
Total return % 8 1 mth 3 mths 1 yr 3 yrs p.a. 5 yrs p.a. 10 yrs p.a.

0.03 13.87 -2.04 1.79 8.37 7.53

1.32 13.79 1.73 6.87 8.84 7.75

-1.29 0.08 -3.77 -5.08 -0.47 -0.22

Inception Date: 14 Dec 2007, 13 years and 0 months.

Portfolio
1

Benchmark
2

Commentary 

ASX 1 - 50 57.9% 73.8%

ASX 51 - 100 13.3% 13.5%

ASX 101 - 300 18.6% 12.6%

Non Index 8.7%

Cash 1.5%

Portfolio
1

Benchmark
2

Rio Tinto Limited 4.0% 2.2%

Fletcher Building Limited 4.0% 0.1%

National Australia Bank Limited 3.9% 3.9%

BHP Group Ltd 3.8% 6.6%

Telstra Corporation Limited 3.6% 1.9%

Woolworths Group Ltd 3.6% 2.6%

Alumina Limited 3.5% 0.2%

South32 Ltd. 3.4% 0.6%

Lendlease Group 3.0% 0.5%

Incitec Pivot Limited 2.9% 0.2%

Total 35.7% 18.8%

Characteristics Portfolio
1

Benchmark
2

No. of stocks 60 301

Portfolio turnover* (1 yr) 25.1%

Sharpe Ratio (1 yr) -0.06 0.05

Volatility (5yr standard deviation) 15.8% 15.1%

Tracking error (3yr historic) 4.5%

1 The 'Portfolio' is the Schroder Equity Opportunities Fund - Wholesale portfolio

2 Benchmark is the S&P / ASX 300 Accumulation Index

Unless otherwise stated all figures are as at 31 December 2020

Please note numbers may not total 100 due to rounding

Past performance is not a reliable indicator of future performance

Top 10 holdings %

*Turnover = ½(Purchases + Sales - ∑Cashinflows + ∑Cashoutflows) / ½(Market Value(T0)+ Market 

Value(T1) - ∑Cashflows)

Relative performance (Post-fee)

Market cap

The S&P / ASX 300 Accumulation Index rose by 13.8%, while the Schroder Equity Opportunities Fund - Wholesale 
portfolio rose by 13.9% (Post-fee), outperforming by 0.1% (Post-fee) for the quarter.

Schroder Equity Opportunities 
Fund - Wholesale
Quarterly Report - December 2020

Schroder Equity Opportunities Fund - Wholesale (Post-fee)

S&P / ASX 300 Accumulation Index

“History is merely a list of surprises. It can only prepare us to be surprised yet again”. It’s hard to disagree with Kurt 
Vonnegut having lived through 2020. A global pandemic which changed the face of the world, a vaccine being 
available by the end of the same year and the most powerful leader in the western world deciding he only liked the 
rules governing democracy when they worked in his favour; this is a tiny subset of the surprises of the past year.  
Financial markets provided plenty more. In an era where data collection and mining has been embraced with 
religious fervour, how one chooses to interpret those surprises can vary.  Those focused on long periods of history 
could observe market levels at the opening and closing of 2020 and conclude the year had been uneventful, 
delivering more than reasonable returns. What pandemic? Adding daily and monthly data points, wild gyrations in 
commodity markets and a dose or two of crypto-currency moves painted a more colourful picture. Restoring calm to 
volatile financial market waters is requiring some frenzied paddling under the water by central bank ‘ducks’. Global 
money supply (M2) grew some 17% in dollar terms over 2020 while World Bank forecasts expect a contraction in 
global GDP of some 5.2% over the same period, likely the deepest contraction since WWII. Profits are heading in the 
direction of the economy, not financial markets. Devastating economic impact has to date wrought little damage to 
financial markets as we migrate towards a belief that financial markets are a tool for manipulation of consumer and 
investment behaviour, rather than an outcome driven by the performance of the economy. As one who’s spent the 
last few decades attached to the perhaps quaint notion that company valuations should be anchored primarily by 
reasonable projections of earnings and dividends, 2020, and a few years in the recent past, provided plenty of 
challenges to this notion. 

