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Asset Class

Market Review

Australian Equities
Investment Objective

Currency moves were the main story in July. Almost all equity, bond and commodity markets saw positive
US dollar returns in July. However the S&P/ASX300 Accumulation could manage only the most marginal
+0.01% gain when measured in local currency, as the market digested another bout of Australian dollar
strength.

To outperform the
benchmark (before fees)
over rolling 4 year periods

Dovish US Federal Reserve comments, indications of better Chinese and European economic activity and
soft US Consumer Price Index (CPI) data saw further give up on the ‘strong US dollar’ consensus trade
and renewed support for commodities.

APIR Code
PAT0001AU
ARSN
114 291 299
Fund Inception Date
30 June 2005
Manager Appointed
1 May 2010
Benchmark
S&P/ASX 300
Accumulation Index1

Positive S&P/500 quarterly results added to the tone, with higher than customary earnings beats and
improved revenue trends. With earnings prospects seemingly solid and central bankers relaxed, many
popular measures of volatility hit all-time lows. The Australian dollar rallied 4.1% versus the US dollar
through July and increased 7.3% over the past two months. Local dollar strength was not just US dollar
weakness. The recent improvement in economic indicators was sustained with full time employment,
business conditions and retail sales reports exceeding expectations. Further, the Reserve Bank of Australia
(RBA) released meeting minutes which revealed their view that the neutral cash rate is 3.5%, a substantial
200 basis points above current levels. Foreign earners typically discount currency moves fairly
instantaneously. Health care and a range of industrials with US operations or exports saw their share prices
pegged back by 5%- 10%. Australian 10 year bond yields rose 8 basis points and contributed to a
weakness in infrastructure and utilities sectors.
Commodity strength was broad with notable strength in iron ore (up 15%) and oil (up 7.5%, the first gain
since February). Mining was the best performing sector (up 6.4%) while the Energy sector (up 0.6%)
outperformed only modestly.
Banks bounced back 2.3% after APRA provided clarity around its definition of ‘unquestionably strong’.
There was relief that the sector will able to meet the new capital standard without issuing a significant
amounts of new shares.
Performance
Net Fund Return (%)

Buy/Sell Spread
+0.25%/-0.25%
Management Costs
0.9925% p.a.2
Distribution Frequency
Semi-Annually
Minimum Investment
$20,000
Fund Size
$76.7m

1 month
3 months
1 year
3 years (pa)
5 years (pa)
7 years (pa)
10 years (pa)
Since inception3 (pa)
Since Karara as Investment Manager4 (pa)

-0.11
-2.76
6.39
2.87
10.24
7.54
2.524
6.354
6.04

Benchmark Return
(%)
0.01
-2.51
7.03
5.12
10.71
8.11
3.661
7.021
6.91

Active Return (%)
-0.12
-0.25
-0.64
-2.25
-0.47
-0.57
-1.144
-0.674
-0.87

Past performance is not an indicator of future performance. Net performance figures are calculated using exit prices,
net of fees and reflect the annual reinvestment of distribution. Retail investors should refer to net returns. If investing
through an IDPS Provider, the total after fees performance return of your investment in the Fund may be different from
the information in this report.
1
The S&P/ASX 300 Accumulation Index was adopted as the Fund’s performance benchmark on 1 July 2010.
Benchmark calculations prior to this date are based on the S&P/ASX All Ordinaries Index.
2
For a full breakdown of management costs, refer to the PDS dated 30 November 2015.
3
This figure represents the annualised performance of the Fund since inception.
4
Karara Capital appointed investment manager on 1 May 2010, Fund performance prior to this date is not attributable
to Karara Capital but the prior manager.

