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“Fiscal policy is having the largest impact in shaping the outcomes of the economy.”  
Guy Debelle – Deputy Governor RBA
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Making Further Headway into Expansion Territory
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Global manufacturing PMI rose further in September

Australian Government is well positioned to  
provide sustained fiscal support

The economic roadmap has been dramatically redrawn by 
the coronavirus pandemic. We have entered a new economic 
paradigm, whereby the combination of monetary and fiscal 
support is unprecedented in scale, speed, and breadth. The 
steering wheel is now firmly shared by central banks and 
governments to inoculate the economy. 

The policy mix of ultra-low interest rates together with a 
significant fiscal boost has visibly supported momentum in the 
global economy. Global economies have staged a V-shaped 
recovery since the lows of March as companies have rebuilt 
manufacturing inventories. Encouragingly, global manufacturing 
PMI data further expanded in September, extending the sharp 
rebound in manufacturing activity since May. Our market view 
is constructive to more cyclical sectors based on a firmer global 
outlook.

Barring major economic missteps or COVID-19 setbacks, 
Australia is well placed to continue to move toward normal 
activity levels by FY21. The evolution of policy support by the 
federal government has been a pivotal feature of the recovery 
and we expect this to continue.

Over the September quarter, we have tilted our portfolios to 
more cyclically based companies by adding to the banks and 
energy sectors, including initiating positions in Westpac (WBC) 
and Santos (STO).

The Blended Australian Equity Portfolio finished the September quarter down -0.11% (+0.23 inclusive of franking credits) 
compared to the ASX Accumulation Index down -0.44%. Positive attribution for the Blended Australian Equity Portfolio was driven by 
Healius (HLS), News Corporation (NWS) and Chorus (CNU). Whereas Ampol (ALD), Qube Holdings (QUB), and Santos (STO) weighed 
negatively on attribution.
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Increasing portfolio allocation to the Banking & Energy sectors

Sector returns - Q1 FY2021

Australian retail banks have dramatically underperformed the 
ASX 200 by 37% on a rolling 3 years faced with the headwinds 
of slowing credit growth, deteriorating net interest margins, 
& higher regulatory costs. The challenging industry dynamics 
has supported our underweight position in the banks since the 
inception of the portfolios.  However, bank valuations are now 
largely reflecting these concerns. 

We see nascent prospects for an improvement in the outlook 
for banks supported by fiscal stimulus for the housing sector 
and the recent government announcement to ease regulations 
around bank lending.

We have increased our exposure to the energy sector through 
the purchase of Santos (STO). Energy has lagged the materials 
significantly in 2020. As economic activity normalizes in 2021 
energy prices should be a beneficiary of an uplift in demand from 
the industrial and transportation sectors.
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ASX 200 Macro Sector Performance Charts

Exhibit 25: ASX 200 vs. Industrials ex Banks, Banks and Resources
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Exhibit 26: ASX 200 vs. Defensives and Cyclicals
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Exhibit 27: ASX 200 vs. Energy and Metals & Mining
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Exhibit 28: ASX 200 vs. 200 ex 50 and 50 Indices
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3 year performance of Australian Banks

ASX 200 vs Energy and Metals & Mining

Source: IRESS

 Portfolio returns
1 

mth
3  

mths
6  

mths FYTD 1 
Yr

3 
Yr

5 
Yr

Inception 
p.a

Since 
inception FY15 FY16 FY17 FY18 FY19 FY20

Portfolio performance -3.9 0.2 15.4 0.2 -3.0 8.8 9.1 9.5 82.4 15.4 6.1 11.2 16.6 13.5 -1.4

ASX 200 Accum Index -3.7 -0.4 16.0 -0.4 -10.2 4.8 7.3 5.5 42.7 5.7 0.6 14.1 13.0 11.5 -7.7

Relative performance -0.2 0.7 -0.6 0.7 7.2 4.0 1.8 4.0 39.8 9.7 5.6 -2.9 3.6 2.0 6.3

Figures shown are before fees and inclusive of franking credits
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ESG Integration pivotal in portfolio construction

Environmental Social and Governance (ESG) has become profoundly important to the way we perceive companies and capitalism 
itself. The embedded attractiveness of ESG is that it reminds us of the importance to look beyond the short term. It also informs the 
way we consider ESG in our investment process.

Our approach to investing is defined by our long-term perspective and focus on the quality of the companies in which we invest. We 
seek to allocate capital to companies that can sustainably create economic value over the long term.

The prominence of ESG as a factor in shaping the discussion on corporate responsibility has been elevated recently with issues 
relating to conduct at Rio Tinto and Cleanaway Waste Management. 
Both these examples have raised key issues on the importance of accountable decision making and appropriate conduct for 
Australian boards and management teams.

We sold our position in RIO following a review of its decision to destroy a 46,000 year old indigenous rock shelter at its mine in the 
Pilbara. In our view, RIO manifestly damaged its reputation and its social license to operate.