Thinking about the ‘rules’ of financial markets, how one should ‘play’ the investing game and what optimal decisions 
look like has always been more subjective than in more scientifically based pursuits. Financial markets are a wildly 
complicated game with billions of participants, questionable rules and rife with emotion. Many of you will have 
watched and enjoyed the Netflix series ‘The Queen’s Gambit’. The fictional Beth Harmon entertainingly demonstrated 
how effectively a rigid and fixed set of rules (chess) could be learned and implemented. Nevertheless, the 1997 
challenge between Garry Kasparov and the IBM’s supercomputer Deep Blue, demonstrated the advantage 
computers have in raw processing power when the rules can be readily codified. Interestingly, as David Epstein 
describes in his book ‘Range’, humans have been far more successful in challenging computers in chess where 
human creativity and ingenuity is combined with the ability of computers to implement ‘tactics’ or the pattern 
recognition element. Computers are great with rules and not as great with context and strategy. As emotion and 
behaviour become part of the game, things get more complex. Maria Konnikova’s book, ‘The Biggest Bluff’, an 
entertaining chronicle of the year she spent learning the art of poker under the guidance of pro poker player Erik 
Seidel, explains many of the psychological elements which combine with straight statistical probabilities when human 
behaviour becomes intertwined in a pursuit. Paying attention, understanding behaviour and looking for the ‘tells’ in 
poker speak, can be crucial. Finding an edge and winning isn’t guaranteed just through probabilities and playing the 
odds, but you can’t be a good player without understanding the odds and learning to control your own behaviour. 

We have always tried to invest dominantly through trying to understand and sensibly play the odds with far more 
weight on longer term strategic odds than short-term pattern recognition. We don’t ignore behavioural factors, 
however, they are incremental rather than dominant. As central bankers continue to write their own rules on printing 
money, providing liquidity and purchasing any assets they like at whatever prices they like, while retail investors 
rampage into tech, biotech, new energy sources and most things offering the lure of a fast buck, the investing game 
has become dominated by pattern recognition and human behaviour rather than playing the odds. Observing the 
environment and controlling our own behaviour will be critical to future returns. In poker terms, a lot of investors are 
very convinced they have a ‘hot hand’ at present. 

In understanding the challenges in assimilating lots of short-term data with longer dated strategic information to 
determine whether the odds are in your favour, the materials sector provides a useful illustration. Correlating share 
prices of materials stocks with underlying commodity exposures over time offers some obvious conclusions. Rising 
commodity prices most commonly lead to rising share prices for producers and vice versa. Whatever advances have 
been made in quantitative techniques and computing power, the 2020 outcome was no different. Falling oil prices 
saw energy stocks smashed and rising iron ore prices drove strong share price gains for producers. Strength in nickel 
and aluminium prices over the final quarter of 2020 drove the same for stocks exposed to these commodities. More 
leveraged, higher cost producers saw amplified reactions. Simple pattern recognition (provided you know which way 
commodity prices are going)! The more difficult or ‘strategic’ data to assimilate impacts longer -term rather than 
tactical commodity price outcomes and attempting to understand why prices have reached current levels and the 
likely direction over time. This is crucial to determining the investing odds. In iron ore, Chinese economic stimulus to 
combat COVID-19 impacts coinciding with Brazilian supply interruption has driven the iron ore price from $US90 to 
$US158 over 2020. Given this price increase has cost the Chinese US$50 billion or so in 2020, restricting steel supply 
addition and attempting to accelerate new supply such as Simandou in Guinea, are unsurprising reactions. As the 
largest buyer by a long margin, their incentive to encourage supply is significant. Fortescue Metals (FMG) delivered by 
far the greatest gains in the sector, up 43.7% for the quarter and 151.0% for the year. Rio Tinto and BHP were 
pedestrian by comparison, respectively up 20.7% and 19.2% for the quarter and 20.3% and 14.5% for the year. $70bn 
in market capitalisation leaves FMG investors paying more than $US300 a tonne for its iron ore production. Current 
market pricing after removing our valuation estimates of other divisions for Rio Tinto and BHP (iron ore dominates) 
indicate per tonne pricing for production is barely higher than FMG. Higher grade ore and a higher proportion of 
‘lump’ over ‘fines’ means margins and profit per tonne for BHP and Rio Tinto are substantially higher than those of 
FMG at normalised iron prices. Margins and profitability for all players obviously move higher and become less 
differentiated at exorbitantly high prices which is why apparently cheap valuations can be misleading at extremes. 