Exit Price
$1.5174
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Performance Review & Fund Activity
The Fund returned -0.11% (net) over the month, underperforming the benchmark’s return of 0.01%, by 0.12%.
The best contributions came from Santos (up 11.9%) and JB Hi-Fi (up 11.3%). As discussed in May’s report sentiment towards JB Hi-Fi
is far more volatile than its fundamentals. After saturation airplay, Amazon related concerns appear to being cresting, at least for now.
News that Amazon had leased only a mid-sized facility in Melbourne brought realisation that their market entry might be measured. This
news means that the retail environment is not collapsing as some had expected. The investment manager will continue to watch with
interest the extent and cost of JB Hi-Fi’s online counter-measures at the company’s upcoming result.
Santos clawed back some lost ground after releasing a front-footed quarterly. Efficiencies and better field performance saw operating
costs reduced and sales guidance increased. Debt was reduced by $600 million in the first six months of 2017 despite weak oil prices.
Other positive contributions came from large underweights to Telstra (-4.7%) and CSL (-8.7%).
Telstra has long been about yield so it was disconcerting when its Chairman mused about the wisdom of a high dividend payout ratio.
Sell-side forward dividend expectations have been coalescing around 15-20% below current levels as they recognise network sale
proceeds cannot be reinvested at current returns. In fact, Vodafone’s 60% data volume growth year to date, its $2 billion capital spending
announcement and strongly improving customer satisfaction suggest Telstra’s incremental capital spending may be aimed at managing
decline rates.
CSL is almost the opposite case, with high complexity and little transparency on key metrics but strongly thematics. The strengthening
Australian dollar, and promising competitor product development saw buyers pause to consider where 2019 financial year growth will be
pitched.
The Fund is overweight to the US dollar earners in aggregate and this had a modest overall drag on performance through names like
Amcor (-5.4%), Brambles (-5.2%), Ansell (-7.4%), Sonic Healthcare (-8.0), and James Hardie (-6.5%). Some weakening in sentiment to
Amcor, Ansell and James Hardie was used to increase positions somewhat. These were partially offset by not holding others such as
Treasury Wines (-7.5%), Cochlear (-8%) and Westfield (-4.4%) as well as CSL. Currency aside the other poor performers were AGL
(-5.0%) and Qantas (-7.0%) which suffered from profit taking. Positions in both had been reduced in prior months.
Portfolio Characteristics
No of large cap stocks
36

16.00%

No of small cap stocks
57

12.00%

14.00%

10.00%

Cash
3.68%

8.00%
6.00%

Portfolio Turnover (1yr)
54.94%

4.00%
2.00%

Sharpe Ratio (1yr)
0.63%

Jun-10
Sep-10
Dec-10
Mar-11
Jun-11
Sep-11
Dec-11
Mar-12
Jun-12
Sep-12
Dec-12
Mar-13
Jun-13
Sep-13
Dec-13
Mar-14
Jun-14
Sep-14
Dec-14
Mar-15
Jun-15
Sep-15
Dec-15
Mar-16
Jun-16
Sep-16
Dec-16
Mar-17
Jun-17

0.00%

Standard Deviation (5yrs)
11.82%

Market Cap Distribution
Market Cap

Top 5 Active Weights
Fund (%)

Bench (%)

Security Name

1- 50

71.22

78.45

CSL

51-100

14.41

11.86

AGL Energy

101-200

7.30

7.11

Commonwealth Bank of Australia

201-300

1.75

2.58

Origin Energy

Ex 3001

1.64

0.00

Telstra Corporation

Cash

3.68

0.00

1

Including Placement Securities
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Active Weight (%)
-3.69
3.38
-2.29
2.28
-2.11
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Market Outlook
The broad-based pickup in global growth indicators and inflationary expectations are moderating somewhat, although above-trend growth
is occurring and this is expected to continue. Large pools of global capital remain sidelined in low yielding assets and will take time to reposition as confidence over the durability of recovery continues to build.
Slack in the US economy, and its labour market in particular, is now relatively low and the investment manager expects that the Federal
Reserve will slowly raise rates given overall financial conditions are easing further through a weaker currency and strong equity market.
Structural limits on US growth mean that they will likely have some tolerance around inflation exceeding their targets as wage inflation
picks up.
With the earnings outlook improving and a decent gap between earnings and bonds yields, there is scope for the stock market to weather
somewhat higher interest rates. However, bond markets remain inflated and yields trending higher will generally be a headwind for equity
markets unless accompanied by an acceleration in earnings.
The key macro risks remain twofold:
•

The sustainability of debt driven Chinese growth. Given the success of 2016’s stimulatory efforts, the Chinese Government’s focus
has moved judiciously towards containing risks, controlling credit growth and advancing reform. The investment manager expects
policy to be more modulated going forward and overall less supportive for steel making materials.

