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1* The MSCI World SMID Cap Index shown above does not include fees or operating expenses and you cannot invest in it. 
The MSCI World SMID Cap Index captures mid and small cap representation across 23 Developed Markets (DM) countries. 
With 5,250 constituents, the index covers approximately 28% of the free float-adjusted market capitalization in each country.

Market comment

Euro-based investors saw modest gains in global 
equities during the final quarter of 2022, with the 
MSCI World Index adding 0.76% in euro terms. 
The outturn reflected a significant weakening of 
the US dollar which had been strong for most 
of 2022. This was a headwind for euro-based 
investors – dollar-based investors enjoyed a 10% 
return from global equities during the quarter. 

Equity markets reached their lowest point for 
2022 during October before rallying strongly for 
the rest of quarter. Sentiment was buoyed by 
rising expectations that inflation pressures were 
nearing a peak and that the pace of interest 

rate increases would abate early in the new 
year. Returns might have been stronger but for 
comments made by Federal Reserve Chair Jerome 
Powell at the Fed’s December meeting, pouring 
cold water on such speculation. Powell stated 
that the Fed’s expectation was for rates to peak 
at 5.1% in 2023, somewhat higher than market 
expectations. 

Despite concerns about a possible recession in 
2023, sectors exposed to the global economy, 
such as Energy, Industrials, and Materials, 
performed best during the quarter. The 
Technology and Consumer Discretionary sectors 
were among the worst performers. This pattern 
dominated returns during 2022. The Materials 
sector was boosted by hopes that China 
would ease Covid restrictions. The country’s 
economy has been out of sync with other major 
economies such as the US and the Eurozone, 
due to its troubled property market and its 
“Covid-Zero” policy. The government relaxed 
Covid restrictions and pledged support for the 
property market during December, extending the 
rally in the Materials sector.

Several large technology and internet-related 
companies, which had sailed through 2021 due 
to consistent delivery of earnings as work-from-
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-7.12 0.38 -25.99 1.22 4.24

MSCI World Small and Mid-Cap 
Index1 (Total return)

-6.65 2.08 -13.62 4.84 6.21
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Fund overview

The investment aim of the Davy Discovery 
Equity Fund (the ‘Fund’) is to achieve long-
term capital growth by investing in shares of 
small and medium sized companies on a global 
basis. These companies tend to demonstrate 
growth potential and represent attractive 
investment opportunities. Investing during the 
early stage of a company’s life cycle can lead 
to higher than average investment returns.
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home policies were implemented, faced multiple 
challenges during 2022. Rising interest rates 
pressured valuations of certain highly valued 
sectors such as Technology and Consumer 
Discretionary. There were also some notable 
earnings disappointments in the fourth quarter 
from internet heavyweights Meta Platforms 
and Alphabet, owners of Facebook and Google, 
respectively. Semiconductor manufacturing 
companies also disappointed during the quarter 
as the cycle turned down.

Fund performance

The Davy Discovery Equity Fund returned 
0.38% in Q4 versus an MSCI World SMID Index 
return of 2.08%. In fact 2022 ended as it had 
begun with a sharp sell-off in equity markets. 
Although smaller companies fared marginally 
better than larger companies in December the 
best performing style over the period was Value, 
with Growth being the weakest. This was reflected 
by negative Asset Allocation contributions from 
growth-orientated sectors such as Information 
Technology and Communication Services where 
the Fund is overweight, while, from a Stock 
Selection perspective, stocks in these sectors 
made positive contributions to return (CapCom, 
TravelSky Technologies, Keywords Studios). We 
expect the coming earnings season to reflect the 
uncertain macro environment and will use this 
period to invest in attractively valued growing 
quality ESG-focused stocks.

The top five equity contributors to relative 
performance during the quarter were: Capcom 
Co Ltd, TravelSky Technology Limited, Keywords 
Studios Plc, Moncler SpA, and Yeti Holdings Inc.  
The bottom five equity detractors from relative 
performance during the quarter were: H&R Block 
Inc, Pinnacle Financial Partners Inc, Endava Plc, 
Teleperformance, and Tandem Diabetes Care Inc.

Capcom Co Ltd is a Japanese producer and 
distributer of computer games. Its leading 
franchises are Resident Evil, Street Fighter and 
Monster Hunter World. It is a high-quality stock 
with an A ESG rating from MSCI. Despite being 

one of the oldest players in the gaming industry, 
it has some of the fastest growing intellectual 
property (IP), due to ongoing investment in its 
hit franchises, validating its philosophy of quality 
over quantity. Its latest results beat expectations 
and management raised its FY22 guidance. The 
business has high earnings visibility and releases 
of new titles for Street Fighter in June 2023 is an 
exciting next step, supporting valuation into 2023.

