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Disclaimer
This information is prepared by Paradice Investment Management Pty Ltd (ABN 64 090 148 619, AFSL No. 224158) (Paradice, we or us). This material is not intended to constitute advertising 
or advice (including legal, tax or investment advice) of any kind. These materials are not to be distributed and must not be copied, reproduced, published, disclosed or passed to any other 
person at any time without the prior written consent of Paradice. Equity Trustees Limited (ABN 46 004 031 298, AFSL No. 240975) (Equity Trustees) is the responsible entity of, and issuer of 
units in, the Paradice Australian Equities Fund (ARSN 617 679 071) (Fund). Equity Trustees is a subsidiary of EQT Holdings Limited (ABN 22 607 797 615), a publicly listed company on the 
Australian Securities Exchange (ASX:EQT). In deciding whether to acquire, or to continue to hold, units in the Fund please read the current product disclosure statement available from 
Paradice. Past performance of the Fund is not a reliable indicator of future performance. The value of an investment in the Fund may rise or fall. Returns are not guaranteed by any person. 
Total returns are calculated before tax and after ongoing management costs. We encourage you to think of investing as a long-term pursuit. In preparing this information, we have not 
considered your investment objectives, financial situation or needs and therefore the Fund may not be suitable for you. You should have regard to your own individual objectives, financial 
situation and needs and, if necessary, seek independent professional advice before you make any investment decision.  Neither Paradice, Equity Trustees, nor any of their respective related 
parties, directors or employees, make any representation or warranty as to the accuracy, completeness, reasonableness or reliability of the information contained in this publication or accept 
liability or responsibility for any losses, whether direct, indirect or consequential, relating to, or arising from, the use or reliance on any part of this material. Any rates of return, forecasts or
estimates contained in this publication are not guaranteed. The content of this publication is current as at the date of its publication and is subject to change at any time. It does not reflect any 
events or changes in circumstances occurring after the date of publication.

Fund Objective
The Fund aims to outperform the S&P/ASX 200 Total Return Index (after fees and before taxes) over a rolling three to five year period.

Performance Net (%) 1
Month

3
Month

1
Year

Since
Inception*

p.a.
Australian Equities Fund -21.40 -25.99 -17.11 -1.20
S&P/ASX 200 - Total Return -20.65 -23.10 -14.42 -0.37
Excess Return -0.75 -2.89 -2.69 -0.83
* Inception date - 02 August 2017

Fund Details

APIR Code
Fund Size (AUD m)
Fund Currency
Distribution Frequency
Management Fee
Performance Fee
Buy Sell Spread
Minimum Investment (AUD)

ETL8084AU
$39

AUD
Semi-Annually

0.75% p.a.
15% p.a.

+/- 0.20%
$20,000

Characteristics

Number of Stocks
Portfolio Dividend Yield
Stock Range
Industry Range
Cash Range

40
4.08%

30 - 50
Unconstrained

0-10%

Sector Allocation
Communication

Services 2.88%

Consumer

Discretionary 5.70% Consumer Staples

10.57%

Energy 4.02%

Financials 18.26%

Health Care 15.15%

Industrials 10.20%

Materials 27.08%

Real Estate 2.83%

Utilities 0.04%

Cash 3.26%

Top 10 Positions
Weight %

CSL Ltd. 13.23
BHP Group Ltd. 10.33
Commonwealth Bank of Australia 5.02
Woolworths Group Ltd. 4.60
QBE Insurance Group Ltd. 4.05
Rio Tinto Ltd. 3.76
Brambles Ltd. 3.71
Coles Group Ltd. 3.61
National Australia Bank Ltd. 3.18
Amcor PLC Shs 3.17
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Contact

Phone: 02 8227 7400

Email: distribution@paradice.com

Website: www.paradice.com



Commentary

MARKET REVIEW

For the purpose of comparison, commentary is quoted in AUD terms 
and Australian sector returns refers to the S&P ASX 200 Total Return 
Index except where stated otherwise.