•

The structural challenges in Europe remain unresolved. Better growth and recent electoral outcomes are encouraging however
adverse political risks remain omnipresent.

Key Contributors & Detractors for the Month
Top 5 Contributors

Active Position

Top 5 Detractors

Active Position

CSL

Underweight

AGL Energy

Overweight

JB Hi-Fi

Overweight

Qantas Airways

Overweight

Santos

Overweight

BHP Billiton

Underweight

Telstra Corporation

Underweight

Sonic Healthcare

Overweight

Aristocrat Leisure

Underweight

James Hardie Industries

Overweight

Asset Allocation
Sector Weights

Fund (%)

Bench (%)

Materials ex Metals & Mining

7.62

4.03

Consumer Discretionary

8.45

5.12

Utilities

5.15

2.16

Energy

7.01

4.13

Industrials

8.19

7.21

Information Technology

2.01

1.50

Health Care

6.01

6.96

35.82

37.37

Telecommunications Services

1.71

3.59

Consumer Staples

5.02

7.13

Metals & Mining

8.95

12.54

Property Trusts
Cash

0.38
3.68

8.26
0.00

Financial ex Property Trusts

Active Weight (%)

-8

-6

-4

Contact Details
3
T: 1800 034 402 | E: client.services@ironbarkam.com | W: www.ironbarkam.com

-2

0

2

4

6

Ironbark Karara Australian Share Fund
Monthly Investment Report as at 31 July 2017
Market Outlook (cont’d)
Whilst the global growth improvement is relatively synchronised, Australia is lagging. The investment manager anticipates that Australian
gross domestic product (GDP) growth will remain modest at around 2-3%. Strong population growth is assisting headline growth numbers
with per-capita growth quite low in a historical context.
The recent pickup in domestic economic data is encouraging, particularly the recent employment data. Overall, the investment manager
expects aggregate consumer spending to be broadly in line with household income growth (3-4%), which is still low in a historical context.
Sustained strength in the Australian dollar could jeopardise this.
House prices are high by any measure and conditions in the housing market vary considerably outside of Melbourne and Sydney. The
recent tightening of credit to the investor segment of the market will have some impact on the housing market with a reasonable likelihood
of small real price declines over the next couple of years. As a small open economy, the key risk to house prices remains external macro
shocks which have, if anything, diminished in recent months.
Moderate global growth and the return of pricing power in some sectors suggest a reasonable backdrop for many stocks. However, after
recent expansion in valuations, sustained gains will require continuing profit delivery.
The high-levels of valuation dispersion that were observed last year have returned. Stocks that have defensive growth characteristics
have been highly sought after and now trade at historically high valuation levels. The Fund remains underweight to this area.
The Fund remains generally positioned for a more reflationary environment than is currently priced by the market and the investment
manager continues to believe there are good risk adjusted returns available in many sectors. Within this, the emphasis is on attractive
and quality companies whose prospects are unappreciated by the market.

Important Information
Issued by Ironbark Asset Management Pty Limited ABN 53 136 679 420 AFSL 341020 (“Ironbark”). Data as at 31 July 2017. This document is not an offer
of securities or financial products, nor is it financial product advice. As this document has been prepared without taking account of any investors’ particular
objectives, financial situation and needs, you should consider its appropriateness having regard to your objectives, financial situation and needs. The Fund
referred to is issued by Ironbark Asset Management (Fund Services) Ltd ABN 63 116 232 154 AFSL 298626. To acquire units in the Fund, complete the
application form that accompanies the current PDS, which you can obtain from www.ironbarkam.com or by calling client services on 1800 034 402. You
should consider the PDS in deciding to acquire or to continue to hold the Fund. Although specific information has been prepared from sources believed to
be reliable, we offer no guarantees as to its accuracy or completeness. The information stated, opinions expressed and estimates given constitute best
judgement at the time of publication and are subject to change without notice to you. This document describes some current internal investment guidelines
and processes. These are constantly under review, and may change over time. Consequently, although this document is provided in good faith, it is not
intended to create any legal liability on the part of Ironbark or any other entity and does not vary the terms of a relevant disclosure statement. Past
performance is not an indicator of future results. All dollars are Australian dollars unless otherwise specified. All indices are copyrighted by and proprietary
to the issuer of the index.
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