Quarterly contributors % Position * Attribution Commentary  continued

Fletcher Building Limited Overweight 1.17

CSL Limited Underweight 1.04

Virgin Money Overweight 0.63

Alumina Limited Overweight 0.60

Transurban Group Ltd. Underweight 0.33

Quarterly detractors % Position * Attribution 

Commonwealth Bank of Australia Underweight -0.71

Aurizon Holdings Ltd. Overweight -0.62

Fortescue Metals Group Ltd Underweight -0.41

3P Learning Ltd. Overweight -0.38

Afterpay Limited Underweight -0.34

Growth / income split for the financial year ended 30 June

2018 2019 2020

Growth 

component (I) 12.39% -3.08% -12.60%

Distribution 

component (II) 2.88% 3.74% 2.23%

Return 

(post-fee) 15.27% 0.66% -10.37%

Benchmark (iii) 13.24% 11.42% -7.61%

i) Growth return is the price to price return excluding distributions.

ii) Distribution return includes both income and realised capital gains where applicable.

(iii) Benchmark is the S&P / ASX 300 Accumulation Index
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* Portfolio weights versus benchmark are average weights over the quarter

Our valuations (on a per tonne basis) see BHP and Rio Tinto as reasonable value at per tonne valuations a 
little over $US300 as we believe there is an exceptionally low probability of iron ore prices being sustained 
anywhere near current levels and at more normal price levels (nearly US$100 below spot), we expect profit 
per tonne to be around double that of FMG (around $US20 versus $US10). Whichever way we cut it, 
valuations at nearly the same per tonne level make little sense, and buying FMG ahead of Rio Tinto and BHP 
seems a very poor odds bet relying on pattern recognition rather than a more complete picture.

Formulating a picture of every business which allows some reasonable assessment of the investing odds can 
seem time consuming and unrewarding in an environment where the odds don’t seem to matter. In a 
quarter of strong returns across a breadth of sectors in the equity market many of the laggards in the more 
despised sectors such as financials, REITs and energy finally found some support. Concurrently, however, 
gains of at least the same magnitude were reserved for businesses with familiar characteristics. Revenues of 
sufficiently small size they can grow quickly, absence of profit and a persuasive/easy to understand thematic. 
Combine them with an index construction methodology which creates a ready pool of buyers regardless of 
valuation or profitability metrics and it’s understandable why the current behavioural patterns are self -
reinforcing. There is some bitter irony in large pension funds observing the crazy punting of Tesla in the US 
by the Robinhood army, only to buy it themselves at much higher prices when S&P tells them. Domestic 
poster children remained the usual suspects; Afterpay (+47.5%) and Xero (+45.7%) in tech, Polynovo (+75.6%) 
and Nanosonics (+41.4%) in healthcare, not to mention a healthy dose of lithium and rare earths. The 
durability and quantum of gains from some of these thematics continues to embolden investors. Our 
assessment of the odds remains one in which luck and a few hot hands are being confused with mastery of 
the game. It is behavior creating the apparent value, not fundamentals.

Contributors

Virgin Money UK (Overweight) (+83.0%)
Wild oscillations in the share price remain reflective of equity market conditions rather than rapidly changing 
business fundamentals. As the UK struggles under a COVID-19 impact significantly more severe than many 
other jurisdictions, we remain troubled by questions over how credit can be kept flowing, interest rates kept 
at negligible levels and bank shareholders insulated against the spectre of bad debts should efforts to 
perpetuate asset price gains regardless of fundamentals ever prove unsuccessful. This question, and the 
leveraged nature of banks continues to temper our enthusiasm for the sector despite apparently attractive 
valuation metrics versus history. Whilst there is undoubtedly valuation appeal in the business if the book 
value proves reliable and the litany of abnormal items which management continue to remove from earnings 
in order to paint a more appealing picture eventually ceases, we acknowledge the attraction in this 
investment is more in its apparently cheap valuation than in the quality of the business..

Fletcher Building (Overweight) (+52.8%)
Our attraction to the Fletcher Building business has been its potential and highly attractive valuation rather 
than historic performance. Strong market positions in hardware and building products, particularly in NZ, 
provide highly sustainable, albeit cyclical revenues. For many years the business has struggled to convert 
relatively strong NZ housing conditions into improving profitability at the hands of ill-considered offshore 
expansion and disappointing cost management. We are hopeful renewed management efforts on this front, 
continuing strong residential housing activity, limited COVID-19 impact and ongoing attractions of NZ as a 
market (population growth potential, renewable power, competent and stable political landscape) will offer 
an improving profit picture. In combination with a valuation which would still be fairly appealing should none 
of this improvement eventuate, we see the odds strongly in investors favour.

