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Auscap Long Short Australian Equities Fund 
 

Fund Performance*                                                  Fund Exposures 
Period Auscap All Ords  December 2019 Average % NAV Positions 

December 2019 1.9% (1.9%)  Gross Long 139.8% 32 

Financial Year To Date 9.5% 3.6%  Gross Short 7.6% 6 

Since Inception 196.9% 102.4%  Gross Total 147.4% 38 

Annualised Returns 16.6% 10.5%  Net / Beta Adjusted Net 132.2% 122.8% 
 

Portfolio Commentary 
The Fund returned 1.9% net of fees during December 2019. 
This compares with the All Ordinaries Accumulation Index 
return of negative 1.9%. Average gross capital employed by 
the Fund was 139.8% long and 7.6% short. Average net 
exposure over the month was 132.2%. Over the month the 
Fund had on average 32 long positions and 6 short 
positions. The Fund’s biggest stock exposures at month end 
were spread across the financials, real estate, consumer 
discretionary, materials and communication services 
sectors.  

 

 

 

 

 

 

 

 

Fund Financial Year Returns*  Top 10 Investments^  
FY13 19.7% FY18 12.7%  ANZ Banking Group Nine Entertainment 

FY14 46.0% FY19 (9.2%)  Blackmores Super Retail Group 

FY15 16.8% FY20 (YTD) 9.5%  GDI Property Group Unibail-Rodamco-Westfield 

FY16 20.1% CY19  18.1%  Mineral Resources Virgin Money UK 

FY17 8.0%    National Australia Bank Westpac Banking Group 
 

* Performance figures are calculated for the lead series net of all fees and expenses assuming the reinvestment of all distributions. Past performance is not a reliable indicator  
of future performance. 
^ Top 10 long investments in alphabetical order as at 31 December 2019. 
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Auscap Global Equities Fund 
 

Fund Performance*                                                  Fund Exposures 
Period Auscap MSCI^  December 2019 Average % NAV Positions 

December 2019 4.8% 2.2%  Gross Long 132.5% 48 

Financial Year To Date 7.9% 5.4%  Gross Short 7.6% 10 

Since Inception (Nov19) 7.9% 5.4%  Gross Total 140.1% 58 

    Net / Beta Adjusted Net 124.9% 123.5% 

 

Portfolio Commentary 
The Fund returned 4.8% net of fees during December 
2019. This compares with the MSCI World 100% Hedged 
to AUD Index return of 2.2%. Average gross capital 
employed by the Fund was 132.5% long and 7.6% short. 
Average net exposure over the month was 124.9%. Over 
the month the Fund had on average 48 long positions and 
10 short positions. The Fund’s biggest exposures at month 
end were in the financials, consumer discretionary, 
industrials and materials sectors.   

  

Top 10 Investments+  
Alphabet ING Groep 

American Express Lloyds Banking Group 

BNP Paribas Macquarie Infrastructure 

Capri Holdings Mineral Resources 

Goldman Sachs Unibail-Rodamco-Westfield 
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* Performance figures are calculated net of all fees and expenses assuming the reinvestment of all distributions. Past performance is not a reliable indicator  
of future performance. 
^ MSCI World 100% Hedged to AUD Index 
+ Top 10 long investments in alphabetical order as at 31 December 2019. 



 
 

Page | 3  

 
 
Newsletter – January 2020 

 

 

 
 

Are Shares Expensive? 
As we enter 2020, “whether shares are expensive” seems to be a topic du jour for those interested in the stockmarket. The 
Australian indices are recently making new all-time price highs, convincingly surpassing the 2007 peak. So is the market 
overpriced? And if so, are we due a market correction? To the first question there is no clear answer. The market pendulum 
swings from one extreme to the other, and it is often only possible to conclude that the market is “cheap” or “expensive” at 
the extremes. We run through a few relatively simple measures of assessing value below. To us the evidence suggests that 
we are not at one of the extremes, in which case it would seem wise to have exposure to equities. How one should be 
invested, by strategy, asset class and investment philosophy might be a more sensible question to ponder. To answer the 
second question in relation to the likelihood of a market correction requires a forecast that is impossible to accurately predict. 
As the saying goes, “forecasts may tell you a great deal about the forecaster, but they tell you nothing about the future”.   