By contrast, whilst the conduct of the CEO of CWY was extremely disappointing it has not irrevocably damaged CWY’s business 
franchise.

The accompanying table evaluates our assessment of CWY and RIO’s investment thesis:

ESG assessment of Rio Tinto (RIO) and Cleanaway Waste Management (CWY)

Legend:       Attractive      Deterioration - watch monitor      Unsatisfactory
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Appendix
Portfolio Objective

The portfolio seeks to generate long-term capital appreciation by investing in Australian listed equities. The portfolio aims to do so with lower 
volatility and greater downside protection relative to the ASX 200 Accumulation Index benchmark.

Investment Principles

Our investment approach aims to generate long-term risk adjusted returns, by investing in companies that focus on producing high-quality 
earnings and operate in industries that exhibit favourable long-term growth prospects. More broadly, we consider a range of attributes which 
we view as important qualities in the companies we invest in. We construct and manage the Blended Australian Equities Portfolio with eight 
consistent guiding principles:
 
 •  Grow capital and income over the long term;
 •  Focus on the quality of company earnings;
 •  Identify quality assets at an attractive valuation;
 •  Generate a suitable return on capital employed;
 •  Invest in companies operating in robust industry structures;
 •  Select for balance sheet latency and sustainability of dividend income;
 •  A corporate governance structure that actively promotes alignment with key stakeholders; and
 •  A vigilant process of portfolio risk analysis.

Q1 FY21 Quarterly Investor Letter  |  Blended Australian Equities Portfolio

Benefits of Active Management     
 
Performance and Risk (%) Comparison since Inception 

A key benefit of active portfolio management is the recognition that 
return, and risk are inseparable. A core portfolio objective of the 
Blended Australian Equity Portfolio is to generate returns that exhibit 
lower volatility and greater downside protection relative to the ASX 
200 benchmark index. The accompanying chart illustrates the value of 
understanding the interlocking nature of return and risk.

The chart below shows both the annualised return (green bar) generated 
by the Blended Australian Equities Portfolio compared with ASX 200 
Accumulation Index, and the maximum loss/drawdown (purple bar) in the 
value of the portfolio compared to the ASX 200 Accumulation Index since 
the inception of the portfolio in February 2014. Maximum drawdown 
measures the magnitude of the worst loss an investor would have 
incurred by investing in the portfolio or benchmark. Drawdown is a useful 
measure of risk management, as it indicates the portfolio’s response to 
periods of market stress as well as the relative sensitivities to market risk.

Our investment stance is predicated by two central tenets:

    •  At a portfolio level we want to broadly participate when equity markets 
rise, but importantly we want the portfolio to be able to decline less 
when the market declines; and

    •  With a portfolio buttressed by a solid cash position, we can be more 
assertive in participating when the market is low, thus providing a 
better chance in participating meaningfully in a subsequent market 
recovery.
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Research Ratings

Platform availability

https://www.macquarie.com.au/clientview
https://www.praemium.com.au/
www.powerwrap.com.au
http://www.bt.com.au
https://www.masonstevens.com.au


Performance of the Blackmore Capital Blended Australian Equities Portfolio is based on a model portfolio and is gross of investment 
management and administration fees, but net of transaction costs. The total return performance figures quoted are historical and do 
not allow the effects of income tax or inflation. Total returns assume the reinvestment of all portfolio income. Past performance is not a 
reliable indicator of future performance. The performance comparison since inception is for illustrative purposes only. Performance is 
calculated on a gross basis. Actual performance will vary depending on the amount of fees charged by the relevant platform that a client 
uses to implement the portfolio. The comparison with the S&P/ASX 200 Accumulation Index is for illustrative purposes only. Index returns 
do not allow for transaction, management, operational or tax costs. An index is not managed and investors cannot invest directly an in 
index. There is no guarantee these objectives will be met.

Portfolio holdings may not be representative of current or future recommendations for the portfolio. The securities listed may not 
represent all of the recommended portfolio’s holdings. Future recommended portfolio holdings may not be profitable. This document is 
for general information only and does not take into account the specific investment objectives, financial situation or particular needs of any 
specific reader. As such, before acting on any information contained in this document, readers should consider whether the information is 
suitable for their needs. This may involve seeking advice from a qualified financial adviser. Blackmore Capital Pty Ltd (ABN 72 622 402 895) 
(Blackmore Capital) is the provider of the Blackmore Capital Blended Australian Equities Portfolio. Blackmore is a Corporate Authorised 
Representative (CAR) of Artesian Venture Partners Pty Ltd (AFSL 284492).  To subscribe, contact Blackmore Capital via email invest@
blackmorecapital.com.au. Any opinions or recommendations contained in this document are subject to change without notice. Blackmore 
Capital are under no obligation to update or keep information contained in this document current.
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