Oil Search (Overweight) (+40.5%)
A highly attractive LNG operation with extremely strong cost positioning and reserves have proven no match 
for collapsing oil/LNG prices and an over-geared balance sheet in 2020. As has been the case in other 
commodities, the path of energy stocks is likely to remain anchored in the outlook for underlying commodity 
prices. History suggests energy prices do not always fall and the dearth of investment which low prices have 
driven, will sow the seeds of higher prices. Having raised capital earlier in 2020 and rectified the excessive 
gearing issue, the experience for Oil Search investors is likely to be slightly less volatile in future, however, 
our expectations of improving cashflows as prices recover see the business offering very attractive returns. 

South 32 (Overweight) (+21.1%)
The bulk of the value in South 32 lies in high quality, low cost alumina operations and Australian manganese 
operations. Smaller elements of value across metallurgical coal, aluminium, nickel and South African thermal 
coal operations (currently in the process of disposal) have perhaps clouded the outlook for what we believe 
to be an extremely well-managed business. An ungeared balance sheet and attractive valuation metrics 
position the business well to take advantage of commodity prices we believe are still depressed versus 
sustainable levels. 

Detractors

Afterpay (Underweight) (+47.5%)
Without detracting from the enormous success which the business has delivered in attracting users of its buy 
now pay later service and the undoubted consumer appeal of foisting costs on retailers rather than 
consumers, we find the more than $30bn valuation attributed to the business difficult to fathom. As a 
relatively small revenue business with global potential, a simple story and a customer base which overlaps 
with the most eager new participants in the equity market frenzy, the ducks have lined up for a stratospheric 
valuation. Management are obliging with regular and judicious business updates to fuel the adrenaline. Our 
longer-term concerns remain the already intensifying competitive landscape and the lack of scale economics. 
Whilst the world remains awash with countless billions seeking to finance technology businesses of any 
shape and form without regard for profit, we would expect this landscape to depress rather than augment 
the outlook for future sector profitability.



Fund objective Commentary Continued

Investment style

Fund details

APIR code SCH0035AU

Fund size (AUD) $293,343,049
Redemption unit price $1.0245
Fund inception date December 2007
Buy / sell spread 0.30%/0.30%
Minimum investment $20,000
Distribution frequency Normally twice yearly - June and Dec

Management costs (p.a.)

Sector exposure versus the benchmark %

Unless otherwise stated all figures are as at the end of December 2020

Benchmark is the S&P / ASX 300 Accumulation Index

Contact
www.schroders.com.au
E-mail: info.au@schroders.com
Schroder Investment Management Australia Limited

ABN 22 000 443 274 Australian Financial Services Licence 226473
Level 20 Angel Place, 123 Pitt Street, Sydney NSW 2000
Phone: 1300 136 471 Fax: (02) 9231 1119

Investment in the Schroder Equity Opportunities Fund - Wholesale (''the Fund'') may be made on an application form accompanying the current Product Disclosure Statement available from the 
Responsible Entity and Manager, Schroder Investment Management Australia Limited (ABN 22 000 443 274 AFSL 226473) (“Schroders”).

This report is intended solely for the information of the person to whom it is provided by Schroders. It should not be relied on by any person for the purposes of making investment decisions. Total 
returns are calculated using exit price to exit price, after fees and expenses, and assuming reinvestment of income. Gross returns are calculated using exit price to exit price and are gross of fees and 
expenses. The repayment of capital and performance of the Fund is not guaranteed by Schroders or any company in the Schroders Group. Past performance is not a reliable indicator of future 
performance. Unless otherwise stated the source for all graphs and tables contained in this report is Schroders. Opinions constitute our judgment at the time of issue and are subject to change.  This 
report does not contain and is not to be taken as containing any financial product advice or financial product recommendation. For security reasons telephone calls may be recorded.

Schroder Equity Opportunities Fund - Wholesale Quarterly Report

December 2020

To outperform the S&P/ASX 300 Accumulation Index after fees over the long term by 
investing in a portfolio of predominantly Australian companies with no size or 
benchmark constraints.