Why are investors concerned? The bull market has, according to many commentators, been going strongly since 2009. 
Technically a bull market is defined as a period of market growth without a 20% decline. Actually since 2009 there have been 
three significant corrections in both the Australian and United States stockmarkets, two of which have been in excess of 20%, 
as shown in the charts below. This might suggest that there have been a number of economic cycles in the ten years since 
the 2009 lows, but that they have been significantly less severe than the Global Financial Crisis. In Australia there was a 
resources slowdown in 2011-2012, a mining and energy infrastructure slowdown in 2015-2016 and the property market 
slowdown in 2018-2019. All were accompanied by market corrections. However, these economic slowdowns have been 
considered minor, and as a result have not been viewed as interrupting the improvement in the stockmarket since 2009.  

 

Human nature tends to result in the expectation that what has happened recently will occur again soon. A great irony is that 
this negates the likelihood of this occurring because it changes behaviour. When to expect the next Global Financial Crisis, 
or a similar stockmarket meltdown, is a favourite subject of conversation. The fact that it remains fresh in the minds of many 
market participants most likely results in more cautious overall investor behaviour, therefore reducing the likelihood that there 
will be sufficient reckless behaviour to create the preconditions for such a decline until such lessons are forgotten by the 
majority.  

However, that it not to say that one should not pay attention to a myriad of signs that might indicate whether there is value 
on offer in the stockmarket. Investors can monitor observable absolute and relative value measures of the stockmarket and 
compare them to history. While this information is an imperfect guide to future events, it can establish a framework for one’s  
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approach to investing. When the market or particular sectors are compellingly cheap against the historical averages, it would 
seem sensible to increase one’s exposure to the market or these sectors ceteris paribus. If sentiment is particularly cautious 
this should also act as a bullish indicator for investors. When stocks or sectors are expensive compared to history or other 
asset classes, caution is warranted, particularly in the presence of overt optimism or euphoric behaviour by market 
participants. As Warren Buffett reminds us, “the less prudence with which others conduct their affairs, the greater the 
prudence with which we should conduct our own affairs”. The very fact that many are questioning whether now is the time to 
sell might well be a counter indicator, signifying broad discipline in relation to exposure to the market.  

One simple and common measure of assessing value is to analyse price to earnings ratios (PEs) over time. It should be 
noted that simple measures are often convenient but incomplete guides to assessing value, whether this be in relation to 
equities, bonds, property or other asset classes. The PE ratio is far from a perfect measure, and does not account for 
differences in current or prospective earnings growth rates, inflation and interest rates. To the extent there is a relationship 
between nominal interest rates, inflation and economic growth, this is the purpose of also assessing measures of relative 
value. In this case analysing the difference in yields between equities and bonds is a proxy for the real return offered by 
equities.  

Investing in Government bonds will result in a nominal yield that is measureable and certain, assuming no default. Investing 
in equities is riskier, and the equity holder has a claim on the earnings of the business, which we express as an earnings 
yield, as well as future growth in the earnings of the business. The difference in the yield offered by the Government bond 
and the company, plus the company’s future growth in earnings, can be thought of as the premium available to investors for 
assuming the additional risk of investing in the company. While there is no reliable and consistently measurable way of 
assessing future earnings growth, analysing the simple “yield premium” can be informative. A larger yield premium suggests 
that an investor is receiving additional compensation for taking on risk. It is often a good time to buy stocks when the yield 
premium is elevated. In the charts below we have inverted the yield premium so that readers can assume that buying when 
either chart is low is preferable to buying when the chart is high. 

The ASX200 is trading at an elevated PE compared to its average over the last 15 years, suggesting that in absolute terms 
the market is expensive. However, with interest rates at record lows, the differential between the yield offered by Government 
bonds and equities is also elevated, indicating attractive relative value. While the average PE gives the appearance of the 
market being expensive, the market continues to look cheap compared to Government bonds. Historically these two 
indicators have acted in concert, whereas currently they provide conflicting signals, in large part due to the low global interest 
rate environment.  
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This phenomenon is replicated in the United States. If we look at the PE of the S&P500, it is significantly above the long term 
average. However, the earnings yield premium offered by equities over bonds is also elevated, indicating relative 
attractiveness. It is difficult to draw a conclusion that stockmarkets are either expensive or attractive. 