Three significant economic dislocation events occurred in the March 
quarter. The first was COVID-19, and panic surrounding that drove the 
S&P ASX200 Total Return Index down 23.1%, making this year’s 
March quarter the worst since 2008. Global equity markets suffered 
similarly. As investors took ‘risk off’, gold rose 4.5% to US$1,586, the 
AUDUSD fell from 70.2c to 61.3c (troughing at 57.4c) and Australian 
10 year treasury yields fell from 1.37% to 0.76%.

The second was the breakdown of OPEC + Russia’s oil cartel, which 
saw Brent oil halve in price. This shock drove a material jump in US 
Energy High Yield spreads, and funding markets for that sector closed. 
This only exacerbated concerns already evident in credit markets 
generally as a result of the virus. 

The third was significant government initiatives with stimulus to fend off 
virus fear and the impact of shutting down economies to ‘flatten the 
curve’. In Australia, the combined action of the government and RBA 
amounts to $320bn or 16.4% of GDP. In our view, this will only limit the 
downside of the economic impact, and so we think Australia’s GDP will 
still fall materially in 2020. Ultra-low interest rates and QE style bond 
buying are no panacea. 

Fortunately, funding markets generally are functioning normally (at this 
stage). We think the Australian government’s initiatives to fund 
businesses and households via the banks will be largely successful. 
Also, the Australian government’s actions to ‘flatten the curve’ appear 
to be working, and their JobKeeper initiative welcomed as it retains the 
nexus between employees and employers. 

The Energy equities sector fared worst at -47.9%. A-REITS declined 
34.4% and Consumer Discretionary 29.1% as shoppers fled malls, and 
as investors reconsidered gearing levels as tenants refused to pay 
rent. Banks dropped 28% as they now operate in a very low rate 
environment and face the prospect of a negative credit cycle. 
Healthcare performed best, rising 2.1%. and Consumer Staples fell 
only 3.1%, as Australians stocked supplies. Companies with stronger 
and more resilient cash flows (e.g. Utilities and Telcos) performed 
solidly. 

Purchasing Manufacturing Indices plunged to all-time lows. Facing the 
prospect of an economic recession, companies began the process of 
reassessing their guidance, which has resulted initially in many simply 
pulling guidance. Sell-side earnings expectations for the market have 
been cut 8% so far, but we think this still has material further 
downside. Next, companies have considered the appropriateness of 
their gearing, which has seen many dividends suspended. We 
anticipate many more dividend cuts and then capital raisings in the 
short-term. 

It can’t be forgotten that the March quarter also saw the worst of the 
bush fire disasters that had a tragic impact on humans, plants and 
animals; and negatively impacted the economy. The 
February earnings season did happen but was overshadowed by 
these other events. We are all hoping for a much better ending to 
2020.

PERFORMANCE

The portfolio underperformed over the quarter due to its positioning in 
Energy and Consumer discretionary, and because of stock selection.

The top relative contributors to performance for the quarter are as 
follows:

CSL (CSL) – Overweight CSL outperformed after a strong half year 
result and a flight to quality. 

RIO Tinto (RIO) - Overweight RIO Tinto outperformed due to its 
strong capital position and better than expected iron ore pricing.

Woodside Petroleum (WPL) - Underweight/Not Held Woodside was 
impacted by the decline in energy prices. 

The top relative detractors from performance for the quarter are as 
follows:

Santos (STO) – Overweight Santos underperformed given exposure 
to energy markets.

Origin Energy (ORG) – Overweight Origin underperformed given 
exposure to energy markets.

Star Entertainment Group (SGR) – Overweight Star sold off with 
casinos being shut down as part of COVID-19 containment measures.

Portfolio Changes

After it became clear COVID-19 had gone global in mid-February we 
immediately and significantly reduced the portfolio’s cyclical exposure 
by increasing cash to 4.5% from 2%, selling cyclicals (Financials and 
Energy in particular) and buying defensives (consumer staples and 
telecommunications). We turned over approximately 20% of the 
portfolio. 