TravelSky Technology Limited is the sole 
provider of IT solutions and services for China’s 
aviation and travel industry. Its technologies 
enable airlines, customers, and agents to manage 
travel information, ticketing, baggage handling, 
accounting, and settlement. Importantly, China has 
removed quarantine for inbound travellers from 
8th January 2023, which is positive news for air 
travel demand in Asia, driving share price higher 
as 2022 ends.

H&R Block Inc (HRB) is a tax preparation 
platform offering a combination of online and 
offline consumer tax services. HRB uses ESG 
tools to positively affect its business strategy, 
supporting its BBB rating. As the effects of the 
pandemic have subsided and the tax situation has 
normalised, revenues have resumed their steady 
pace. Consequently, HRB has had a solid run on 
the back of high labour-force participation rates 
and low unemployment rates. There are concerns 
about how the stock will perform as layoffs in 
high paying sectors such as technology take hold. 
This has made us cautious in the stock and why 
we have been taking profits.

Pinnacle Financial Partners Inc is a high-
quality regional bank based in one of the 
fastest growing regions of the US, with a BBB 
MSCI ESG rating. As 2022 ended, bank stocks 
slumped as investors debated whether the 
Federal Reserve’s aggressive interest rate hikes 
would lead to a recession in the US. Therefore, 
investors expect banking earnings to peak in 
2023. However, Pinnacle continues to deliver 
on its growth plans, taking market share and 
hiring talent from its peers, offering consumers 
high-quality service driven banking. This should, 
longer-term, offset market sentiment.
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Sample portfolio transactions

The Fund initiated positions in the 
Communication Services (Scout24 SE) and 
Consumer Staples (JDE Peets NV) sectors which, 
we believe, can weather a challenging macro 
environment. These positions were funded 
by exiting positions whose ESG and quality 
characteristics had changed.

The QQE perspective

2022 was a tough year for equities. Throughout 
the year we have described the tone of the 
market quarter-by-quarter through the lens of 
our Quality framework. Companies are ranked 
relative to each other under four pillars: 
Profitability, Persistence, Protection, and People. 
Each pillar comprises a set of characteristics 
which we believe are common to companies that 
outperform in the long run. 

There was a considerable divergence in 
performance between the top and bottom 
performing pillars. The Persistence pillar, which 
reflects the consistency of profit growth, was the 

worst performer. Technology and internet-related 
stocks were well represented within this pillar 
due to their historically consistent profit growth. 
However, this narrative became undone during 
the year when many companies such as Meta, 
Microsoft and Alphabet disappointed. 

The People pillar was the best performer 
during the year. The metrics that go into this 
pillar focus on dividend payments, movements 
in debt and equity issuance. Companies that 
manage their balance sheets well and reward 
shareholders consistently are represented by this 
pillar. Financial and Industrial stocks have a higher 
representation within the People pillar and these 
stocks were in favour during 2022.

As we enter 2023, there is a broad consensus 
that many economies will experience a mild 
recession towards the end of the year. In such 
circumstances, investors should start to place 
a premium on earnings consistency again. This 
will be reflected in better performance from 
the Persistence pillar. If we do not see this by 
mid-year, it may be signalling that investors think 
recession will be avoided.

Source: IQ EQ Fund Management (Ireland) limited (Class A Acc Eur) and Bloomberg as at 30 December 
2022. Performance is quoted in local currency unless otherwise stated.

Calendar year performance 
2022
(%)

2021
(%)

2020
(%)

2019
 (%)

2018
(%)

Davy Discovery Equity Fund (net of fees) 
(EUR)

-26.0 27.5 9.9 32.9 -10.7

MSCI World SMID Cap Index (NTR, EUR) -13.6 25.6 6.2 29.2 -9.2

MSCI World Index (EUR) -12.8 31.1 6.3 30.0 -4.1

CapCom 57.8 -18.2 123.6 41.6 23.0

Endava -54.4 118.8 64.7 93.0 -

H&R Block 60.0 55.5 -27.8 -3.6 0.5

Keywords Studios -7.3 2.9 90.9 40.2 -33.1

Moncler SpA -21.6 28.7 25.1 40.1 11.7

Pinnacle Financial Group -22.3 49.5 2.0 40.4 -29.8

Tandem Diabetes Care -70.1 57.3 60.5 57.0 1,508.9

Teleperformance -42.6 45.6 26.1 57.6 18.6

Travelsky Technology 26.4 -29.8 0.5 -3.4 -13.4

Yeti Holdings -50.1 21.0 96.9 134.4 -
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Warning: Past performance is not a reliable guide to future performance. The value of the investment can 
reduce as well as increase and, therefore, the return on the investment will also be variable. Changes in 
exchange rates may have an adverse effect on the value price or income of the product.