 

Further analysis suggests that simply assessing the broad market averages can be misleading. In Australia, the Information 
Technology and Healthcare sector PEs are extremely elevated against history.   
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By contrast, the Banks and Materials sectors, which make up approximately 39% of the ASX200, are trading with PEs not 
far above their historical averages.   

 

Both sectors should benefit if there is an improvement in global and domestic growth. Interestingly, new housing loan 
commitments have shown some recent improvement following the largest decline in activity since the Global Financial Crisis.  

 

Similarly in the United States, despite the market trading at an elevated PE ratio, there are pockets of relative value. Financial 
companies remain reasonably good value from a PE perspective. Any improvement in economic activity should act as a 
tailwind for sector earnings. Healthcare companies continue to trade at a small discount to the long term averages. 
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Clearly using only two indicators to assess market value is a simplistic and imperfect approach and not one that we 
recommend. We do so to demonstrate that often measures of value will produce different conclusions. We also note that 
there are many nuances to the valuation debate that we do not discuss here for the sake of brevity. Assessing the overall 
attractiveness or otherwise of investing in stocks requires an investor to build a great number of indicators into a framework 
that becomes an investment approach. We analyse the data to look for sensible investments at a country, stockmarket, sector 
and single stock level. 

Our broad conclusion is that the domestic and global stockmarkets look neither cheap in absolute terms nor particularly 
expensive relative to other asset classes. However, the divergence in valuation multiples within the major stockmarkets is 
considerable. We continue to see considerable pockets of value, particularly at the company level, and are enthusiastic about 
the investments in our portfolios. As a result, both the Auscap Long Short Australian Equities Fund and the Auscap Global 
Equities Fund continue to be relatively fully invested. Our focus remains on investing in predominantly large and mid 
capitalisation companies that are growing, have a strong track record of return on invested capital, produce significant cash 
flows for investors and are trading at attractive prices. We look forward to 2020 and wish all of our readers the best for the 
year ahead.    
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© Auscap Asset Management Limited  

Disclaimer 
 
This newsletter contains performance figures and information in relation to the Auscap Long Short Australian Equities Fund ARSN 615 542 213 and the Auscap Global Equities 
Fund (Funds) from inception of the Funds. The actual performance for your account will be provided in your monthly statement. Actual performance may differ for investments 
made in different classes or at different times throughout the year. This newsletter is intended to provide general background information only. It is not a Product Disclosure 
Statement under the Corporations Act 2001 (Cth), nor does it constitute investment, tax, legal or any other form of advice or recommendation to be relied upon when making 
an investment or other decision. The content of this document does not constitute an offer or solicitation to subscribe for units in the Funds or an offer to buy or sell any financial 
product. Past performance is not a reliable indicator of future performance. While all reasonable care has been taken to ensure that the information in this document is complete 
and correct, no representation or warranty is given as to the accuracy of any of the information provided, including any forecasts. To the maximum extent permitted by law, 
Auscap Asset Management Limited ACN 158 929 143 AFSL 428014, its related bodies corporate, directors, employees and representatives are not liable and take no 
responsibility for the accuracy or completeness of this document. No investment in either of the Funds should be made without fully reviewing the information, the disclosures 
and the disclaimers contained in the relevant disclosure document, a copy of which is available at www.auscapam.com, or any supplement to that document and obtaining 
investment, legal, tax and accounting advice appropriate to your circumstances. You are receiving this newsletter because we hold personal information about you, namely 
your contact details. You should view Auscap's Privacy Policy to understand how your personal information will be used and processed. No part of this material may be 
reproduced or disclosed, in whole or in part, without the prior written consent of Auscap Asset Management Limited. 
 
