buy or sell financial products. You must seek 
independent financial and taxation advice before 
making any investment decision. 

This publication is not intended to be  
a complete document and should not  
be relied upon for any purpose. 

EPPL may receive commissions and fees from 
transactions involving securities referred to in  
this document. EPPL, its directors, employees  
and agents may from time to time hold interests  
in the securities referred to in this document. 

This document is a private client communication  
and is not intended for public circulation or for  
the use of any third party. 
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