Stocks are identified using bottom-up, fundamental analysis undertaken by 
Schroders’ experienced and stable team of in house analysts. The stock selection 
methodology of the fund has no size constraint and benchmark weightings are not 
considered in portfolio construction.  Securities are selected on the basis of business 
quality (comprising both business and industry scores) and valuation attraction.

0.92% pa plus performance fee of 15.4% 
pa of gross out performance above 2% 
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Aurizon (Overweight) (-8.2%)
The hard work navigating the haphazard and often unfathomable approach to regulation in Australia which 
sees its regulated assets priced to deliver lower returns than many other regulated assets despite at least 
comparable risk, has created headaches of recent years. As a necessary infrastructure provider to a still 
essential industry, we have adopted a pragmatic, rather than emotional approach to the business. Even 
assuming the achievement of aggressive targets in reduction of thermal coal usage (which we wholly 
embrace), the high quality of the operations which Aurizon services and the logic of prioritising higher 
quality coal sources as the world finds emission solutions leaves Aurizon’s rail network valuable into the 
distant future.

ASX (Overweight) (-11.1%)
Software issues which caused a trading outage in November have, perhaps predictably, seen regulators and 
connected parties raise concerns over the operation of ASX while expressing no such concern over their own 
(the regulator’s prerogative). Years of relatively flawless operation combined with trading and market 
plumbing which operate at least as effectively as global counterparts are generally lost in the emotional 
reaction of participants who endured the trauma of being unable to trade shares for a day or so. They 
should perhaps speak to a few tourism or hospitality based small businesses for some perspective on what 
constitutes a real problem. We continue to believe ASX is a well-run business currently rectifying periods of 
technology underinvestment in years past. This unfortunately takes time and sometimes encounters issues. 
While we harbour some concerns over the longer-term impact of perversion of fixed income markets from 
intervention and the unfathomable desire in political circles to continue driving consolidation rather than 
fragmentation of equity ownership and capital provision, we expect the ASX franchise will endure.

CBA (Underweight) (+29.1%)
Major banks in Australia have far greater similarities than differences; balance sheets which predominantly 
send deposits and wholesale funding out the other side as housing loans to support the Australian love 
affair with overpriced property and far lower proportions as business and personal lending. Long history 
and benign operating conditions have seen the costs of performing this function grow incessantly. While 
CBA performs these operations at least as well as other major banks and with good technology, the eroding 
value of a large deposit base in a zero interest rate environment and intense competition for the remaining 
creditworthy borrowers, make it difficult to sustain its profit and return on equity advantage over peers. 
Valuation continues to reflect a large and sustainable advantage over peers.

Outlook
Most simple but fairly reliable objective indicators (e.g. EV/sales, market capitalisation to GDP) point towards 
a significant global bubble, albeit varying significantly across markets. It is only the level of interest rates, 
and the relativity of the equity market to these (non-existent) interest rates which provide comfort. This 
comfort does not extend to sectors such as technology which are at bubble levels even with non-existent 
interest rates. Capital raisings for unprofitable companies are at levels similar to those of the previous tech 
bubble. Participation of retail shareholders, associated trading volumes and most indices of sentiment 
suggest behavior is reaching extreme levels and a high degree of caution is warranted. The relatively lower 
exposure to the most stretched sectors in Australia is positive in this regard. Earlier observations on the 
shifting rules applying to financial markets and our acknowledgement that financial markets will always 
remain one of the most complex and interconnected games means we struggle to offer useful advice on 
when the environment might become lest supportive for the most speculative investments and more 
supportive of those grounded in reality. 

Food inflation, insurance premiums, solid retail sales and still buoyant housing activity seem to offer some 
evidence the massive increases in money supply may start to leak into the real economy as lockdowns 
eventually ease and vaccines impact.  We remain extremely sceptical politicians and policymakers will 
develop an appetite to withdraw the largesse which increased money supply has facilitated. We know 
enough about behaviour to know they prefer popularity. It has been emotionally challenging for us 
continually wagering on businesses we see as sensibly priced only to be trounced by further gains in 
profitless companies and ridiculous multiple expansion in others. Pattern recognition has continued to win 
the day and most investors have unknowingly adopted it as their investment philosophy. Signs of shifts 
against the dominance of this strategy during the quarter and the likely change of behaviour arising when 
some investors find real life doesn’t deal you pocket aces every hand leave us hopeful 2021 will write a few 
more surprises into history for those thinking the investing game is easy.

Martin Conlon