The MSCI data is comprised of a custom index calculated by MSCI for, and as requested by, Auscap Asset Management Limited. The MSCI information may only be used for 
your internal use, may not be reproduced or redisseminated in any form and may not be used as a basis for or component of any financial instruments or products or indices. 
None of the MSCI information is intended to constitute investment advice or a recommendation to make (or refrain from making) any kind of investment decision and may not 
be relied on as such. Historical data and analysis should not be taken as an indication or guarantee of any future performance analysis, forecast or prediction. The MSCI 
information is provided on an “as is” basis and the user of this information assumes the entire risk of any use made of this information. MSCI, each of its affiliates and each 
other person involved in or related to compiling, computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly disclaims all warranties (including, 
without limitation, any warranties of originality, accuracy, completeness, timeliness, non-infringement,  merchantability and fitness for a particular purpose) with respect to this 
information. Without limiting any of the foregoing, in no event shall any MSCI Party have any liability for any direct, indirect, special, incidental, punitive, consequential (including, 
without limitation, lost profits) or any other damages. (www.msci.com) 

 
Hong Kong 
This newsletter has not been reviewed or approved by any regulatory authority in Hong Kong. This newsletter does not constitute an offer or invitation to the public in Hong 
Kong to acquire the units in either of the Funds. Accordingly, unless permitted by the securities laws of Hong Kong, no person may issue or have in its possession for the 
purposes of issue, this newsletter or any advertisement, invitation or document relating to the units in the Funds, whether in Hong Kong or elsewhere, which is directed at, or 
the contents of which are likely to be accessed or read by, the public in Hong Kong other than in relation to the units of the Funds that are intended to be disposed of only to 
persons outside Hong Kong or only to “professional investors” (as such term is defined in the Securities and Futures Ordinance of Hong Kong (Cap. 571) and the subsidiary 
legislation made thereunder).  
 
Singapore 
This newsletter is being furnished to you on the basis that you are an “institutional investor” (as defined in the Securities and Futures Act (Chapter 289) of Singapore) and on 
a confidential basis, solely for your information. This newsletter may not be reproduced, disclosed, or distributed to any other person in Singapore. Auscap Asset Management 
Limited, as the responsible entity/trustee and manager for the Funds has not taken any steps to ensure that the capital markets products referred to in this newsletter are 
suitable for any particular investor, and will not treat recipients as its customers by virtue of their receiving this document.  
 
This newsletter has not been, and will not be, registered as a prospectus with the Monetary Authority of Singapore and this newsletter is not intended to constitute an offering, 
and is not regulated by any financial supervisory authority pursuant to apny legislation in Singapore. The investments or services referred to in this newsletter may not be 
suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about such investments or investment services. Nothing in this 
document constitutes investment, legal, accounting or tax advice or a representation that any investment or strategy is suitable or appropriate to your individual circumstances 
or otherwise constitutes a personal recommendation to you. 
 
United Kingdom 
This newsletter may be distributed in the United Kingdom only to persons who: (i) have professional experience in matters relating to investments in accordance with Article 19 
of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended) (“FPO”); or (ii) to whom this document may otherwise be lawfully distributed 
(all such persons together being referred to as “Relevant Persons”). This newsletter is only directed at, or available to, Relevant Persons and must not be acted on or relied on 
by persons who are not Relevant Persons. Any investment or investment activity to which this document relates is available only to, and will be engaged in only with, Relevant 
Persons. 
 
United States 
This newsletter may not be distributed in the United States and does not constitute an offer to sell, or a solicitation of an offer to buy, securities in the United States. Any 
securities described in this newsletter have not been, and will not be, registered under the US Securities Act of 1933 and may not be offered or sold in the United States except 
in transactions exempt from the registration of the US Securities Act, the US Investment Company Act of 1940 and applicable US state securities laws. 
 
 

If you do not currently receive the Auscap Newsletter automatically, we invite you to register. To register please go to the website 
www.auscapam.com and follow the registration link on the home page. Interested investors can download a copy of the PDS for the Auscap Long Short 
Australian Equities Fund at www.auscapam.com/auscap-fund/pds. Eligible investors can download a copy of the Information Memorandum for the Auscap 
Global Equities Fund at www.auscapam.com/globalfund-information-memorandum/. We welcome any feedback, comments or enquiries. Please direct 
them to info@auscapam.com. 
 
Auscap Asset Management Limited 

 
Service Providers  

ACN 158 929 143  AFSL 428014 
Lvl 30, 9 Castlereagh St, Sydney  

Email: info@auscapam.com  
Web: www.auscapam.com 

Prime Brokerage: Citi Global Markets (Australian Fund) 
Prime Brokerage: Morgan Stanley (Global Fund) 
Administration: Link Fund Solutions  

Tax & Audit: Ernst & Young 
Legal: Norton Rose Fulbright 
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