 



Commentary

OUTLOOK

It is fair to say that the advent of a global pandemic has changed 
everything about our outlook for markets and how our portfolio should 
be positioned. We have gone from expecting a gentle improvement in 
economic activity to 100% chance of recession both domestically and 
offshore.

The portfolio was positioned for a cyclical uptick in January. It was long 
Materials, Energy and Consumer Discretionary. This positioning was 
supported by economic data and bottom up valuations. We did though 
start reducing energy in January and early February.

During January and the first 2 weeks of February it was our view that 
the COVID-19 pandemic was episodic and likely contained within 
China. We used our markets experience from during the SARs 
epidemic in 2003 as a roadmap for how markets may behave during 
this period. Our view was also informed by discussions with 
epidemiologists and other medical professionals who were similarly 
sanguine about the prospects of the coronavirus becoming a global 
pandemic. The World Health Organisation (WHO) response to the 
outbreak coupled with the data coming from China was seemingly 
benign although we now doubt the veracity of that Chinese data 
despite it supposedly being verified by the WHO.

In mid-February it became obvious that the coronavirus was not 
contained within China and that the virus was perhaps more virulent 
than the Chinese data and the WHO had led markets to believe. From 
that point forward we have been re-positioning the portfolio into a 
much more defensive posture in recognition that we have moved from 
an environment of “return on capital” to “return of capital”. To that end 
we have increased cash to close to maximum limits and are now 
overweight defensive sectors in consumer staples, healthcare and 
(surprisingly) materials. We have funded the move into defensives and 
earnings certainty by selling consumer discretionary stocks like gaming 
and casinos, bank stocks and energy names post the collapse of the 
OPEC++ cartel. We have retained overweights in material stocks 
which have balance sheets that are in fantastic shape and underlying 
demand for iron ore is currently strong.

In attempt to preserve capital our efforts have been focused on 
companies with strong balance sheets, strong cashflows, no near-term 
liquidity issues and no requirement to access funding markets for at 
least 12 months. Whilst these metrics are always a focus in periods of 
market dislocation, they become absolutely paramount as investors 
ability to predict earnings is severely impacted by the uncertain 
outlook. Thus, foundations of value (like balance sheets) are critical as 
they allow investors to estimate what the downside risks might be even 
despite earnings evaporating.

In terms of outlook for equity markets from here we are cautious. For 
context during the GFC Australian GDP troughed at -0.5% with 
unemployment peaking at 6%. The equity market fell 55% peak to 
trough. Currently most economists have Australian GDP in 2Q20 at 
-10% with unemployment to hit 10%. The Australian share market has 
currently fallen only 25% despite the economic outlook being much 
more dire than what we experienced during the GFC. The S&P ASX 
200 currently trades at 15.3x PE vs a more usual 11x PE at a market 
trough, indicating there may be more downside to come 
unlessgovernment enforced containment measures are rapidly 
reversed and a V-shaped recovery ensues. It is worth noting 
however that post peaks in unemployment in previous cycles the 
damage is typically repaired slowly over many years with there 
being no precedent for significant and rapid drawdowns in 
unemployment (i.e. improvement).

Our expectation is that containment measures (restrictions and 
social distancing) are rolled back slowly in coming months as 
governments attempt to manage available healthcare facilities 
utilisation rates to avoid them being over-run. This will cause 
a much slower “normalisation” in economic activity and will be more 
akin to a gentle L-shaped recovery or small V. We are also wary of 
changed consumer behaviours during the recovery phase and wonder 
if some behaviours will have to change semi-permanently or at 
least until a vaccine is found. The portfolio focus on preservation of 
capital will remain until we have greater clarity on the direction of 
the disease and resultant government mandated containment 
measures which are causing the economic dislocation currently being 
experienced.