This report does not constitute an offer for the purchase or sale of any financial instrument, trading strategy, 
product or service. No one receiving this report should treat any of its contents as constituting advice or a personal 
recommendation. It does not take into account the investment objectives or financial situation of any particular person. 
All investments involve a degree of risk. Equities may involve a high degree of risk and may not be suitable for all investors. 
Government bonds and cash deposits, although considered the safest assets, are not devoid of risk (e.g. inflation risk, 
credit risk, currency risk, etc.). There are different reasons why an investor would choose to invest in a particular asset 
class and each investor must consider the inherent risks therein based on his/her own personal circumstances. 
No part of this document is to be reproduced without our written permission. This document has been prepared and 
issued by IQ EQ Fund Management (Ireland) Limited on the basis of publicly available information, internally developed 
data and other sources believed to be reliable.  While all reasonable care has been given to the preparation of this 
information, no warranties or representations expressed or implied are given or liability accepted by Davy Global Fund 
Management or its affiliates or any directors or employees in relation to the accuracy fairness or completeness of the 
information contained herein. Any opinion expressed (including estimates and forecasts) may be subject to change 
without notice. We or any of our connected or affiliated companies or their employees may have a position in, or may 
have provided within the last twelve months, significant advice or investment services in relation to any of the securities 
or related investments referred to in this document.

IQ EQ Fund Management (Ireland) Limited, trading as IQ EQ Fund Management, is regulated by the Central Bank of 
Ireland. In the UK, IQ EQ Fund Management (Ireland) Limited, trading as IQ EQ Fund Management, is deemed authorised 
and regulated by the Financial Conduct Authority. Details of the Temporary Permissions Regime, which allows EEA-
based firms to operate in the UK for a limited period while seeking full authorisation, are available on the Financial 
Conduct Authority’s website. In Luxembourg, IQ EQ Fund Management is authorised by the Central Bank of Ireland and 
is subject to limited regulation by the Commission de Surveillance du Secteur Financier. Details about the extent of our 
authorisation and regulation by the Financial Conduct Authority and Commission de Surveillance du Secteur Financier 
are available from us upon request.

The Davy Discovery Equity Fund is a sub-fund of Davy Funds plc, an open-ended umbrella investment company with 
variable capital and segregated liability between sub-funds incorporated with limited liability under the Companies Acts 
2014, authorised by the Central Bank of Ireland as an Undertaking for Collective Investment in Transferrable Securities 
(UCITS). The Prospectus, Supplement and Key Investor Document for the fund are available in English from  IQ EQ Fund 
Management (Ireland) Limited, 5th Floor, 76 Sir John Rogerson’s Quay, Dublin Docklands, Dublin 2, D02 C9D0, Ireland or 
Davy Funds Plc | IQ-EQ (iqeq.com). Investors should be aware that some of the Directors of the Company (Davy Funds 
plc) are also employed by the Investment Manager, Promoter and Distributor. Further information in relation to the 
management of potential conflicts of interest is available upon request.

MSCI Inc. (MSCI). Without prior written permission of MSCI, this information and any other MSCI intellectual property 
may not be reproduced, disseminated or used to create any financial products, including any indices. This information is 
provided on an ‘as is’ basis. The user assumes the entire risk of any use made of this information. MSCI, its affiliates and 
any third party involved in, or related to, computing or compiling the information hereby expressly disclaim all warranties 
of originality, accuracy, completeness, merchantability or fitness for a particular purpose with respect to any of this 
information. Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any third party involved in, 
or related to, computing or compiling the information have any liability for any damages of any kind. MSCI and the MSCI 
indexes are services marks of MSCI and its affiliates.
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This document is provided for information purposes only and does not constitute legal, tax, investment, regulatory,  
accounting or other professional advice. For more information on the legal and regulatory status of IQ-EQ companies  
please visit www.iqeq.com/legal-and-compliance
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About us*

We are IQ-EQ, a leading investor services group employing over 4,000 people across 24 jurisdictions 
worldwide. We bring together that rare combination of global expertise with a deep understanding of 
the needs of our clients. We have the know how and the know you to support fund managers, global 
companies, family offices and private clients.

IQ EQ Fund Management (Ireland) Limited is regulated by the Central Bank of Ireland. In the UK, IQ EQ Fund Management (Ireland) Limited is 
deemed authorised and regulated by the Financial Conduct Authority. Details of the Temporary Permissions Regime, which allows EEA-based firms 
to operate in the UK for a limited period while seeking full authorisation, are available on the Financial Conduct Authority’s website. In Luxembourg, 
IQ EQ Fund Management (Ireland) Limited is authorised by the Central Bank of Ireland and is subject to limited regulation by the Commission de 
Surveillance du Secteur Financier. Details about the extent of our authorisation and regulation by the Central Bank of Ireland, the Financial Conduct 
Authority and Commission de Surveillance du Secteur Financier are available from us upon request.


