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It was merely six weeks ago that equity markets were reaching new highs, but just as the market was reaching for its penultimate note 
the stage unforeseeably collapsed. With equity markets experiencing the fastest bear market (a 20% decline) in history.

The Australian equity market has endured 22 bear markets over the last hundred years. Historically bear markets can be classified into 3 
categories: cyclical (1987 crash); structural (Global financial crisis 2008/09); and event-based (current). Event-driven bear markets tend to 
fall at quicker speed due to an exogenous shock (i.e. coronavirus) but recover faster as the cause of shock subsides.

“This bear market has been unusual, not because of the scale of the decline, 
but rather because of the speed and volatility.”  
Peter Oppenheimer Chief Global Equity Strategist, Goldman Sachs
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The coronavirus pandemic has unleashed a fearsome maelstrom that has led to the sudden stopping of the world economy. The 
magnitude of the decline in global gross domestic product and subsequent impact of corporate earnings in the coming quarters is 
expected to be unprecedented in peacetime. Markets are struggling to re-establish an even keel, as navigation of such an unforeseen 
seismic shock is straining the fabric of every government and institution. As custodians of our client’s capital our experience of almost 30 
years highlights more than ever the critical importance of earnings quality and balance sheet strength.

In recent months, your portfolio managers had built up more dependable companies as markets reached new highs as value was 
becoming more difficult to find and earnings growth was already showing signs of slowing. Our portfolios were tilted to overweight 
sector positions in consumer staples, solid industrials and healthcare. The portfolios also held sector exposures to some cyclicals and 
a modest position in banks. Clearly, the sudden shock experienced by the coronavirus illustrated that our defences needed further 
fortification, so within days of the outbreak in Australia we either sold or heavily down weighted our exposure to cyclically exposed 
sectors. The only exception has been holding our position in BHP Group which remains well placed to a beneficiary of the nascent 
recovery taking place in China.

In a further move to bolster our portfolio defences we have added to the telecommunications sectors primarily through exposures in 
Chorus, Telstra and Spark NZ, as social distancing has promoted the use of greater data usage. 

Our final defence line of insuring against a deep downturn has been holding cash levels at approximately 15 per cent. Cash, which had 
been out of favour, will now prove to be an asset as we wait patiently to buy quality companies at very reasonable prices. 
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Blended Portfolio Construction
The Blended Australian 
Equity Portfolio finished 
the March quarter down 
17.94% compared to the 
ASX Accumulation Index 
down 23.10%. Positive 
attribution for the Blended 
Australian Equity Portfolio 
was driven by CSL Limited 
(CSL), Coles Group (COL), and 
Spark NZ (SPK). Whereas, 
Macquarie Group (MQG), 
Caltex (CTX), and BHP Group 
(BHP) weighed negatively on 
attribution.

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

Portfolio performance -17.2 -17.9 -15.9 -14.4 -9.4 4.8 5.2 7.8 58.1 15.4 6.1 11.2 16.6 13.5

ASX 200 Accum Index -20.7 -23.1 -22.6 -20.7 -14.4 -0.6 1.4 3.5 23.0 5.7 0.6 14.1 13.0 11.5

Relative performance 3.5 5.2 6.6 6.4 5.0 5.4 3.8 4.3 35.1 9.7 5.6 -2.9 3.6 2.0

Figures shown are before fees and inclusive of franking credits
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Investment Conclusion

It will take time for equity markets to find a degree of stability as the depth and duration of the pandemic is unknown. Most importantly, 
therefore, we need to see persistent signs of a flattening out of the global infection rate. Stabilisation of the pandemic will provide the 
starting point for global economies to recover.

Undoubtedly, the swiftness and magnitude of central bank and government stimulus has helped ameliorate the most urgent 
consequences of the downturn. As investors our goal is to hold companies that can survive the deepest economic shocks and prosper 
when the world finally recovers.

Marcus Bogdan
Chief Investment Officer

Richard Colquhoun
Portfolio Manager
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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.
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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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Annualised Return Maximum Drawdown

Return and Drawdown since Inception

Platform availability

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